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Companies are
setting ambitious
ESG targets but
are struggling to
make them into
reality due to
execution gap.
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Commitment to sustainability targets is
growing exponentially ...

Global commitment to Science-Based Targets?!
(2015-2021)
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Since 2015, companies
committing to Science
Based Targets more than
doubled each year
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... and companies are facing challenges
closing the execution gap

Top problems to implement ESG strategies
Kearney’s 2021 CEO Sustainability Survey

Lack of
knowledge

Prioritization of
intiatives

Internal
buy-in

Difficulty
modelling
impact

Perceived
business risk

Lack of
funding

20%

25%

30%

30%

1. Science-based targets (SBTs) are measurable, actionable, and time-bound objectives, based on the best available science, that allow actors to align with Earth’s limits and societal sustainability goals.

Source: desktop research, Science based Targets, Kearney's 2021 CEO Sustainability Survey
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ESG creates long
term value in
cultural progress,
brand credibility
and cost savings.
ESG ambitions
must be integrated
deep into the
organization,
otherwise results
might trail behind.

COOs and CSOs globally
believe that when
approaching daily work with
an ESG mindset, they
created more value across
multiple categories

Kearney 2021 State of
Sustainability Assessment

4 KEARNEY

Why are you in the ESG game?

Benefits from four sources of advantages of
ESG
(% of companies)

Increased revenue

Cost savings

Embed ESG ambitions instead of just
cascade

Level of ESG integration
(% of companies)

Increased revenue

Cost savings

82%
71%
People and culture motivator People and culture motivator
76%
76%
Brand credibility Brand credibility
75%

I Value creation Compliance
Competitive advantage [l Risk mitigation

— Of the companies that use ESG programs for value
creation, a higher share report seeing increased
revenue, cost savings, more highly motivated
people, and higher brand credibility than those
companies focused on compliance and risk mitigation

Source: Kearney

I Embeded leadership (mix of upper-level management
and lower-level management)

™ Senior leadership (top-level and senior management only)

— When ESG metrics are integrated into
performance evaluations or compensation
structures at the middle management level, rather
than stopping at executives, returns follow
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True value from
ESG initiatives
comes in the long
run, especially in
terms of revenue.

Companies with more
mature ESG programs see
increased revenue benefits

5 KEARNEY

What value do current ESG projects bring to your company?

Increased revenue: value accrues over time Brand credibility: has short-lived effect
(% of companies) (% of companies)
75 78
75
67 67
56
49
e
Less than 2-5years 5-10years 10+ years Less than 2-5years 5-10years 10+ years
1 year

1 year

Source: Kearney 2021 State of Sustainability Assessment
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ESG is more than
compliance — it
creates value and
presents a
business
opportunity if
correctly utilized.
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Compliance and regulatory perspective

Alignment with new regulatory EU and
national legislations presents a risk to most
large enterprises in the EU.

— Reporting differs per country

As such, companies need to consider various
perspectives

— Financial (e.g., carbon tax)
— Compliance (e.g. CSRD* non-compliance)

— Access to certain supply chains (compliance
driven procurement)

e ————

Source: Kearney

Business perspective

Companies that succeed in executing ESG
strategies have many benefits.

— Top line revenue
— People

— Culture

Most companies have successfully created ESG
strategies and set the ambition.

However, companies struggle with the
execution of ESG strategy and fail to grasp the
full potential of ESG, which leaves them
exposed to risks:

— Social risks (e.g., greenwashing accusations)
— Market competition advancements
— Lack of new talent and high-quality workforce

— Poor company culture

e ———



ESG is a key topic
In boardrooms
today — not only
for securing a
company’s right to
operate but also
enable it to thrive.

Companies are expected to
do more than comply &
perform financially; losing it's
Right To Operate is the
ultimate risk.
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License to thrive
Doing MORE by leading

Being role model to peers, transforming
the industry, driving positive impact (e.g.
shape value chains, policy changes)

License to compete
Doing GOOD by optimizing

Understanding trends, expectations
and long-term scenarios, innovating
offerings, engaging supply chain

License to operate
Doing RIGHT by complying

Focusing on risk, compliance and
reputation, typically in the short-term

Companies with the highest ESG ratings

outperformed lowest-rated firms by 40%1

Firms voluntarily committing to sustainability see a 1 6%
boost in employee productivity?

70% of consumers consider

environmental impacts when making a
purchase decision*

65% of consumers expect companies to

exceed government standards on
environmental impact*

Value at risk from sustainability issues
(regulation, rising operating costs, supply-
chain disruption) can be as high as

70% of earnings?

1. Harvard Business Review 2. Network for Business Sustainability 3. Global Sustainable Investment Alliance 4. Kearney
study — Earth Day 2019 Consumer Sentiment Study
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Beyond
procurement, the
change requires
Increasing levels
of operational
change, co-
Investment and
executive
sponsorship.
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Drive growth

Drive radical business model/ ecosystem transformation across customer, competitors,

regulators, industry bodies, etc..

Reconfigure the supply to support new business models that drive a step-change in

carbon emissions (e.g., circular systems)

Drive end-to-end innovation

Partner on R&D/joint innovation projects to investigate low carbon
products / materials or closed loop solutions

Support the development of new standards for industry that drive
disclosure, accountability and change across the value chain

Invest / acquire start-ups or new suppliers that enable solutions for

carbon reduction

Optimize current state

Assess and grow relationship with suppliers that have lower
emissions impact but ambitious goals

Influence or phase out those suppliers with low maturity to
achieve carbon reduction goals

Source: Kearney
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We have launched
ESG Champions
Initiative to assess
enterprise
practices and
single out national
ESG champions.

We have surveyed 35
companies spanning across
diverse range of industries
including retail, banking,
insurance,
telecommunications, postal
and financial services,
chemicals, food and beverage,
utilities, energy, oil and gas,
pharmaceuticals, basic
materials, and construction.
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ESG Champions Initiative

Comprehensive, yet simple assessment of - &
companies ESG maturity across all three -
dimensions — environmental, social and

governance.
Companies are benchmarked against peers [ » _ /

from different industries that participated in A . g | B

the survey to understand their current ESG T o el

maturity level and assess potential e
iImprovement areas. ———TTabt TN

ESG Champion process in Croatia

—©—6—60 00—

Application and Data Analysis Interviews with the Award Ceremony Publication and

Data Collection 16.9. - 6.10. 2023 Shortlisted Candidates 7.11.2023 Feedback

5.7.-15.9. 2023 9.10.-13.10.2023 After 7.11.2023
ov N, —

% a o =]
Online company Data processing and 1-on-1 follow up . Winner announcement Publication of the
assessment form benchmarking interview with selected results & feedback to

filled in by (shortlisted) companies companies

company’s team

Source: Kearney



Croatian companies
have good
performance in
strategy and
business plan
segment as well as
Impact on
stakeholders and
the community (S).

However, opportunities for
improvement in all segments
including ESG strategy and
environmental impact (E),
employee matters (S) and
governance (G).

B ESG excellence
Advanced companies
B Traditional approach
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Strategy and business plan,
purpose statement and
monitoring

ESG strategy, guidelines Environmental impact

and reporting

3%

0

20%
@ o 46% y‘ @\ 43%
E‘H‘_ﬂl X 51% = & /

43%

Stakeholders‘ and societal
impact

6%
20%

-
=)

74%

Source: Kearney ESG Champion questionnaire.

Employee wellbeing & DEI ESG governance model

o 37%
51% @M 49% %
63%

The graphs show results within each segment, not separate questions.



Regardless of the
success shown,
there are areas,
from every ESG
aspect, where
companies could
leverage best
practices.

Examples
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Almost half of the

companies (49%) do not
have emission targets set in
place and 54% of companies
do not track emissions at all or
only do so sporadically

Less than a half of the
companies (46%)
regularly track the wellbeing of
their employees and only a
guarter has developed a
system in place to address it

Fewer than a quarter of

the companies (23%) are
tracking the diversity within the
workforce and have an action
plan in place to address it

Source: Kearney ESG Champion questionnaire.

Key steps

— Start tracking the Scope 1

emissions and set the
appropriate targets

— Establishment of specific

wellbeing programs

— Development of surveys

and assessments along
with other resources

— Start of diversity tracking

and investing the time and
resources for diversity
action plan formulation

Best practices

— Tracking and targets set for all
3 Scopes of emissions

— Benchmarking and adjusting
the targets accordingly

— Developed long-term ESG
strategy

— Regular wellbeing surveys with
ensured anonymity and
confidentiality

— ldentification and active
development of actionable
insights along with their
implementation

— Collecting and tracking relevant
diversity data on monthly basis
through voluntary surveys or
other data collection methods

— Diversity and inclusion policy in
place

— Active implementation of
diversity and inclusion policy

Kearne: y XX/ID



Larger Croatian ESG Strategy
companies tend to

exhibit better Large SO A 50

emphasis on 29 DTN =
developing ESG

strategy and
setting the
emission targets.

No ESG Strategy I Clear ESG strategy, but not a strategic priority
[ Clear ESG strategy, but not developed across all ESG dimensions Clear ESG strategy, which is a strategic priority

Emission targets

Large 33 [ 6 | 61
SME 65 s IR 24

The company doesn’t have emission targets
[®¥ The company has emission targets but is not following up on them
B The company has emission targets, it is tracking emissions but not reaching the targets
The company has emission targets, it is tracking emissions and reducing them according to the targets

DEI (Diversity, equity and inclusion)

The company does not have specific programs in place to include underrepresented groups
[B¥ The company is tracking diversity within the workforce, but not actively recruiting underrepresented groups
I The company is tracking diversity within the workforce and having action plan in place to increase it

The company is tracking diversity within the workforce, has an action plan of inclusion in place,
13 KEARNEY and it is actively using diversity criteria in recruitment process

Source: Kearney ESG Champion questionnaire. Kearney XX/ID



Manufacturing
companies excel
In formulating
comprehensive
ESG strategies
encompassing all
ESG aspects,
while also taking
proactive
measures to
promote DEI in
their workplace.
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ESG Strategy

No ESG Strategy
[ Clear ESG strategy, but not developed across all ESG dimensions

Emission targets

Manufacturing 50 50

HE 40

Services 48

The company doesn’t have emission targets
[®¥ The company has emission targets but is not following up on them
B The company has emission targets, it is tracking emissions but not reaching the targets
The company has emission targets, it is tracking emissions and reducing them according to the targets

DEI (Diversity, equity and inclusion)

The company does not have specific programs in place to include underrepresented groups

[B¥ The company is tracking diversity within the workforce, but not actively recruiting underrepresented groups

I The company is tracking diversity within the workforce and having action plan in place to increase it

The company is tracking diversity within the workforce, has an action plan of inclusion in place,
and it is actively using diversity criteria in recruitment process

Source: Kearney ESG Champion questionnaire.

20

16

I Clear ESG strategy, but not a strategic priority
Clear ESG strategy, which is a strategic priority
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Participating companies will receive individualized
report that benchmarks them with peers.

Companies will receive a rating of their overall ESG performance Additionally, participating companies will receive a detailed
split across six key areas and specific recommendations for explanation of their rating per each question in six of the ESG
improvement. categories.

Based on your responses, we have identified room for improvement in each dimension.

4.1. Absolute score | Average score: § | |Cnhcm average score: 3.4 |
Ci
I Based on your responses, we have identified room for improvement in each dimension.
4. Absolute score [ average score: 4.1 | [conont average score-23 |
Based on your ESG Champion questionnaire performance o B
responses, we Area ESG stage of excellence Improvement focus areas per Kearney T I Based on your responses, we have identified room for improvement in each dimension.
have sustainability chessboard 4.1. Absolute score | Average score: 4.0 | |Cnhur|auemge score: 2.1 |
O
benchmarked you Cton‘::rate - G SR S e S e E1 ) ) ) ) ) _
against other strategy, purpose | e SN RE l Based on your responses, we have identified room for improvement in each dimension.
.. and tracking Traditionsl spproach ESG Champion
partlclpants and 4.1. Absolute score | Average score: 3.0 | |L‘uhur|avemge score: 2.9 |
selected focus ESG strategy, o L @ Im o . . . .
areas for framework and = Lo | Based on your responses, we have identified room for improvement in each dimension.
improvement reporting Traditionsl approach ESG Champion 0 e s g i st o 4.1. Absolute score | Average score” 3.6 | | Cohort average score” 2.3 |
N rdmmmlnu harvie ghven Temseies amiitio s emisskon anges — 200 by 2030 E
E tal e i R - . R . R
UG =] 8 e T ca I Based on your responses, we have identified room for improvement in each dimension.
|mpac‘| ~ Innavaie curment products and servioes [ move forward wiih sstanatilty-
Traditional approach ESG Champion R 41 Absoiute scone I Average scom: 3.4 I I:ehm areerage scone 15 |
ESG Governance model ‘¥our paormance % Sha of companics
ESG performance has not Impact on “LZ“E"EE".:’J?::‘::E e cparyarurmesa, T o 2
need fo build on what is communities . PR E5C Champian e and s s sislee nparearene s svangs. o
establiished apd further P! G otk of einicy, sk COMUENON rules, and - Gode of sifics, anhmomphon rekes, ang ot O ;x;ﬂﬂfmfx’;‘“
demonsirate its value to the It e ey ot ekt s s et on e 0 GOVERSANCE MODEL RAucmAig polcith Tl Geiipa  WhimamvRg DIRCLS iy MR e
P Howmver fer mgactha esHs, s highly recommendid i g 20 — Buscezsion i nal il developed — Succession plan modesely develiped o e plan peolzrally deresioped
business. E“}ﬂ:"!’ee e s Imrovement foous orase: o s st Faa STt i Bt menbary ana woken i eaesnp " - High pereniage cf indepenteni board
wellbeing ntrosuce Inclusion InBaikes o varcus eveis an sechl retum on MRS N Wi i) IEaersnie
Traditional spproach 56 Champion [P
o Ovarall soore M Bl % 0%
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ESG governance B st £ Pressnce of a frmal wrtien Code of Shics
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And the finalists Al Hrvatska Coca-Cola HBC Hrvatska HP-Hrvatska posta d.d.
are...

Coca-Cola
HBC

Hrvatski Telekom d.d. Hilton Rijeka Costabella
Beach Resort & Spa

Hrvatski @

“ " "1" Telekom " Hilt()n

RIJEKA COSTABELLA BEACH
RESORT & SPA
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Thank you

Mitja Pirc

Director
Mitja.pirc@kearney.com
+386 51 236 496

Kearney is a leading global management consulting firm. For nearly 100 years, we have
been the trusted advisor to C-suites, government bodies, and nonprofit organizations. Our
people make us who we are. Driven to be the difference between a big idea and making it
happen, we help our clients break through.

www.kearney.com

Stay connected with Kearney
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This document is exclusively intended for selected client employees. Distribution, quotations and duplications — even in the form of extracts — for third parties is only
permitted upon prior written consent of KEARNEY.

KEARNEY used the text and charts compiled in this report in a presentation; they do not represent a complete documentation of the presentation.
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https://www.instagram.com/kearneyofficial/
https://twitter.com/Kearney
https://youtube.com/KearneyOfficial
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