ESG is climbing the
corporate and societal
agenda in CEE

AmCham Croatia
October 2022

Dr. Mitja Pirc, Senior SEE team leadership member

KEARNEY




2

ESG has become a mainstream topic with widespread adoption across
iIndustries globally

Factors impacting ESG

— Statistical studies? indicates a positive relation between ESG and Corporate SRRy L RIS
Financial Performance b
— Global green and ESG loan volume has grown by 15X in the past four years and
IS expected to increase further

8% 7%
E— —
Meta studies Vote-count studies

— 64% of global consumers are worried about climate change?

— Companies’ impact on the environment is increasingly being scrutinized

inclusion

— Ethics is the 3rd most important factor in consumer purchase decisions after quality and price*
— Consumers are increasingly demanding actions around human rights, business ethics, diversity and
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— 83% of Millennials believe it is important for the brands they purchase from to align with their values®
— Stakeholders are demanding more transparency around companies’ activities
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5. 5W Public Relations Report, Consumer Culture

Source: Kearney, S&P Global, Worldfinancialreview; 1. Research by Friede, Busch & Bassen; 2.Global Sustainable Alliance, 3. Euromonitor (Voice of Industry Sustainability Survey July 2020), 4. VeoWorld, 2021
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In every
iIndustry,
businesses
make
ambitious
sustainability
commitments,
and require
their suppliers
to align

Energy & utilities
Chemicals
Tech

I Industrials/Infrastructure
PE
Consumer
Financial Institutions
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Number of companies committed to Science Based Targets?

1,500 -
Since 2015, companies committing to Science
1,000 1 Based Targets more than doubled each year 208
+123%
500 - +108% 318
34 +115% 73 +110% 153
+
W @
2015 2016 2017 2018 2019 2020

1.Targets adopted by companies to reduce greenhouse gas (GHG) emissions are considered “science-based” if they are in line with what the latest climate science says is necessary to meet

the goals of the Paris Agreement
2.Estimation based on commitments from 2020 Q1 and commitment patterns from previous years; Source: desktop research, Science based Targets
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A lot of

companies are
still not fully
committed
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Q Too often, the ESG is more a PR for businesses
than a strategic advantage...

2/3 global investment funds say they have integrated ESG initiatives into their

investment strategies.

Only 8% of PE funds are co-signatories to the UN principles of responsible
investment and only 12% of them publish data on the realization of targets.

But the message is clear...

In Europe, more than 60% of employees
in recruitment processes ask and believe
that sustainable operation is essential for
businesses.

Investments in ESG initiatives bring a
premium in multiple valuations, in high-
emission industries valuations are greater
than 25%, in Europe 60%.

Source: Kearney

In Europe, 3 out of 10 end customers
are already willing to pay a small price
premium for products with positive impact
on ESG.




Kearney's ESG
study uncovers
that valuation
premiums and
gapstare
associated with
ESG leadership?

TPI® levels: _
High
4 Level 4%
Level 4
Level 3
Level 2
Level 1
LOW" Level O
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Value Premiums and gaps associated with ESG leadership

Emisslons-intensive Emisslons-intensive Other sectors
sectors sactors (Global)
(Global, excluding Europe)| (Europe)
+62%
+25% I
12

n=95 n=30 n=20

E Cement E Cement Other industrials

g Chemicals G Chemicals @ Services

@ Coal @ Coal Q Auto

ic utiliti C ' components?!
§23 Electric utiliies §23 Electric utilities COmMREIEntS

& Steel & Steel

Other sectors
(Global, excluding

Europe)

-41%

10

& Aluminum

<5 Automotive OEMs

@Wg; Diversified minerals

ESG laggards (TPI level 0-2)
ESG leaders (TPI level 4-4%)

Other sectors
(Europe)

-2T%

n=30

& Oil & gas (upstream)

&% Oil & gas (downstream)

Maritime transportation

== |nfrastructure

1. Valuation premium and gaps defined as Enterprise Value/EBITDA 2. ESG Leadership per TPl and SPA where SBA is a function of GHG intensity = Scope 1 and 2 Greenhouse gas emissions / Revenues

Versus sector peers
3. Transition Pathway Initiative; Sources: Transition Pathways Initiative; Capital 1Q; Bloomberg; Kearney
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The leadership in reduction in GHG intensity does not always lead to valuation
premiums and companies need to improve beyond the E in ESG

% CAGR; 2017-19, as reported in 2020
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with ESG leading performance
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% CAGR GHG intensity
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I In September 2021 we carried out a survey among citizens of five CEE countries
ESG s al ready (Czech Republic, Poland, Slovenia, Romania, Russia)

Important in

the eyes of the

CEE citizens Environmental Social Good governance
Impact and responsibility

sustainability

7% 12%
— 449,

42%
42%

B Very important Fairly important Fairly insignificant Irrelevant

ESG: Environmental and social responsibility, corporate governance
Vir: Kearney — ESG in Eastern Europe (2021)
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On average,
executives In
CEE set their
ambition lower
than their
global peers,
across all
categories...

Regional and global view
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Leadership ambitions
% of managers —indications of the areas where their company intends to generate a total public value

[ ] Global

I Austria, Croatia, Slovenia

I_Jrl%_l |_'8%1 r-17%1 r.13%1 r-17%1 [-15%1

93% 86% 87%

0 0 88% 0 0
l l l l l l
Good Technological Environmental  Social Cohesion Individual Economic

governance Empowerment Sustainability Wellbeing Inclusion
(institutional/legal
reforms, business (digital integration, (climate, ener (social capital, trust, (poverty reduction,

ethics, the fight against privacy and data water \;vaste g))/, freedom of the media, (health, education...) empowerment of social
corruption, risk protection, innovation, ’ political engagement...) groups, diversity...)

management, equal trusted technology...)
opportunities...)

90% 89% 95% \, 00, 95%

710/' 71% 76% 75% 9%

[0 Austria @M Croatia Slovenia

Vir: Kearney
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. however, the
gap between
CEE and global
peers is even
greater with
regards to
execution

Regional and global view
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Planned area of execution and impact
% of managers —indications of the areas where their company intends to generate a total public value

[_| Global
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Vir: Kearney
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After
conversations
with industry
leaders, these
were the largest
common
challenges in
order to
accomplish
ESG goals
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Internal Challenges

K A Inordinate goals lack collective
K N momentum

— A goal misalignment exist between
business strategy and also between
business areas

@ Emerging ESG priorities / policies
lack clear roadmaps

— Some ESG trends tend to be temporal
and with no playbooks, complicating
actions on long term solutions

(’A Difficulty collaborating across the
OI.:IJ value chain

— The lack of sustainable sourcing
precludes the desired ESG results

%, Inconsistent Reporting, Data, and
M Governance

— Incongruous tools used to collect data
create disparate reporting standards

External Challenges

ST Challenges with cost and access
| to infrastructure

— Certain goals and actions are not
possible because a lack of
infrastructure, being too expensive or
unavailable in some locations

Political gridlock creates
disparate local decisions

— Different regional politics and
regulations difficult a wide program
adoption across geographies

10101¢ - ‘
slolol Solutions are a ‘Valley of

araran

— Too many solutions or digital platforms
saturates the consumer and confuses
them

Federated consumer messages
widen education gap

— Inconsistent messages and a lack of a
clear product-specific ESG indicator
makes consumers unsure to how to act



Five ways to
deliver ESG
shareholder

value
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a. Asset-level ESG or a climate-risk adjusted build/ hold/sell

All companies must assess which assets within their operations can be economically
brought up to company and industry best practices as ESG high impact projects. For
example, this may include M&A activity to achieve scale.

b. ESG leadership purpose and brand strategy

The years 2022 and 2023 will be pivotal to cement each company’s “brand” with ESG
investors as well as to retain and potentially seek out new strategic investors who value
both returns and ESG leadership.

c. New markets

Companies should be ready to disrupt markets where there are sizable opportunities that
may or may not be economic in the business-as-usual market structure. Stimulus
funds, including next-gen funds, may be relevant.

d. Current markets

All companies should prepare to deliver an ESG-differentiated value proposition to
customers seeing value in rapidly reducing their supply chain emissions. For example,
engaging B2B customers on plans for ESG-differentiated offerings may lead to establishing
profitable new niches.

e. Supplier and operations

Companies might want to offer greater scale and certainty to developing supply chains to
secure sourcing cost and product advantages for ESG offerings. This may require
extended revenue visibility with customers to reduce sourcing and operational CAPEX risk.
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We are Kearney ESG Champion Only requirement is that
supporting Initiative you are a company!
building

_ We recognize efforts that companies Industry is not a dealbreaker.
region al ESG make in the ESG arena. That is why we _ O cesessErl EnanEr A
cham D ions want to rz]iward the ones that are companies from the same industry.

doing the best. Size is not important.

We want to help companies — Our tool compares companies of similar
understand their ESG pitfalls and size, therefore small and big enterprises are
how to overcome them encouraged to participate.

How does it work?

Application and

Data Collecti Preliminary Validation of Results Award Gala February
ata Lofiection Evaluation 2023
ov N
E & Y
Online company Based on Kearney ~1-on-1 follow up winner announcement.
assessment form grading system interview with selected
— 30 questions Benchmarking against companies Publication of whitepaper.
— Filled/in by comparable
12 KEARNEY company’s team industry/size Jury of ESG experts

companies decides on the winners. Feedback to companies.



Thank you

Stay connected with Kearney
o Q
i (O] (& >

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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