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Key Takeaways

Anincreasing number of companies are setting net zero
targets. Net Zero Tracker reports that 799 of the 2,000
largest publicly listed companies had made net zero
pledges as of November 2022. However, targets can't
simply be taken at face value as their implementation
depends on a number of factors. The credibility gap
reflects the gap between pledges and actions needed
to deliver them.

We have developed a framework to assess the credibility of
targets set by 1,200 companies that is based on six pillars
reflecting company action (including emissions target
design, decarbonisation track record, climate governance
and green revenues), and two enabling factors:
technology maturity and policy environment. It helps us
understand how likely it is that companies will deliver on
their pledges and ultimately to identify credible transition
leaders within sectors and regions.

The Asia Pacific (APAC) region plays a central role in the
transition to net zero as it accounts for more than half

of global energy consumption and is expected to be

the fastest growing region in the world. In this paper we
analyse the credibility of over 300 APAC companies’ targets.
We look at the components of our credibility framework
at regional, sector and company level, comparing APAC to
non-APAC peers.

We find that on average, APAC companies have a credibility
score below their non-APAC peers, but are better positioned
when it comes to the maturity of low carbon technologies
they rely on. A key driver is that our APAC universe of
companies holds a greater proportion of sectors with
decarbonisation technologies that are commercially
viable. Animportant reason for the lower average scores
is that many firms operate in a policy environment that
provides weaker incentives to decarbonise than for
example in European countries. Consequently, a lower
proportion of APAC companies have reduced their
emissions intensity over the last 2 years. But despite

lower average credibility scores, many credible transition
opportunities can be found in APAC by taking a deeper
look at individual factors and comparison to peers.

There is significant variation across countries and sectors,
but the insight really stands out when looking at the
dispersion of credibility scores within regions and sectors.
Firms in some of the most developed countries, such as
Japan and South Korea, rank above the global average,
whereas emerging Asian economies including India and
Thailand score below. Saying that, many organisations
that have demonstrated strong actions and/or operate in
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industries with mature technologies are based in emerging
markets. AC Energy is one example to illustrate this.

At the sector level, Utilities achieve the strongest average
credibility score globally but are below average in APAC.

In contrast, many of the most credible companies in the
Information Technology sector are located in the region
such as Taiwan Semiconductor. This indicates that APAC
Information Technology businesses are among the leading
firms that provide components to net-zero solutions.

Some of the highest APAC ranked corporates include auto
manufacturers, semiconductors and power producers.

Credibility scores are also applied to obtain a more
realistic view of the impact of companies’ stated targets

in our climate scenario analysis. As part of this analysis,
we quantify the financial impact of climate risks and
opportunities on asset values. We then enhance this by
considering companies’ climate targets. Over half of APAC
companies would experience a positive valuation uplift,
many of them would undergo a substantial boost if their
climate targets were fully implemented.

Next, we apply our credibility framework to assess how
much of the uplift would be affected by incorporating

the credibility of companies’ transition plans. Many APAC
companies lose a higher proportion of their uplift due to
lower credibility scores. This emphasizes the importance
of engaging with APAC companies that may be at an early
stage of their journey to decarbonise so that they can seize
the opportunities presented by the energy transition.

Investors can incorporate the insights from our credibility
assessment and climate scenario tools in different ways

to deliver superior outcomes for clients. Firstly, to identify
credible transition leaders within a sector that will drive
the transition to net zero. Secondly, to address low
credibility scores and disclosure gaps through corporate
engagement and voting. Thirdly, to complement active
stock level research and identify companies that could
significantly gain from implementing their transition plans.

Itis critical to highlight that there are limitations and data
disclosure gaps which affect the scores. Some companies
held in our Asian sustainable investing strategies such

as AlA group don't score well in our framework, mainly
because of data coverage gaps, but our active analysis
suggests they are better positioned to support the
transition to net zero than the data may indicate. This
means that the results of the credibility framework are only
a starting point for deeper, more active analysis to identify
transition leaders which can be found across all regions and
sectors globally and in APAC.


https://zerotracker.net/analysis/net-zero-stocktake-2022

Assessing the credibility of
corporate targets

Supporting the transition to a net-zero world requires
allocating capital to companies that are committed
to decarbonise their businesses and take action to

do so. However, in the same way that we cannot take
government net-zero statements at face value,

as most commitments aren't backed by concrete
policies, we shouldn't assume firms' net zero strategies
will be implemented as stated. Short-term decisions
are sometimes in conflict with the longer-term

actions needed.

The implementation of targets depends on three
dimensions:

1. The actions a company can take that it has control over.
2. The policy environment it operatesin.

3. The maturity of the technologies it relies on for
decarbonisation.

The last two are two important enabling factors that a
firm has less control over, but are important to achieving
the target.

Why does this matter for investors? Because it is important
to take a forward-looking view on carbon to support

the energy transition - what matters are not just a firm's
carbon emissions today, but where we expect them to be
in the future. Investing in credible transition leaders that
innovate and take action to decarbonise is key, but how do
we identify them?

As outlined in previous research, we have developed our
own credibility framework (Figure 1) in order to assess
companies’ transition plans. Our framework is based on six
credibility pillars that capture companies’ actions, policy
support and technology maturity. Our analysis covers
1,200 firms with a focus on large companies and the most
carbon intensive sectors.

Each factor is normalised to allow for a fairer comparison
within and across indicators. Corporate credibility scores
are then derived as a weighted average of the individual
factor scores. The result is a company transition credibility
score within a range of 0% (lowest credibility) to 100%
(fully credible alignment with the stated net-zero target).
Our earlier research provides more detail on how each
factor is assessed and turned into a score, it should
therefore be read in conjunction with this paper.
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Figure 1: abrdn'’s credibility score schematic

Credibility
Score

Emissions Target Design

What is the type of carbon
target? And how much of the
companies emissions are
covered by the target?

Emissions Performance

— = Are the company’s emissions
0% rising or falling?

Technology Readiness Level

How mature are the
decarbonisation technologies
that are required for the
company to achieve its target?

Policy Supportiveness

Is the company supported
by policy?

Green Market Penetration

Has the company got a track
record of producing climate
solutions?

Climate Governance

- How does the company
perform when considering
climate governance factors?

Source: abrdn, April 2023.


https://www.abrdn.com/docs?editionId=fc53226e-5717-403b-811a-2e5a0d615d16

Why does this matter
for investors?

Incorporating our credibility assessment of companies’
transition plans can enhance decision-making and benefit
long-term investment returns. We highlight three ways in
which the analysis can provide investment insights:

1. Identifying credible transition leaders: Credible transition
leaders are firms that set ambitious emissions reduction
targets, proactively transform their businesses, and
lead by example within their sector. Companies that
score well are better positioned to mitigate climate
risks and develop the solutions needed to decarbonise
the economy. Investment teams can also use the
framework to assess how companies rank against
peers within a sector or region.

2. Engaging with climate laggards: The outputs of our
credibility assessment can inform discussions with
companies where credibility scores or data disclosures
are low. Examples include identifying transition plan
weaknesses and set data driven milestones on the
specific credibility factors that are lagging, tracking
progress and examining how updates to business
models could alter exposures to climate risks and
opportunities.

3. Understanding the impacts on asset values: Using our
climate scenario analysis tool, we can quantify how
transition plans could affect the value of 2,000 Equities
and 22,000 bonds. By enhancing the outputs from our
climate scenario analysis tool with stated corporate
targets and our credibility framework, we can obtain
amore accurate picture of the potential effect on
asset values. We can also assess the extent to which
companies would benefit from strengthening their
targets. Some sectors are still likely to incur substantial
financialimpacts due to climate risks even if targets are
implemented. On the other hand, sectors like Utilities
could obtain large gains if they implement strong and
credible business plans.

Identifying credible transition leaders in APAC




What are the global
results telling us?

Most companies' targets are far from being highly credible,
with a global mean credibility score of 43%. No company is
fully credible at 100%, the highest score being 78%. Figure
2 shows the credibility score across our six indicators, the
distribution shape varies across our metrics: for example,

a company can obtain any value between 0% and 100%
on Green Market Penetration but can score only 5 different
values on Emissions Performance - which explains the
clustered shape.

We find significant variation across our six credibility
metrics. Emissions Performance produces the greatest
uplift to credibility scores which shows that most
businesses are managing to reduce their emissions
intensity. Conversely, Green Market Penetration is the
smallest contributor to credibility scores with an average
score of 10%. This indicates that it is still too early to see
climate targets being reflected in anincrease of green
revenues. Disclosure of green revenues is also more
nascent relative to emissions data, which may also be
impacting the lower score.

We observe significant dispersion across regions
and sectors too (Figure 3). The average credibility
score is highest in the Utilities sector and for EU

and UK companies, and lowest in Energy and

in Developing Economies. Policy alignment and
technology readiness heavily shape this distribution.

However, most of the variation occurs within our credibility
indicators, regions and sectors. Some companies have
considerably more robust and credible transition plans
than their peers, which provides opportunities to identify
credible transition leaders in different industries.
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Figure 2: Global credibility score across our six
credibility indicators
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Figure 3: Global credibility score across regions and sectors
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A deep dive
into APAC

The Asia-Pacific (APAC) region plays a central role in the
race to net-zero. Five of the world's ten largest carbon
emitting countries - China, India, Indonesia, Japan and
South Korea - are in the region. APAC is developing at a
fast pace. Changes in energy usage and emissions within
the region will significantly affect climate change. We
published a paper last year outlining the energy transition
characteristics of the region, and examined how climate
change would affect companies’ valuation.

This paper complements that analysis by focusing on the
credibility assessment of APAC companies’ targets. We
look at the credibility framework and its components at
the regional, sector and company level, comparing APAC
to non-APAC peers.

Coverage

Our credibility framework is focused on global stocks with
alarge market capitalisation or those that are significantly
exposed to the energy transition. 28% (333) of the 1,200

companies covered are located in APAC. Within the region,

alarge proportion of companies are located in Japan
(39%), followed by India (13%), China (10%) and Australia
(9%). Most companies covered are in emissions intensive

sectors such as Materials, Industrials and Utilities (Figure 4).

Some countries have significantly higher coverage

than others (Figure 5). Our universe of companies with
transition targets covers 70% of MSCI Australia and Japan
by market capitalisation as shown in Figure 5. Conversely,
it covers alimited share in South Korea (29%) and China
(38%). Samsung isn't represented in the analysis, which
significantly reduces the coverage in South Korea. As for
Ching, transition plans are missing for many companies,
and some of the most emitting companies are state
owned!. Where coverage is low, results should be
interpreted with care and not seen as representative for
the whole region.

1 These factors restricted the inclusion of Chinese firms in our company target
approach to climate scenario analysis, which formed the basis for inclusion in the
current credibility assessment.
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Figure 4: APAC coverage across economies and sectors
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assessment across different indices
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http://www.abrdn.com/docs?editionId=2dd19857-4382-4534-a689-dcf01a7ae733

One challenge is that low data coverage affects the
results. We attribute a low score when dataisn't reported,
which particularly drives down the score of the Emissions
Target Design, Green Market Penetration and Climate
Governance metrics (Figure 6). Non-reported values can
either come from companies not covered in the data
sources, or an absence of targets or other relevant data.
APAC is relatively disadvantaged in its Emissions Target
Design metric relative to non-APAC due to its higher share
of non-reported values. On the other hand, coverage

is higher for Green Market Penetration and Climate
Governance. The Climate Governance indicator provides
valuable insights at the company level, but we avoid
analysis at the aggregate level due toits low coverage. We
also performed calculations that excluded non-reported
values, which gave us more confidence in interpreting the
results.

Figure 6: Share of companies with reported values across
our six indicators
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April 2023.
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Taking aregional lens:

How do APAC regions
perform on credibility?

The average credibility score for firms in APAC is slightly
below the non-APAC average (Figure 7). Some of the
most developed economies rank well above the APAC and
global average, in our data sample, firms in South Korea
lead, followed by Taiwan and Japan. In contrast, Asian
emerging economies like India, China and Thailand obtain
ascore more that 10% below the global mean. Similar to
the global picture, every country in APAC has significant
scope to enhance its credibility score, with the mean
below 50%.

Figure 7: On average, APAC companies have alower
credibility score than non-APAC
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When we look at the six indicators across the APAC
region, we find that certain firms have distinct strengths
and weaknesses. We illustrate this through our analysis of
companies in the four countries in the region for which we
have the largest data coverage (Japan, India, China and
Australia- see Figure 2).

Japanis above average on most indicators. It scores highly
on the Emission Target Design metric. More than three-
quarters of companies in our sample have set targets,
and most of them are on track to meet them. Itis also one
of the top performers in Technology Readiness as some
of the sectors where technologies are already viable
such as railroads and automobile manufacturers include
Japanese firms. However, its overall score is only slightly
above the global average. The two main areas where
Japanese firms score lower than non-APAC peers are

its Emissions Performance where only 54% of businesses
have reduced their emissions intensity, and Green

Market Penetration.

Australian companies are in line with the APAC average
when it comes to credibility but underperform their
developed peers globally. Emission-intensive industries
such as Materials and Energy account for a large share
of the economy. The country also exports significant
energy resources to APAC countries that are developing
quickly. Such factors make it more difficult for companies
to decarbonise as reflected in the Emissions Target Design
and Emissions Performance indicators. On the other
hand, Australia has one of the best policy environments
in the region, benefits from stable institutions, and from
the legislation passed in 2022 to reduce emissions by
43% from 2005 levels by 2030, which provides stronger
incentives for businesses to decarbonise.

Indian firms score below the region average on every
indicator. There is significant room for progress when it
comes to setting transition targets. While India has set
anet zero goal by 2070 and has ambitious renewables
targets, stronger policies are required to incentivise
business decarbonisation. Besides, India’s Nationally
Determined Contribution is lacking ambition as Climate
Action Tracker indicates that those targets will be easily
achieved with current policies. Utilities occupy a larger
share of the MSCl India (4.3%) than the MSCI ACWI (3%)
and APAC (2%) indices. Considerable opportunities to
decarbonise exist if the sector successfully switches to
renewables sources. This could support the government
target of 500GW from renewable energy by 2030, versus
163GWin 2022.

Identifying credible transition leaders in APAC

In China, many companies are playing a central role on the
path to net-zero, but most businesses have weak net-zero
targets. Companies in China also score low on Emissions
Performance, operating in an environment where

China’s emissions continue to increase. More than three-
quarters of Chinese companies are not covered in the
Emissions Target Design indicator, likely reflecting that few
companies have set net-zero targets. Multiple companies
set up intensity rather than absolute targets, or targets
that cover only some of their emissions. On the other

side, China outpaces other economies on Green Market
Penetration. China dominates many green markets
including renewable technologies and mineral processing.
Such segments have already viable technologies, which
contributes to the high ranking of China on Technology
Readiness. We found significant data gaps in China and
therefore need to observe caution. We also note that
various emission-intensive companies are state-owned,
which could bias the Green Market Penetration score

by overweighting low emissions-intensive companies
operating in renewables and other green industries.

10
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Taking a sector lens on
credibility - Where are the
leaders and laggards?

All sectors in APAC have an average credibility score below
50%, they score under this threshold on Green Market
Penetration, Climate Governance (because of data
coverage), and Policy Environment (most countries score
below 50%). However, some sectors perform substantially
better than others (Figure 8). As with regions, transition
leaders can be found within each sector by considering
the dispersion of credibility scores.

Energy has some of the lowest credibility scores.
Worryingly, only a third of businesses have lowered
emissions intensity (Figure 9). It also has the lowest score
regarding technology maturity. Notably, the average APAC
score for Energy is in-line with the average non-APAC
score. This is because the Energy sector as a whole faces
very significant uphill credibility challenges. For example,
nmMany potential solutions to decarbonise the economy
such as synthetic hydrocarbons or biodiesel related
technologies are at a prototype stage. Unsurprisingly, it has
alow share of green aligned revenues.
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Figure 8: Credibility scores are highly dispersed within and
across sectors in APAC
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Figure 9: Decarbonisation progress across sectors in APAC
varies considerably
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In contrast, Information Technology is among the best
scoring sectors. It contains numerous semiconductor
companies with already mature technologies that can
be deployed into net-zero solutions (related to both
Technology Readiness and Green Market Penetration).
Besides, most corporates in this sector have designed
net-zero targets and have successfully reduced their
emissions intensity. Looking at our sample, Information
Technology is one of the sectors that is decarbonising
fastest. Information Technology is also one of the only
sectors where APAC firms outperform their non-APAC
peers (Figure 8). Company targets more frequently
cover scope 3 emissions, or d larger share of emissions.
They have larger Green Revenues shares, too. This likely
highlights that APAC Information Technology businesses
are among the leading firms that provide components to
net-zero technologies and are therefore well positioned
to take advantage of climate opportunities. For instance,
Taiwan Semiconductor is the highest scored Information
Technology company and obtains a good score across
most credibility indicators (Figure 10).

Figure 10: Taiwan Semiconductor: Credibility assessment of
aleading semiconductor company

Category Score Comment

Emissions Target 88% The firm set up net-zero and interim

Design absolute targets that cover alll
emissions, as well as scope 3 emissions.
The firmisn't on track with allits targets
according to MSCI

Emissions 100% Emissions intensity reduced by 23%

Performance between 2019 and 2021

Technology 94% Semiconductors is a mature technology

Readiness and is already applied in various green
solutions (e.g. renewables, battery
storage)

Policy Environment 40% The majority of its revenues come from
the US and China

Green Market 65% Most of its revenues are aligned, shows

Penetration asignificant penetration into green
industries

Climate 0% Not covered by TPIManagement

Governance Quality

Final Score 70%

Source: abrdn, April 2023.

2 Source: Our world in data, nuclear and traditional biomass not included.
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Comparing the mean score between APAC companies
and their non-APAC peers can help us assess the sectors
where progress could be more easily achieved (Figure 8).

There is a substantial gap for Utilities. It is the best
performing sector at the global level but is positioned in
the lower half of the ranking for APAC. Our APAC Utilities
sample is biased towards Emerging Economies, with over
35% of companies located in either India or Thailand
where policy supportis limited. Companies in those
countries have lower incentives to set targets or reduce
emissions intensity, as most energy is generated from fossil
fuels, with only 19% of electricity coming from renewables
in India and 15% in Thailand (versus 28% globally?).
However, Utilities is one of the most important sectors
driving the energy transition. Its high global credibility score
shows there are significant opportunities to strengthen
targets and transform businesses. Companies that switch
to cleaner energy sources to generate electricity would
rely on more mature technologies and would decarbonise
more easily.

Similarly, most of the Consumer Staples sector is related to
food production, a major contributor to global greenhouse
gas emissions and biodiversity loss. The sector in APAC
receives d lower credibility score than in non-APAC mainly
because of the Emissions Target Design - in particular,

a lower share of emissions is covered by targets, or
includes Scope 3 emissions - and Emissions Performance.
The mismatch between the APAC and non-APAC level
shows possibilities to design and reinforce company
targets in the region.
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How can this help identify
credible transition leaders?

When looking at the region, Japan and South Korea
account for over three-quarters of the top 10%
companies, while very few firms in these countries are
located at the bottom of the ranking (see Figure 11).

In contrast, less developed countries such as India have a
considerable proportion of firms in the bottom 10%.

That does not of course mean that credible transition
leaders cannot be found in India, but the environment for
Indian firms may be more challenging and data disclosure
gaps may also require deeper, more active analysis.
When looking at sectors with the highest credibility scores,
nmany of the highest ranked corporates include auto
manufacturers, semiconductors and power producers.

Figure 11: The top and bottom APAC companies are tilted
towards specific sectors and countries
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Source: abrdn, April 2023.

Figure 10 details the credibility score of Taiwan
Semiconductor toillustrate what a potential credible
transition leader looks like. The company benefits from
strong target design that is supported by actual emissions
reduction and operates in a segment where technologies
are already mature. Two potential obstacles include the
policy environment in the regions where the firm generates
revenue, mainly the US and Ching, and the lack of data on
Climate Governance. The latter aspect could be addressed
by complementing the framework with analysts’ views.

Identifying credible transition leaders in APAC

Utilities, Materials and Industrials companies are present
both in the top and bottom sections of the ranking (Figure
11). The exposure to climate risks and opportunities varies
significantly across companies, even within the same
sector. Some firms can have strong credible targets and
business plans while others lack a net-zero strategy.
Figure 12 provides a case study between two Utilities
companies: AC Energy, a renewable producer from the
Philippines; and NTPC, the largest power company in
India. AC Energy generates close to 100% of its revenues
from renewables, which facilitates the implementation
and achievement of ambitious decarbonisation targets.
In contrast, NTPC still heavily relies on fossil fuels that
undermine its decarbonisation commitments.

AC Energy enables us to illustrate several insights from

our credibility assessment mechanism. Firstly, strong
performers can be found in countries and sectors that
underperform at the aggregate level (APAC Utilities score
below non-APAC Utilities). Secondly, the actual credibility
performance of AC Energy may be even higher than what
is implied by the framework, as its score is driven down

by missing coverage on Green Market Penetration and
Climate Governance. Lastly, AC Energy has published
(April 2023) its roadmap to reach net-zero by 2050 which
is not yet reflected in the figures, which could strengthen its
potential to exploit climate opportunities.
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Figure 12: Credibility scores can substantially differ between peers.

AC Energy NTPC
Category Score Comment Category Score Comment
Emissions Target 100% The firm set up net zero and interim Emissions Target 41%  The firm set up intensity rather than
Design absolute targets that cover alll Design absolute targets, and that only cover
emissions, as well as scope 3 emissions. scope 1 emissions.
ZZicf)lrr;?nls ?Q:,qggr with allits targets Emissions 50% Emissions intensity has declined by 2%
9 ’ Performance between 2019 and 2021.
Emissions 100%  Emissions intensity has strongly o . i
Performance declined between 2019 and 2021. The Techr)ology 47% NTPCis classified as an Independent
o Readiness Power Producer where some
company targets 100% of renewables N )
generation by 2025. technologies (i.g. Solsr, V\Qnd)ggeus
more mature than others (e.g. 3
Technology 47% ACEnergy is classified as an Ocean thermal)
Readiness Independent Poyver Producer where Policy Environment 23% Revenues generated in India where the
some technologies (e.g. Solar, Wind) ] > ; h
policy environment is not supportive
are more mature than others (e.g.
CCUS, Ocean thermal) Green Market 6% Most of its electricity is generated from
Policy Environment 32% Revenues generated in the Philippines Penetration coal plants
where the policy environment is not Climate 60% Climate change integrated into
supportive Governance operational decision making. According
Green Market 0% The company is likely not covered by to TP, :\tllprcrﬂzeszr: de?rr?gfetrgr:zn o
Penetration FTSE Russell, correcting from this fact supportto gating e 9
could raise the aggregate credibility Final Score 39%
score
Climate 0% Not covered by TPIManagement
Governance Quallity
Final Score 56%

Credible transition leaders such as Taiwan Semiconductor

and AC Energy are more likely to effectively manage
climate risks and benefit from the energy transition. Solid

target design and demonstrated emissions reduction help

mitigate transition risks due to carbon costs. They have
the opportunity to benefit from higher demand as they
transform their business to generate green revenues.

Identifying credible transition leaders in APAC
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Understanding the drivers -

A deeper dive into the six factors

Itis particularly important to understand how companies
perform on the 4 factors that are within their controls
and how supportive the enabling factors of technology
maturity and policy environment are.

Comparing the average level for each of the six credibility
framework factors helps us better understand the

drivers, where APAC companies lead or lag compared

to non-APAC peers and why. Itis even more important to
understand how firms perform on each of their indicators
rather than to simply consider the aggregate score.

In some instances, companies don't score well overall

but stand out on particular factors that are crucial to
successfully transform their businesses. In this instance,
low factor scores can be explored further through
engagement and active analysis. We illustrate each
indicator with examples of companies that outperform
their peers. Those companies are also hold in some of our
Asian equity and credit sustainable investing strategies.

APAC firms underperform most on the Emissions
Performance indicator relative to non-APAC firms, with a
difference of over 10%. This is followed by the Emissions
Target Design, and the Policy Environment score

(Figure 13). By contrast, the region performs well on
Technology Readiness.

Figure 13: APAC and non-APAC firms' scores across our six
credibility indicators
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1.Emissions performance

Emissions Performance measures the extent to which
emissions intensity has changed over a 2-year period.
Most companies in our dataset have reduced their
emissions, but the trend is less noticeable in APAC (Figure
14). Different regions are at varying stages of the energy
transition. Standards of living are rapidly developing in
many Asian countries which translates into increased
energy demand and emissions (CO, emissions in Asia
increased by 22% between 2011 and 2021, versus 8% at
the global level). More efforts and incentives are needed
to decarbonise industries and reach net-zero, especially
where the technologies needed to decarbonise are
already available and cost competitive.

Company leaders: LG Chem and SK Hynix - both South
Korean chemical semiconductor companies - have
respectively reduced their emissions intensity by 37%
and 28% between 2019 and 2021.

Figure 14: Fewer companies reduced emissions intensity in
APAC vs non-APAC
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Source: Trucost, abrdn, April 2023. Change in emissions intensity between 2019 and
2021. Doesn'tinclude companies where data are not reported.
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2.Emissions Target Design

This factor captures not only the fact that a firm has a
target, but also how complete the target s, for example,
absolute targets and those that include Scope 3 score
higher. The share of companies without any data on their
Emissions Target is higher in APAC (44%) than in non-APAC
(37%). Even when we restrict our analysis to firms which
do have company targets, we find that the region scores
slightly below average, implying less ambitious targets
(Figure 15). Emission intensive sectors rank at the bottom.
For instance, Materials and Energy targets cover alower
share of their emissions and are less likely to be on track
with their targets according

to MSCI.

Company leader: Tencent, a Chinese multimedia firm,
and AC Energy obtain the maximum score as they have
absolute targets that cover all their emissions (Scope 1,
2 and 3) and are on track with all of their targets.

Figure 15: Emissions Target Design score across
APAC sectors
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3. Technology readiness

This is an enabling factor which captures the maturity of
technologies required for the sector to decarbonise and
therefore does not reflect individual company actions but
is the same across each sector.

The region outperforms when it comes to Technology
Readiness (Figure 16). Many sectors with mature
transition technologies available are weighted more in
the APAC than in the non-APAC sample and are likely

to play animportant role in achieving net-zero. APAC
holds a higher proportion of Information Technology and
Consumer Discretionary companies and a lower share
of Energy sector firms. Information Technology includes
semiconductors and semiconductor equipment like
Taiwan Semiconductor, ASML and SK Hynix (score of
89%) with technologies already used in clean solutions

- like renewable energy and battery storage. Auto
manufacturers account for a significant share of the
Consumer Discretionary sector, the auto industry will
make a major contribution to decarbonise the transport
sector by switching from traditional internal combustion
engine technology to electric vehicles. The Energy sector
comes bottom on our Technology Readiness metric. Many
technologies related to the Energy sector like synthetic
hydrocarbons, biofuels, and CO, storage are only at a
prototype or demonstration stage and therefore obtain
alow International Energy Agency (IEA) Technology
Readiness Level score that is used in our analysis (Figure
17). This is also true within our full global dataset.

Figure 16: APAC companies have a strong Technology
Readiness score
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Company leader: Taiwan Semiconductor, ASML and SK
Hynix

Figure 17:1EA Technology Readiness Level scores for a
selection of industries
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4.Policy environment

Our proprietary Climate Policy Index helps us assess

the relative net-zero alignment and credibility of
countries’ decarbonisation targets. The Index considers
the concrete policy actions of a country as well as the
political environment in which that policy is enacted. APAC
countries score below European economies (Figure 18).
Explanatory factors often include lack of transparency,
corruption, weak carbon pricing and commitments that
are not legally binding. Because of the policy environment,
companies located in the region face lower incentives
and potential barriers to decarbonise. Although European
countries lead the way, many countries in the APAC region
still have a stronger policy environment than the US.3

Company leader: The Chinese pharmaceutical firm
WuXiBiologics ranks in the top 30% of global companies
on the Policy Environment indicator as its revenues are
mainly generated in North America and Europe.

Figure 18: APAC countries tend to be ranked below Europe
on climate policy, but some rank above the US
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5.Green Market Penetration

This factor reflects the green revenues generated by firms.
APAC and non-APAC companies score similarly low at
10% (Figure 13). We expect this score to increase in the
coming years as an increasing number of companies will
report their share of green revenues and transition towards
greener segments. The EU taxonomy will, for instance,
help evaluate what can be classified as green revenues,
and allow us to deepen the analysis at the aggregate
level. Green Market Penetration provides valuable insights
at the individual company level with firms that score well
likely contributing to developing solutions to decarbonise
economies.

Company leader: Sungrow Power Supply,
headquartered in Ching, specialises in clean
technologies related to energy storage. Its share of
green revenues is close to 100%.

3 Therecent US Inflation Reduction Act will likely boost investment towards net-zero solutions. However, the policy environment is hindered by polarised climate politics on ESG
topics, which raises significant barriers to large-scale, durable, and efficient action to address climate change.

Identifying credible transition leaders in APAC
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6.Climate governance

More than two-thirds of companies aren't covered by the
TPIManagement Quality set. As such it provides limited
information at an aggregate level but is useful to evaluate
the governance frameworks in place at the individual
company level. The latest 2021 TPI State of Transition report
showed that most companies in Japan, Australia and

New Zealand score relatively well, with a Management
Quality Level of 3 (indicating climate change is integrated
into operational decision-making) or 4 (climate change is
integrated into strategic assessments) (Figure 19).

Forinstance, LG Chem (level 4, score of 80%) integrates
climate change into its strategic assessment, has a
nominated board member with explicit responsibility for
oversight of the climate change policy, has verified data
and demonstrates support for mitigating climate change
through its memberships. In contrast, the scores for many
firms in the rest of Asia were low, as many haven't yet set
climate targets, or haven't formally recognised climate
change as arelevant risk and/or opportunity for their
business. Only a handful of firms obtain a perfect score in
which every strategic assessment criterion is met.

Company leader: LG Chem

Figure 19: TPl Management Quality by geography
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How do credibility scores and

targetsimpact asset values?

To understand the financial impact of climate risks and
opportunities on asset values today, we undertake an
extensive annual climate scenario analysis exercise. In
this section, we focus primarily on the financial impacts
in our probability weighted mean scenario, the most
likely pathway we are currently on, reflecting an energy
transition resulting in 2.3°C warming.

We are able to integrate corporates’ transition plans into
our scenario analysis to quantify the extent to which their
valuations would be affected if they fully implemented
their targets. In addition, we enhance this with our
credibility assessment framework to better capture the
likely impact of the energy transition on firms. This reflects
our credibility-adjusted targets approach.

We find that transition targets significantly improve the
valuation of companies as they help mitigate many
financially material climate risks such as increasing carbon
prices. Figure 20 shows the mean valuation impact across
our different approaches for APAC companies. While the
average corporate valuation impact is negative assuming
current business models are maintained, it becomes
positive if the company fully delivers onits targets. A
company that successfully transitions would gain a strong
competitive advantage relative to its peers as it would face
lower carbon costs and be better positioned to benefit
fromincreased demand in green segments.

However, most of this positive impact is lost once we
account for the credibility of transition plans as it adjusts
the expected decarbonisation trajectories. Many APAC
companies will miss significant climate opportunities by
not backing their transition plans with concrete actions.

Figure 20: Transition targets have considerable effects on
APAC companies
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It should also be noted that the average valuation impact
is skewed by a few companies with a significant valuation
uplift (over 100%). More than half the firms are negatively
impaired in the credibility adjusted target approach. This
is because many businesses would be only modestly
impacted by climate change, and their transition targets
will have limited impact on their valuation.

Most companies benefit if their targets are fully
implemented, but there are large discrepancies within
the region. The proportion for South Korea, Australia and
Japanis above 60%, whereas most Indian and Chinese
businesses are still negatively impaired (Figure 21).

This is because a significant proportion of companies

in emerging APAC economies have no, or weak,
transition targets, which means they will continue to
face climate risks.

The feature is further accentuated when we adjust the
valuation uplift using our credibility score- more than
40% of companies in the most developed APAC countries
potentially continue to benefit from the climate transition,
compared to less than one-third in most emerging APAC
economies.

Figure 21: Share of companies with a positive valuation

impairment across our different approaches
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The effects of transition plans vary across sectors.

Information Technology: The impact is limited in sectors
such as Information Technology that experience a modest
aggregate financial impact in our mean climate scenario
(Figure 22).

Energy: Energy is the most negatively impaired sector. The
average Energy corporate valuation would be positively
impacted if targets were fully implemented, as they would
be better positioned than their peers by having a lower
carbon intensity but would still be penalised as the world
is moving away from fossil fuels. Most of the uplift would
be erased as Energy firms have some of the weakest
credibility scores.

Materials and Industrials: In contrast, Materials and
emissions intensive Industrials such as Airlines would obtain
some of the largest uplifts as implementing net-zero
strategies translates into lower carbon costs, which in turn
gives them a significant advantage relative to their peers.
However, as with Energy companies, they lose most of
their uplift because of low credibility scores, which will also
be driven by the fact that technologies to decarbonise
aviation are at an early maturity stage.

Figure 22: The valuation impairment greatly differs across
sectors in APAC
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Utilities: Utilities obtain some of the largest uplifts in APAC.
Itis also the sector that experiences the most positive
valuation impact under our credibility-adjusted targets
approach. However, the upliftis modest relative to non-
APAC Utilities (Figure 23). Inlarge part this is due to many
APAC Utilities continuing to use emissions intensive energy
sources rather than switching to renewables. APAC
Utilities that implement ambitious and credible transition
plans could obtain a notable advantage. For instance,

the valuation impact of AC Energy in our mean scenario
would go from -11% in our standard model to above 100%
in the target-adjusted approach. The company would
gain significant market shares by facing lower carbon
costs thanits peers if it were committed to its targets.
Furthermore, as it scores well in our credibility framework,
AC Energy maintains most of the uplift after adjusting

for credibility.

Figure 23: Ambitious targets could further increase the
potential valuation uplift of APAC Utilities
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Lastly, our tools can be used to evaluate how individual corporates would gain from implementing their transition plans,

and to compare results across firms. We illustrate the results by comparing how two Chemical companies - LG Chem
from South Korea, and Westlake Chemical from the US - would be impacted under the seven impact channels of our
climate scenario analysis® (Figure 24). While they face similar carbon costs in our standard approach, LG Chem has the

potential to benefit if it achieves its net-zero targets as it will face lower carbon costs, which will also increase its market
share and margins. It also scores well on the credibility framework, meaning that it maintains most of the upliftin the

credibility-adjusted targets approach. In contrast, Westlake Chemical only sets a Scope 1 and 2 equivalent CO, emissions
reduction per ton of production of 20% by 2030 from a 2016 baseline and has no net-zero targets. As a result, its transition

plans won't significantly impact on value.

Figure 24: Case study comparing two chemical producers
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For more detail on our latest climate scenario analysis and company target approach see here.

3 Additional details can be found in our climate scenario paper.
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Limitations

We caveat that our analysis and framework have
some limitations.

» Data coverage gaps can be significant, particularly for
China, which can result in low credibility scores and limits
the analysis for some indicators. For instance, AIA Group
scores weakly in our framework, in large part due to
coverage gaps. The firmis considered as a strong leading
firm based on our active analysis, it can make a valuable
contribution by expanding access to insurance in emerging
economies that face a significant gap. In addition, AIA has
pledged to reach net-zero greenhouse gas emissions by
2050 and has completely divested from coal in their directly
managed listed equity and fixed income exposure.

+ Unlisted state-owned companies are not captured in the
analysis either but play animportant role in Asia.

« Our APAC dataset contains less than 350 companies, and
certain countries or sectors rely on a limited sample. Some
insights obtained from the dataset might not necessarily
apply if we looked at a wider universe of APAC companies.

« Our scenario analysis modelling framework assumes that
companies can achieve their targets at no additional cost
or loss of efficiency. Targets are also analysed inisolation,
and thus do not account for the way that one company'’s
transition can affect another, or the effect on overall sector/
region emissions profiles. As a consequence, our current
approach represents an upper bound on the benefits
companies can derive from dynamically transitioning.

+ Lastly, some companies have updated their transition
plans since the date of our climate scenario exercise
modelling (September 2022) which is not yet reflected in
the modelling results.

Itis therefore important to highlight that the results of the
credibility framework are only a starting point and need to be
complemented by deeper, more active analysis by investment
analysts to identify transition leaders which can be found
across all regions and sectors globally and in APAC.

The climate scenario section of this report has been created
by abrdn drawing on selected data provided by Planetrics

Ltd (which does not include investment advice). This section
represents abrdn’s own selection of applicable scenarios.
abrdnis solely responsible for, and this report represents, such
scenario selection, all assumptions underlying such selection,
and all resulting findings, and conclusions and decisions.
Planetrics Ltd. is not an investment adviser and has not
provided any investment advice.
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