Notice No. : CBUAE/BIS/2023/5885

Date 27 November 2023

Class. . Restricted

To : Al Banks &  Finance
Companies Conducting All or
Part of Their Business In
Accordance  With Islamic
Sharia’ principles operating in
the UAE

Subject The Higher Shari‘ah Authority

Resolution re The Guiding
Principles Regarding Islamic
Sustainable Finance

After greetings,

The Central Bank is pleased to attach herewith
the Higher Shari’ah Authority (“HSA”)
Resolution No. 136/8/2023 re the Guiding
Principles Regarding Islamic  Sustainable
Finance, which apply to all financial institutions
that conduct all or part of their businesses and
activities in accordance with the Islamic
Shari’ah.

Please bring this notice to the attention of the
board of directors of your institution at the next
board meeting. Note that the HSA Resolution is
effective starting from the date of this notice.

For more information, you may contact the
HSA Secretariat via the following email
address:

115 | il gyl ol Lol Sy

CENTRAL BANK OF THE U.A.E.

CBUAE/BI1S/2023/5885 pd ) Jlad)

2023 b i 27 O

ssbaa il

A Gy patl) S i g & i) AdlS o
leia s ol Ledlas| A L lad
A Ay il PISA;S () 9
i ey A g3 A Alalall

e ) Llad) :\_u:.g..” I8 g pa4ll
Ol Lol Y g5 sall (o gl
) tial) dsadlsy) AlLal)

‘Z\.Jﬂ\ a2

DR Y g 3853 O (g S el ) sy
sl G sty (MAagdl") dae i) Llad) Al
@A) 5 cAalaivsall Lpadlal) dllall Ly 4l Y
WIS G jled Al Adlall Ol wsal) e Galayy
Aay -l olSaY 168 L ¢ 3 ol Lgida il 5 Ledlac]

AgaSluY!

1 (5 sina o aSiun e 3l Galae g M) (o
D8 b Lo ¢ ulaall aaldll o Laia¥) 8 e SY)
ey

o Al pa Jucal il aSESay ¢ila slaall (o 3y all
() (s SV 2l I (e A

shariaauthority@cbuae.gov.ae

Yours faithfully,

(ol faY) 3l gy | gl g

S a8l L e
Crmalil) g gl to 408 1) — Jdlaal) ao b
Ahmed Saeed Al Qamzi
Assistant Governor for Banking and Insurance Supervision
Encl. The Guiding Principles Regarding Islamic Sustainable Finance Aalaial) Ay A oba 3l LYY fsalaal) sclBE ya

E-mail uaecb@cbuaegovae 9,33
www.centralbank.ae 9ASIH 23l

Pagelof1 T +97126652220 asla

F +97126652504 ,.Sla

s ill Ay pall cilyla¥l i oulsgsl 854 . ym
PO Box 854, Abu Dhabi, United Arab Emirates

Federal institution | 3__slsd! &_uiwf s



CBUAE Classification: Public

)
ah
XY

E il ancill gl Sl Sy
CENTRAL BANK OF THE U.A.E.

Resolution No.  : 136/8/2023
Subject : Guiding Principles Regarding Islamic Sustainable Finance

After greetings,

The Higher Shari’ah Authority at the Central Bank of the UAE (“HSA”) issued the
resolution regarding the adoption of Guiding Principles Regarding Islamic Sustainable
Finance, which serves a guidance to financial institutions that conduct all or part of their
activities and businesses in accordance to Islamic Shari’ah (“Islamic Financial
Institutions™), unless the clause is stated as mandatory. The guiding principles are as
follows:

Guiding Principles Regarding Islamic Sustainable Finance
&) Bl ez e Haa a5 Lelazs of (e Jlsdls Loty cilslatd! e B Giase G]) - Jlas <l JLs
[72:0155391] § ¥ aslls 6

Allah Almighty says: “Indeed, we offered the trust to the heavens and the earth and the
mountains, but they (all) declined to bear it, being fearful of it. But humanity assumed it,

(for) they are truly wrongful (to themselves) and ignorant (of the consequences).” [Surat
Al Ahzab, Verse 72]

Sustainability in the Islamic Shari’ah:

The concept of property rights in Islamic jurisprudence in general, and in Islamic finance
in particular, is based on the principle of trusteeship. This means that individuals are
entrusted with the property they own and hence, they must fulfill obligations inherent in
such ownership as mandated by Allah (SWT), including payment of Zakah and Sadagah,
and honor the rights of others in such property. Such ownership must also not result in
transgression by causing definite or probable harm to others, be it individuals, society,
environment or living things. Property rights are based on a balance scale of Adl (justice
and equity) and Ihsan (benefaction and kindness). Adl represents the minimum standard to
which one must adhere, while Ihsan represents the extra benevolence desired by the
Shari’ah to uphold Adl at the highest levels of moral values. Both Adl and lhsan are
commanded by Allah (SWT) in Surat An-Nahl, Verse 90: (Indeed, Allah commands Adl
and Ihsan.)
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Islamic jurisprudence expanded this concept and defined its limits and controls that bring
its theories to the realm of practice, in order to achieve its intended objectives and ingrain
equitable justice. Islamic jurisprudence has also organized property rights in a way that
attains noble goals in accordance to the needs of different times and places. This established
an active and effective role for the concept of property rights in society, contributing to
prosperity and growth for all while making it not a burden or a cause of harm. In doing so,
Islamic jurisprudence is guided by well-defined methodologies that derive the
aforementioned aspects from Shari’ah sources and texts. This includes considering the
consequences and the impacts of transactions on the environment, society and individuals,
making sustainability in its general sense a pillar of the jurisprudential consideration.

Sustainable Development Goals:

In the recent years, environmental and social concerns have been on the rise, prompting
the international community to underscore the need for collective action to reduce their
effects and damage. International organizations have drawn clear objectives and plans that
aim to achieve a balance between promoting the goals for development and societal
prosperity, and limiting environmental and social damage, which would enable
development and prosperity to be sustainable.

The United Arab Emirates has been proactive in participating in such initiatives through a
clear vision, declaring 2023 the Year of Sustainability under the slogan "Today for
Tomorrow" which continues the country's approach and heritage in promoting and
encouraging sustainability practices. The UAE will also host the Twenty Eighth United
Nations Climate Change Conference (COP 28), affirming the country’s commitment to
sustainability and supporting international efforts in this regard.

Sustainable finance, and financing of sustainable projects, are an essential tributary to
achieve the sustainable development goals. There has been increased focus, in recent years,
on the financial sector, where sustainability standards and controls were developed in order
to accelerate the sector’s contribution in the sustainability space. Islamic Financial
Institutions should be to the forefront of sustainability efforts in the financial sector
building on the provisions of Islamic Shari’ah, whose purposes and objectives intersect
with the sustainable development goals.

Enhancing Sustainability in Islamic Financial Institutions:
Achieving sustainable environmental and social goals for Islamic Financial Institutions is

not only recommended (Mandoob) by the Shari’ah, but may be a matter of obligation
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(Wajib), similar to the manner in which contributing to the causes of environmental and
social issues, and engaging in what leads to them, is highly discouraged and may be at the
level of prohibition (Makrooh or Haram). It is well established in the Shari’ah maxims
governing the activities and businesses of Islamic Financial Institutions that the prevention
of harm takes precedence over bringing benefits, and no harm can be prevented by a greater
harm. Determining the level of obligations on Islamic Financial Institutions in this regard
is based on the likelihood that harm has occurred or would occur. In the sustainability
context, standards and criteria regarding the occurrence of harm or its likelihood are set by
the competent authorities in the country.

In recent years, the Islamic finance market in the UAE has witnessed a shift at both
legislative and Shari’ah standardization fronts, as a result of efforts by the Central Bank
and Islamic Financial Institutions operating in the UAE. These efforts led to a high level
of uniformity in Shari’ah and regulatory standards, which enhances financial system
stability and provides a strong foundation for the development of innovative, sustainable
financial products and services. In addition, the issuance of Federal Decree-Law No. (50)
2022 Issuing the Commercial Transactions Law provided a level of legal certainty having
laid down the legal foundation that governs the work of Islamic Financial Institutions and
recognizing unique aspects of Islamic finance, its mechanisms and contracts.

Hence, more than ever before, Islamic Financial Institutions today have the ability to
develop financial products that are able to influence and interact positively with
environmental and social variables and transformation, and be pioneers in the field of
sustainable finance. And although Islamic Financial Institutions are recognized for their
participation in social causes through Zakat funds and charity accounts they manage on
behalf other their beneficiaries, in addition to other charitable and social projects, the
Higher Shari’ah Authority (“HSA”) looks forward to Islamic Financial Institutions playing
a greater role in the field of sustainable finance. Islamic Financial Institutions, through their
individual and collective efforts, should strive to make Islamic finance the brand and face
of sustainable finance in the UAE given the synergies and integration between Shari’ah
and sustainability standards, and the availability of governance mechanisms that could be
tapped to enhance sustainability within Islamic Financial Institutions.

The HSA believes that Islamic Financial Institutions should adopt the broader approach to
sustainability which includes environmental and social aspects, even though environmental
risks, particularly those related to climate, are more urgent at the present time; a balanced
approach for sustainability goals would result in a better outcome, leading to a positive
impact on environmental issues without neglecting other aspects important to society. To
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implement this, Islamic Financial Institutions and Internal Shari’ah Supervision
Committees (“ISSCs”) must include sustainability aspects in their decision making
processes by considering the consequences of financing projects and by applying the
Shari’ah legal maxims that deal with weighting harm and benefits.

Therefore, in order to achieve this vision, the HSA expects Islamic Financial Institutions
to have clear strategies and plans for Islamic sustainable finance, including the following:

First: In accordance with the HSA directives during the meeting held between the
HSA and the Chief Executive Officers (“CEOs”) of Islamic Financial
Institutions in cooperation with the UAE Banks Federation (“UBF”) in the
last quarter of 2022, the UBF established a sustainability steering committee
whose membership consists of CEOs of Islamic Financial Institutions and
institutions housing an Islamic window. The committee aims to lay practical
and strategic foundations for Islamic sustainable finance, and put in place a
general framework as a basis for a unified and common vision on
sustainability and its initiatives among Islamic Financial Institutions. The
steering committee and the UBF should accelerate work on these outcomes.

Second: The HSA also directed that Islamic Financial Institutions and Islamic
windows establish separate sustainable businesses and activities within the
existing business lines that include sustainable financing and sustainable
Sukuk issuances, including green Sukuk. Establishing separate
sustainability-related businesses and activities would improve the ability of
Islamic Financial Institutions to monitor and develop them without prejudice
to their existing mixed business and activities.

Third: The HSA directed that sustainability investment accounts be established,
where funds are invested in sustainable business lines and are maintained in
independent, ring-fenced pools to enhance transparency and account holders’
confidence.

Fourth:  Every Islamic Financial Institution, including Islamic windows, should have
a growth plan for its Islamic sustainable finance (e.g. a five years plan). This
should include clear financial goals (e.g. sustainability-linked financial assets
in the Islamic Financial Institution in the year 2028 should be equal to — x
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amount-, which represents - % xx — of total assets). The five-year plan should
be translated into annual plans to facilitate achievement of these goals.

Fifth: Islamic Financial Institutions must enhance their decision-making and
granting of financing approaches by adopting the Shari’ah legal maxims,
especially those related to sustainability. Shari’ah-compliant contracts must
look beyond the Shari’ah controls related to the form of a contract, and
extend to cover the uses of funds and projects in which funds are invested.
Islamic Financial Institutions have adopted controls to examine their
activities in terms of non-violation of Shari’ah and ethical provisions, such
as those related to alcohol, gambling and harmful products (such as
smoking), those that infringe on the social values or cohesion (such as
immoral films), human trafficking, and/or other activities that negatively
impact the values and morals referred to in UAE law. Nevertheless, this
should be expanded to include all that is harmful to the environment and
society and promote what is beneficial for them in accordance with the
parameters and definitions set by the competent authorities in the country.
Accordingly, the executive management in Islamic Financial Institutions
must provide the ISSCs with relevant information on such matters in order
to decide on them and determine the level of Shari’ah obligations (that may
vary from being Wajib, Mandoob, Makrooh, or Haram) in accordance with
the requirements of Shari’ah and the balanced approach of the country with
regard to sustainability.

Sixth: Islamic Financial Institutions should highlight their sustainability initiatives,
including the disbursement of Zakat funds and charity accounts through their
rightful channels, and link them to the sustainable development goals.

Seventh: Islamic Financial Institutions must seek accuracy, transparency and clarity in
all their transactions, including sustainable Islamic financial transactions,
and should adopt the leading sustainability standards and disclose them to
their clients.

Eighth:  The internal environment of Islamic Financial Institutions must be one that

adheres to its Shari’ah values and promotes sustainability in all its operations,
structures and human resources. Such an environment is an essential pillar
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for an Islamic Financial Institutions in realizing its objectives and preserving
its reputation.

Ninth: Islamic Financial Institutions must spread awareness about Islamic finance
in general and sustainable Islamic finance in particular, and develop skills
and capabilities in this field.

Tenth:  Compliance with Shari’ah in products and services is the highest goal for
Islamic Financial Institutions, and through this, other goals and objectives
can be achieved. Therefore, care should be taken to ensure the highest level
of compliance with the Shari’ah standards in executing sustainable Islamic
financial transactions. The value added by Islamic finance to sustainability
comes from compliance with the Shari’ah standards and requirements that
preserve justice and the rights of everyone, and enhance financial stability.

Finally, the HSA recommends that this document be translated into more detailed plans,
and that the steering committee, in cooperation with the UBF and the HSA Secretariat, to
implement it in the near future. In doing so, the committee may benefit from the work and
guidelines issued by international organizations in this regard.

For more information, you may contact the HSA Secretariat via the following email:

shariaauthority@cbuae.gov.ae

Your faithfully,

The Head of the Higher Shari’ah Authority Secretariat

* Copy the Internal Shari’ah Supervision Committee, the Head of the Internal Shari’ah Control Department, and the
Head of the Internal Shari’ah Audit Department
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