GUIDING PRINCIPLES ON SUSTAINABLE FINANCE

IN THE UAE

BACKGROUND:

1)

2)

3)

The United Nations Framework Convention
on Climate Change was opened for
signature in 1992 and today has a near-
universal adoption. In 2015, the 2030
Agenda for Sustainable Development was
adopted by all UN Member States, at the
heart of which are the Sustainable
Development Goals (SDGs). In addition,
within the Convention, the Paris Agreement
on Climate Change was signed in 2016. A
large number of organisations, bodies and
task forces, both public and private sector,
have been working to support achieving the
SDGs globally (see examples at Annex A) and
a great deal of material has been published
on this subject world-wide.

Subsequently, the United Arab Emirates
(UAE) formally ratified the Paris Agreement
in September 2016, and became the first
country in the Middle East to take this
important step. Equally, the UAE has
demonstrated its commitment to the
pursuit of a sustainable growth pathway,
including addressing climate change,
through a number of national and emirate-
level initiatives, such as the UAE 2021 Vision
National Agenda, the UAE Green Agenda
2015-2030, the National Climate Change
Plan (2017-2050), the Dubai Declaration
(2016), and the Abu Dhabi Sustainable
Finance Declaration (2019).

The UAE’s commitment to re-orientate and
diversify the economy, and its pursuit of a
sustainable growth pathway, are a long-
term strategy. The transition will provide
new business and investment opportunities
across the UAE’s sectors and industries,
both now and well into the future.
Investors will need to consider different
categories of risk associated with

e A alaiesal) Jygaill J ga Aol ) (s 3lea

daatial) dy pall

Ghin Y1 saaidl ael) A8l cas)
Caly 851992 A (B af gill Al il
2015 ple (A Lu S Lalle L o gl
sasidl aall (8 slac ¥l ol ppen i
Lo aaly 2030 Al Lalvivsall dpasill 3aia
(SDGS) daltivsall dpaiill Calaal Ciiaal
dle b Al Ll Glay pw b 48
el s caladaiall (pe dae cula 2852016
FONRA( w\‘qmi GiiaS ped Sle Janll
b Bl ALY lail) alladl (5 siwe e
138 Jsa o sall (e K i adg (1 @adall

Al elash Calise 8 ¢ guia sall

A all Al Ao Grazadl @l e
2016 et (& (s )l AEETY Lyass )y Bl
o2 335 Jaw oY) (5Ll 8 A Jf ol
Y A gn ol G Al 5 ghadl)
T i ) Al Lol il Baaiall 4 gl
ol Al Jsli @y g calaioall gaill
O el (el jalae Bae SIS (e (AL
L5 Absll saiad) Jie o Jadly il
e) yadll @l Y saials 2021 <l LYl
Abad) il 4l o)) dadl 5 <2030-2015
dlels (2016) 2 (el s (2050-2017)

(2019) phsinsall y saill oda 5

cde 51 5 JaBBY) dua g sale by &) HlaY) ol 3l
Gl il o8 caltinead) gaill 3 juune Linilia s
Jaall sauaa (m 3 Al jh i Ja¥l ALl
o Yl s e Uil Cilida & LY
il e ) sSov  iiana 5 Lila ¢l gl
idadi jall jlalaall (pa ddliall clidl) & il
BIRCOUREL PN PINE N B0 Y SR ¢
Dbl Calay HLeiay) Al i) s

-~ - -
Y ETALS
L]

-

(1

@

3



sustainable investment opportunities and _?g_.g.ﬂ
assess these in line with their investment
strategy and risk profile.

4)  These Guiding Principles (‘the Principles’) &l ,¥) ("Lsalall™) Auall HY) (salall oda Jiad 4
represent the shared views of the i Lyl & bl clllall A< i

regulatory  authorities in the UAE (" LI Lae Ll ki) 3asiall Ay jall
(collectively referred to as ‘Authorities’):

- Ministry of Climate Change and ¢l g ALl Hadll 3 )y -
Environment;

- Central Bank of the UAE; dnpdl Gl Agal 58 el Gpadl -

. ¢3aa0l)

- Insurance Authority of the UAE; sl A yall Gl HlaY) Al gl il R -

- Securities and Commodities ¢adudl 5 Al &Yl s -
Authority;

- Abu Dhabi Global Market; toalladl bl 3o -

- Dubai Financial Services Authority; tagllall cleasll addals -

- Dubai Islamic Economy Development f eyl By glail an S je -
Centre;

- Abu Dhabi Exchange; (bl da,s -

- Dubai Financial Market; and st e -

- Nasdaq Dubai. (s Slasl -

AIMS: il y)

5)  Through the endorsement of these (saluall o8 alic) JMA (e clalidl Cangs (5
Principles, the Authorities aim to Cileaisall el & yidall el 300 3l
demonstrate their joint commitment to sy oo IS Leadaw ) CJL“"“M &.—ﬂémi}
foster and actively encourage, through the sl A e ‘JMJS-Q‘ i g Ul
choice of standard-setting means available Gl L) Aaliadl uled) pomss il

to them, their respective regulated . e . o
7 " \ :
communities and  stakeholders to Adsl * Al Sl & Ll

harmonise their activities with the UAE
sustainability priorities.

6) At the national level, the Principles 285 (sl acXi ¢ gl (gl e (6
support the implementation of the UAE’'s gl Je gl daaiayl bl
sustainability priorities. Internationally, the 4} ) Slo pdse salall sy yiad ¢ dlall
Principles signal that the UAE recognises the Lelaia¥ s Al a8 ) Jal 5o Mfﬂ;ﬂ\
importance of Environmental, Social and Y] aciagl (ESG) SIS il A s

Corporate Governance (ESG) factors to the 2 t5olaal Congs calaiall xainall (5 ginen o

investor community. At the regulated 7T o - p ) Jaends
community level, the Principles aim to Aaldind SIS b A da 4y

facilitate the UAE’s transition to a more okl e
sustainable  economy  and  help SLaBY) 4 gisile) o Jaxi Sl yiul
organisations to develop strategies which bl jhlae e sl e deludy cdag sl g
re-orientate and diversify the economy, aSill e ¢Jy il Je jalliiall allal)



help mitigate risks of reduced global
demand for oil, adapt to the physical risks of
climate change and explore the new
investment opportunities it presents.

APPROACH:

7)

8)

9)

These Principles are voluntary, and
represent the first stage of the Authorities’
joint work, as part of the effort to ensure
that the transition is effected in a gradual
and consultative manner. We recognise
that the starting circumstances of issuers,
investors and of other stakeholders —
business structure, management
information systems and strategies — differ
and time is needed to develop appropriate
sustainability strategies and publish ESG
data.

Following the endorsement of these
Principles, the Authorities undertake to
implement appropriate measures, which
may include guidelines and policies, to
encourage the UAE financial firms,
including banks, insurers, financial
intermediaries, issuers, asset and
wealth managers and investment
funds as well as corporates and other
entities under their purview to develop
strategies to incorporate ESG
considerations in their business activities
and decision -making, risk frameworks and
in the context of exploring new investment
opportunities.

These Principles take into consideration
Sharia law requirements, principles and
guidelines, and are intended to apply as
set out below:

a) ‘Issuers’ (e.g. Banks - in their capacity as

Issuers - including Islamic banks,
Corporates and Public  Agencies,
including government owned
companies and Sovereign Wealth

Funds) are encouraged to adopt all
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three (3) Principles set out below; and

b) ‘Intermediaries’ (e.g. Banks - in their
capacity as Intermediaries, Exchanges,
Advisory Firms, Credit Rating Agencies)
and  ‘Investors’ (e.g. Insurance
Companies, Asset Owners, Asset
Managers, Sovereign Wealth Funds and
Pension Funds and Brokerages) are
encouraged to adopt Principles 1 and 3
set out below.

RECOGNITION OF KEY INTERNATIONAL
INITIATIVES AND RECOMMENDATIONS

10) The Authorities recognise and acknowledge
the significance of key international
initiatives and best practice to date, and
take into consideration the
recommendations and  principles of
established international organisations and

bodies, including:

a) the UN Framework Convention on
Climate Change and the subsequent
Paris Agreement; and

b) the UN Sustainable Development Goals,

as well as the key international initiatives set out
in Annex A.

GUIDING PRINCIPLES

Principle 1: Integration of ESG Factors into
Governance, Strategy and Risk Management

1) It is recognised that incorporating ESG
factors into an organisation’s governance,
risk management framework and strategy
will better align the financial industry with
broader objectives of  sustainable
development and can have a positive
impact on the value of investments.

2) The Authorities undertake to encourage
the organisations under their purview to
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3)

integrate ESG considerations into
organisations’ risk frameworks,
governance, business conduct, investment
processes, corporate strategic oversight and
product development. This should be
achieved through their board of directors
and senior management and be consistent
with director and officer fiduciary duties.
This could be done through:

a) Identifying and considering
opportunities, as well as any associated
risks and threats, afforded by ESG-
compliant investing. A high level of due
diligence should be applied to lending
and investments decisions where ESG
impacts are material;

b) Integrating consideration of
opportunities and risks from ESG
factors at all levels of organisations’
businesses, strategy and financial
planning where such information is
material; and

c) Enhancing the organisation’s ESG
performance through the development
and enhancement of suitable products,

services and otherwise promoting
sustainability in all organisations’
activities.

The key international initiatives (set out in
Annex A) and recognised reporting
standards (set out in Annex B) provide
useful frameworks which organisations can
make use of in this area.

Principle 2: Minimum Eligibility Requirements

4)

A wide range of financial instruments and
products may incorporate sustainability
elements, for example: debt instruments
(including loans, bonds, debentures and
other fixed income products), sukuk, equity
instruments, collective investment funds,
structured products and investable indices,
de-risking instruments (such as insurance,
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5)

6)

7)

takaful), and warrants or other derivative
instruments.

The Authorities recognise the importance of
adopting certain common terminology (a
taxonomy) and minimum eligibility
requirements  of what  constitute
‘sustainable’ financial products for the
benefit of all stakeholders, including
issuers, investors and the financial industry.
Pending adoption of an appropriate
taxonomy in the UAE, the Authorities
encourage issuers to rely on internationally
recognised taxonomies for ‘sustainable’
and/or ‘green’ products and instruments,
such as those set out in Annex C.

It is acknowledged that other criteria for
defining what is ‘sustainable’ may be used,
provided that departures from the
established taxonomies and reasons for
them are appropriately disclosed to all
relevant parties.

As a minimum, the following components
should be present in a product sought to
be categorised as ‘sustainable’:

a) Process for Project
Evaluation/Selection:

Investors / lenders should be in a position to
evaluate:

- the sustainability/ESG objectives
of the investment and how these
will be achieved;

- the process for determining how
the project fits within the eligible
sustainability/ESG project
categories; and

- related eligibility criteria,
including, if applicable, exclusion
criteria or any other process
applied to identify and manage
potentially material ESG risks
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associated with a project.

b) Use of Proceeds:

All designated sustainable projects should provide
aclear description of how the project will benefit
the ESG goals, how this will be assessed and,
where feasible, quantified.

¢) Management of Proceeds (where

applicable):

Clear accounting of the proceeds, investment of
the proceeds, and returns on investment to
enable investors to track the continuous
‘sustainability’ of the product.

d) Recording, disclosing and reporting:

Information on the use of proceeds should be kept
up-to-date, updated in case of material
developments, readily available to relevant parties
and adequately reported, where relevant.

8) In addition to the above criteria,
certification and external reviews perform a
key function, as they can confirm
compliance with  external, objective
standards, thereby providing assurance to
investors, as well as regulators and other
relevant stakeholders, that the ESG claims
made by issuers have been subject to
independent review and scrutiny.

9)  Alongside the formal role of verifiers in the
certification process, other independent
third parties may also be able to provide
differing forms of assurance. These includes
environmental consultants, providing pre-
issuance opinions on various aspects of the
issuance framework;  audit  firms,
conducting annual reviews of the post-
issuance allocation of proceeds of a green
/sustainable project; and rating agencies,
assessing the impact of assets on sustainable
goals and any associated climate - related
risks.
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Principle 3: Promotion of Appropriate ESG-
Related Reporting and Disclosures

10)

11)

12)

The Authorities recognise that it is
important to encourage more
transparency on how  organisations
measure and monitor their adoption of ESG-
related practices. Visibility of the metrics
and targets used by an organisation,
together with appropriate disclosures,
allows investors and other stakeholders to
assess better that organisation’s potential
risk-adjusted returns, ability to meet
financial obligations, general exposure to
ESG-related issues, and progress in
managing and adapting to such issues. This
information also provides a basis for
comparing organisations and gauging their
relative performance in respect of the
promotion of ESG practices.

The Authorities undertake to encourage
their respective regulated entities to
produce timely and relevant information
on key ESG metrics. Such reporting would
aim to disclose ESG-specific  risks,
processes, initiatives and performance, in
accordance with internationally recognised

reporting standards of financially,
environmentally or socially material
information.

The reporting should be consistent with
national disclosure obligations and should
take into account internationally recognised
reporting standards on ESG matters, such as
those set out in Annex B.
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ANNEX A:

KEY INTERNATIONAL INITIATIVES AND
ORGANISATIONS

Central Banks and Supervisors Network for
Greening the Financial System

Climate Bonds Initiative

Coalition of Finance Ministers for Climate
Action

EU Technical Expert Group on Sustainable
Finance

International Network of Financial Centres
for Sustainability

International Organization of Securities
Commissions’ Growth and Emerging
Markets Committee

International Platform on Sustainable
Finance

Sustainable Finance Network

Sustainable Insurance Forum
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ANNEX B: 1 Ggalall
INTERNATIONALLY RECOGNISED REPORTING  4uinl) daS gall Jilucay Adlatal) 4 W83 aae) julaa
STANDARDS RELATED TO ESG MATTERS S ) AaS ga g e laia¥) g
Lalle Lgs i jinal)
AAOIFI Sharia Standards on screening il sall dzal jall 3 daslaall 44 Hulea -
parameters for socially responsible and 48 yall Geulae J s dae il duadlal) L)

sustainable investments Lae Latia) dalaisall 5 40 5 gunall Col i
Climate Disclosure Standards Board Aaliall Jldll e Flad¥) julas Galaa -
Global Reporting Initiative Dokl alae Y dallall 3 5aludll -
International Financial Reporting Standards, Loz, Aollall o Ell slacy 4l gall juleal) -
as applicable to sustainable investments dalaiual Gl Hlaiiud) Je galats
Sustainability Accounting Standards Board (SASB) 4wliiny) dsulas julaa Gulaa -
(SASB)

Task force on Climate related Financial Alaial) Al ClaliadYl Al Janl) 48 43 -
Disclosures (TCFD) (TCFD) CL:ALa

The AAOIFI Accounting Standards, as 4=zalyalls dsulaal el dsulsall  julea -
applicable to sustainable investments Lo ¢(Asl) i) Al Slssall
Al Gl HlafiaY) Je adai



ANNEX C:

INTERNATIONALLY RECOGNISED STANDARDS
AND TAXONOMIES

Principles for Responsible Banking
Principles for Responsible Investment

The Climate Bonds Standard of the Climate
Bonds Initiative

The European Commission Action Plan on
Sustainable Finance and associated
regulatory proposals

The Green Bonds Principles of the
International Capital Markets Association

The Green Loan Principles of the Loan
Market Association

The Sharia Standards of The Accounting and
Auditing Organization for Islamic Financial
Institutions (AAOIFI)
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