

Third Public Statement on Sustainable Finance in the UAE
The UAE is steadfastly committed to sustainable growth, as evidenced by its numerous national declarations, strategies, and international commitments. The UAE Green Agenda 2015-2030, National Climate Change Plan 2017-2050, Net Zero by 2050 Strategic Initiative, G20 participation, and COP28 hosting are all testaments to the nation's unwavering dedication to sustainability.
To complement these efforts, the UAE Sustainable Finance Working Group (SFWG) has been instrumental in steering the development of sustainable finance in the UAE, fostering regulatory cooperation among authorities, and aligning with the nation’s sustainability goals. The SFWG is coordinated by the Financial Services Regulatory Authority of the Abu Dhabi Global Market and its membership comprises:
· Central Bank of the UAE (CBUAE)
· Securities and Commodities Authority (SCA)
· Financial Services Regulatory Authority of the Abu Dhabi Global Market
· Dubai Financial Services Authority
· Ministry of Finance of the UAE (MoF)
· Ministry of Economy of the UAE
· Ministry of Climate Change and Environment of the UAE
· Office of the UAE’s Special Envoy for Climate Change
· Abu Dhabi Securities Exchange
· Dubai Financial Market
· Nasdaq Dubai.
The foundational work began in 2019 with the introduction of the "Guiding Principles on Sustainable Finance in the UAE" followed by the 2021 and 2022 Public Statements, which identified three pivotal areas in sustainable finance and assigned dedicated workstreams from its membership. In 2023, the SFWG completed major milestones in all three of its workstreams:
Workstream One on Sustainability-focused Corporate Governance
The "Principles for the Effective Management of Climate-related Financial Risks”, issued by the SFWG in November 2023, aim to provide a framework for financial firms to manage climate-related financial risks effectively in line with international standards of climate risk management. The Principles emphasise the importance of integration of climate-related financial risks into the overall business strategy of financial firms. The SFWG members will implement supervisory expectations based on the Principles aimed at enhancing sound climate-related financial risk management frameworks at financial firms. The board and senior management of financial firms will be expected to deliver proper oversight of these risks, particularly when the risks are deemed to be material.
The Principles also provide guidance on incorporating these risks into the firms’ frameworks, such as oversight, assignment of management responsibilities, monitoring and reporting, scenario analysis and stress testing. Another important element is the incorporation of material climate-related financial risks into the firms’ internal capital and liquidity adequacy assessment processes, including the evaluation of the liquidity, capital, and solvency impact of climate-related financial risks that may manifest within specified time horizons. The UAE’s financial services regulators will determine which financial firms will be subject to their expectations set out in the Principles. They may introduce additional requirements for specific types of firms and will retain flexibility to facilitate future changes to accommodate evolving international standards. The full text of the Principles is attached here:


Workstream Two on Sustainability Disclosure
The “Principles for Sustainability-Related Disclosures for Reporting Entities”, published for public consultation by the SFWG in September 2023, aim to enhance transparency and the quality of reporting by entities on environmental, social, and governance (ESG) matters. The Principles emphasise that sustainability-related disclosures should reflect the way in which an entity operates, including in the areas of governance, strategy and risk management, and incorporate relevant metrics and targets. They also cover aspects such as internal reporting systems, transparency, materiality, relevance, consistency, stakeholder engagement, and integration of sustainability disclosures. Another important element is the verification and assurance of sustainability reports to enhance credibility and reliability.
The SFWG notes that the use of internationally recognised disclosure standards and comparable sustainability metrics is progressing towards greater uniformity. It is expected that this will facilitate the comparative assessment of reporting entities’ performance by stakeholders.
The Principles, while still requiring implementation by the regulatory authorities, provide an early indication of regulatory expectations for market participants offering sustainability-related products. The UAE’s regulators will determine which reporting entities should be subject to the Principles, the applicable timelines and frequency, as well as aspects such as whether they should have a voluntary, ‘comply or explain’ or mandatory nature and when any such obligations should be introduced. The full text of the draft Principles is attached here:


Workstream Three on the UAE Sustainable Finance Taxonomy
The “Summary of the High-level Design Principles to inform the development of the UAE Sustainable Finance Taxonomy” (the Design Principles) lays the groundwork for the Taxonomy's establishment in future. The Design Principles emphasise the importance of a qualitative approach in evaluating climate change mitigation and adaptation efforts underpinned by quantitative eligibility criteria, along with the establishment of a common language across the economy. They also cover important aspects such the implementation of a traffic-light classification system facilitating orderly economic transition and the establishment of minimum safeguards to encourage adherence to the Taxonomy and environmental objectives.
Lastly, an important element set out in the Design Principles is for the Taxonomy to be reviewed periodically to ensure that it remains current with market and technological advancements. Going forward, the SFWG plans to integrate its work on the Taxonomy with existing and developing UAE economic classification systems and sustainability initiatives to foster the UAE economy’s green competitiveness. This integration aims to enhance ease of use and adoption, promote interoperability, and strengthen the Taxonomy's effectiveness and integrity. A summary of the Principles is attached here:


Planned Next Steps
Following public consultations on the first two sets of Principles, the SFWG has now finalised the Principles and communicated its intentions to stakeholders. Next steps will include determining appropriate implementation strategies, reflecting regulatory best practices and global developments as needed. The SFWG will continue to advance its work aiming to publish additional outputs in 2024 and beyond to contribute to the transition of the UAE economy to net zero. 
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A. INTRODUCTION

1.

The UAE Sustainable Finance Working Group (SFWG) was established in 2019 to
enable the UAE’s economic transition and encourage the adoption of sustainable
finance at the national level. This is in line with the Paris Agreement ratified by the
UAE in 2016 and domestic acts and initiatives, such as the UAE Green Agenda 2015-
2030, the National Climate Change Plan of the UAE 2017-2050 and the UAE Net Zero
by 2050 Strategic Initiative.

The members of the SFWG include ministries (Ministry of Finance, Ministry of
Economy, Ministry of Climate Change and Environment, the Office of the UAE's
Special Envoy for Climate Change), financial services regulators (the Central Bank of
the UAE, the Securities and Commodities Authority, the Financial Services
Regulatory Authority of Abu Dhabi Global Market and the Dubai Financial Services
Authority), and UAE exchanges (Abu Dhabi Securities Exchange, Dubai Financial
Market and Nasdaq Dubai).

In 2020, in its Guiding Principles on Sustainable Finance in the UAE!, the SFWG
committed to developing standards for the financial sector to integrate ESG factors
into corporate governance, strategy and risk management. In its First Public Statement
published in November 2021, the SFWG set out its roadmap and refined its focus
setting out three interlinked work areas including on ESG reporting, corporate
governance and risk management, and taxonomy. In November 2022, in its Second
Public Statement, the SFWG reported on the progress of its three workstreams. In
particular, the Workstream Two on Sustainability-focused Corporate Governance
announced it would start working on developing enhanced standards to help embed
and address climate-related risks in corporate governance and risk management in
financial services entities in the UAE.

This document is the result of the efforts of Workstream Two and contains Principles
for the effective management of climate-related financial risks (the Principles) which
are issued in accordance with the relevant laws in each jurisdiction. The Principles
have been developed in consideration of a number of standards on this topic published
by international standard-setters. The key standards used for the purpose of the
Principles include the Principles for the effective management and supervision of
climate-related financial risks from the Basel Committee on Banking Supervision
(BCBS) and the Guide for Supervisors Integrating climate-related and environmental
risks into prudential supervision by the Network for Greening the Financial System
(NGFS). A more complete list of international standards covering, for example, risk
scenarios or details of the insurance sector is included in the Annex.

! Principle One of the Guiding Principles, available here.



https://www.adgm.com/documents/fsra/sustainable-finance/abu-dhabi-sustainable-finance-guiding-principles.pdf?la=en&hash=94CC2FE187660C45C522EE845670A6E3



B. APPLICATION

5. The Principles constitute a declaration of common understanding among the SFWG
members on the minimum standards that they expect to implement in their
respective jurisdictions and in line with their legal frameworks in the area of climate
risk management.

6. While the Principles are endorsed by the entire SFWG, it is understood that they
are primarily relevant for those members who are financial services regulators. The
ministries and exchanges may consider them in the context of their activities, where
relevant.

7. For the purposes of the Principles, financial sector entities are referred to
collectively as ‘financial firms’ without drawing distinctions between the various
financial service activities offered by these entities. While it is recognised that the
BCBS and the NGFS standards are primarily designed for the banking and
insurance sectors, the Principles are drafted to cater for a wider spectrum of
financial firms and taking into account differences in business models.

8. It remains in the discretion of each of the financial services regulators to determine
the financial firms in scope of the Principles, how to apply each of them and the
timeframe to do so in their jurisdictions. However, the relevant financial services
regulators intend to commence application of these Principles in respect of their
firms not later than from November 2023. The financial services regulators may
also introduce additional details relevant for specific types of financial firms, in
particular based on the standards cited in the Annex.

9. It is recognised that several standards in this area are still evolving at international

level. This fact has been reflected in the drafting of the Principles allowing for the
necessary flexibility and adaptations to future developments.

C. GENERAL CONSIDERATIONS

10. Transitioning to a low-carbon, and subsequently zero-carbon, economy entails both
risks and opportunities for the financial sector. Strong corporate governance can
drive and enable financial firms to identify and take the strategic steps necessary to
develop and deploy new and more sustainable approaches and technologies, to
strengthen business models and to improve both business and sustainability
metrics. Importantly, enhanced risk management is critical for financial firms to
identify and manage these risks better and to be able to demonstrate this to their
clients and supervisors.





11. Climate-related financial risk refers to the financial risks arising from climate
change, including physical, transition and liability risks. Such risks could impact
the viability and soundness of individual financial firms and have broader
implications for financial stability.

12. Physical risk refers to potential economic and financial losses from climate and
weather-related events and the long-term progressive impact of climate change.

13. Transition risk refers to the financial risk related to the process of adjustment
towards a lower-carbon economy, which can be prompted by, for example, changes
in climate policy, technological changes or change in market and social sentiments.

14. Liability risk refers to climate-related compensatory claims and/or direct legal
actions against financial firms. Liability risk can be considered as a separate risk
but can also be treated as a subset of physical and transition risks.

15. Climate-related financial risks are not bound by timelines and can emerge within
the short, medium, and long-term. They can materialize through transmission
channels in the balance sheets of financial firms and within the traditional
categories of financial risks, including credit, market, operational, underwriting,
reputational and liquidity risks.

16. The reference to the board and senior management throughout the Principles is to
be understood in accordance with their respective roles and responsibilities and is
meant to include the members of the board of directors (or equivalent) and senior
management. The Principles do not presume or endorse a specific board or senior
management structure, nor do they advocate for a specific approach to assigning
climate-related financial risk responsibilities within a financial firm.

D. THE PRINCIPLES

Principle 1 — Oversight and responsibility of climate-related financial risk exposures

1. The board and senior management of financial firms should have an appropriate
understanding of the organization’s climate-related financial risk exposures and
their potential impact to facilitate effective oversight.

1.1. The financial firm should ensure that the board and senior management have an
adequate understanding of climate-related financial risks and that senior





1.2.

1.3.

1.4.

management is equipped with the appropriate skills and experience to manage and
oversee these risks.

Financial firms should have in place a sound climate-related financial risk
management framework as part of their overall business strategy, including
considering the risk appetite specific to climate-related financial risks. The risk
appetite should be defined, approved and overseen by the board. The board should
be able to provide evidence of its ongoing oversight of these risks, particularly
when they are deemed to be material.

Certain functions related to the management of climate-related financial risks may
be delegated, but, as with other risks, the board is ultimately responsible and
accountable for monitoring, managing and overseeing climate-related risks for the
financial firm.

Where required, financial firms should ensure that the board and senior
management actively keep up to date to develop and maintain sufficient
knowledge and skills to understand and assess the impact of climate-related
financial risks on the financial firm and the broader financial sector, including by
providing training. In addition, financial firms should also provide capacity
building and training to relevant personnel to enhance management of climate-
related financial risks.

Principle 2 - Incorporation of climate-related financial risk exposures into overall
business strategy

2. The board and senior management of a financial firm should consider material
climate-related financial risk exposures when setting the organization’s overall
business strategy.

2.1.

2.2.

2.3.

In developing and executing the financial firm’s overall strategic plan, the board
and senior management should ensure that all risks including material climate-
related financial risks and the ensuing opportunities are considered. Please refer to
Principle 4 for considerations on materiality.

Any climate-related strategies or objectives should align with and support the
financial firm’s broader strategy, risk appetite, and risk management framework.

It is recognised that the incorporation of material climate-related financial risks
into various planning processes is evolving as measurement methodologies,
models, and data for analysing these risks mature over time. The board and senior
management should ensure that climate-related financial risks are documented and





periodically reviewed. Any climate-related strategies or objectives should be
continuously improved based on the lessons drawn from measuring, analysing and
monitoring of these risks.

Principle 3 — Assigning climate-related financial risk management responsibilities
within the organization

3. The financial firm’s board should assign climate-related financial risk
management responsibilities throughout the organization.

3.1.

3.2.

3.3.

34.

3.5.

Responsibilities for identifying and managing climate-related financial risks
should be clearly assigned to either board committees or appropriate senior
management to ensure climate-related financial risks are appropriately considered
as part of the financial firm’s business strategy and risk management framework.

As outlined in Principle 1, while the financial firm’s board remains ultimately
responsible and accountable for the oversight of the management of climate-
related financial risks, the assignment of responsibilities in line with Principle 3
should be formally documented.

Such roles and responsibilities should be clearly defined to ensure there is clarity
over functions, accountability, governance structure, escalation processes and
reporting procedures across the financial firm in relation to climate-related
financial risk management.

Where dedicated climate-related roles or departments are established, their
responsibilities and interaction with existing governance structures should be
clearly defined and documented.

Roles and responsibilities for identifying and managing climate-related financial
risks should be regularly reviewed to ensure it continues to be relevant to the nature
and complexity of the business model and activities of the financial firm as well
as the evolution of climate-related financial risks management approaches and
methodologies.





Principle 4 — Incorporation of climate-related financial risks into risk management
framework

4. The financial firm’s board and senior management should oversee the
incorporation of climate-related financial risks into the organization’s internal
risk management framework and oversee the development and implementation
of policies and procedures to identify, assess, measure, mitigate, monitor and
report on climate-related financial risk exposures.

4.1.

4.2.

4.3.

4.4.

4.5.

4.6.

Climate-related financial risks affecting financial firms should be identified.
Identification of these risks should involve a comprehensive assessment of how
the risks posed by climate-related matters may affect the financial firm, which
should include an assessment of climate-related financial risks across a range of
plausible scenarios and under various time horizons.

An appropriate framework for managing climate-related financial risks should be
based on a comprehensive assessment of how and to what extent such risks would
affect the financial firm’s business, operations and/or portfolios. The assessment
of climate-related financial risks should take into account strategic, financial,
operational and reputational risk implications.

Financial firms should conduct a materiality assessment with clear definitions and
thresholds for climate-related financial risks, which will help them decide how to
embed climate-related financial risks into their existing risk management
frameworks.

A financial firm should, in a materiality assessment, consider its exposure to
physical and transition risks.

Depending on the type of exposure and risk drivers, financial firms should deploy
qualitative and/or quantitative approaches to assess the materiality of the risks. To
form a final judgement on materiality, financial firms should develop a threshold,
or a combination of thresholds, against which the outcome of the materiality
assessment is determined. These thresholds can be quantitative or qualitative,
depending on whether a quantitative assessment of materiality is feasible or
whether a qualitative threshold is more suitable.

Based on the materiality and potential impacts identified, financial firms should
update their existing risk management framework to embed climate-related
financial risk considerations.





4.7. Financial firms should also regularly review relevant policies and processes to
assess their effectiveness, and adjust them based on the outcomes of ongoing risk
monitoring. Any ensuing updates to these policies and procedures should be
documented.

4.8. Where material climate-related financial risks are identified, financial firms should
establish and implement plans to mitigate these risks and manage their exposures.
Examples of such mitigation measures include establishing and enforcing sectoral
or client-specific risk and relationship limits, including financial and durational;
adjusting client engagement criteria; or applying haircuts to asset values, among
others.

4.9. Relevant financial firms should consider climate-related financial risk within
established traditional risk categories (for example, credit, market, liquidity,
operational, underwriting and reputational risk profiles) or, depending on the
materiality of the perceived risk, as a stand-alone risk category.

4.10. In line with their usual risk governance arrangements, relevant financial firms
should consider how best to allocate the responsibilities for managing climate-
related financial risks, such as by allocating them across the “three lines of
defence” (core business, risk function and internal audit) to ensure comprehensive
and effective identification, measurement, monitoring and mitigation of climate-
related financial risk.

4.11. A financial firm that has significant relationships with other entities in its group,
including subsidiaries, affiliates or international branches, should develop and
maintain methods and processes to coordinate the identification, assessment,
measurement, mitigation, monitoring and reporting of material climate-related
financial risks across the group.

Principle 5 — Monitoring and reporting of climate-related financial risks

5. The financial firm should ensure that internal reporting systems are capable of
monitoring material climate-related financial risks and producing relevant,
accurate and timely information to inform effective board and senior
management decision-making. Such information should be reported to the
board, senior management and relevant stakeholders, where required to do so.
The financial firm should address identified information and data gaps.

5.1. The board and senior management should ensure that the financial firm has
systems and resources in place to collect, analyse and aggregate climate-related
financial risk data. Senior management should incorporate climate-related





5.2.

5.3.

5.4.

5.5.

5.6.

5.7.

financial risk information in internal reporting, monitoring, and escalation
processes, where relevant. This will facilitate timely and sound decision-making
across the firm.

The financial firm should establish procedures to provide the board and senior
management with relevant information on its material climate-related financial
risk exposures, including monitoring and mitigation actions. The extent, form and
frequency of internal reporting should be based on the nature and scale of the risks
to which the financial firm is exposed.

Financial firms should develop metrics to monitor and report climate-related
financial risks appropriate to their size, complexity, risk profile and activities. Like
all risks, climate-related financial risks should be closely monitored; the higher the
impact, the higher the review frequency.

Financial firms should ensure that risk monitoring captures the potential impact of
climate-related risk drivers on the financial firm’s third-party arrangements and
business continuity planning.

Given the evolving nature of climate-related financial risks, financial firms should
monitor developments and seek to understand and, where possible, manage the
impact of climate-related financial risk drivers on other material risks where
additional transmission channels are identified. This should feed into the risk
identification, assessment, measurement, mitigation and monitoring processes of
these material risks.

Where appropriate, financial firms should consider building capabilities to address
any information and data gaps. For example, data collection processes may need
to be enhanced, such as strengthening the engagement with clients to develop a
better understanding of the impact of climate-related financial risks on clients’
businesses, obtaining more climate-related or environmental information from
clients, and using appropriate data proxies where necessary.

Financial firms should develop an adequate data governance framework that
covers the nature and level of the risks to which they are or might be exposed and
which allows them to use sufficiently forward-looking and granular climate-
related risk information in their risk management and governance strategy.
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Principle 6 — Incorporation of climate-related financial risks into capital and
liquidity adequacy processes

6. Relevant financial firms should incorporate material climate-related financial
risks in their internal capital and liquidity adequacy assessment processes.

6.1.

6.2.

6.3.

Relevant financial firms should develop processes to evaluate the liquidity, capital
and solvency impact of climate-related financial risks that may manifest within
specified time horizons.

As part of their internal capital and liquidity adequacy assessment processes,
relevant financial firms should consider climate-related financial risks that may
impact their capital and liquidity positions over relevant time horizons (e.g.,
through their impact on traditional risk categories).

For those financial firms required to complete an Internal Capital Adequacy
Assessment Process (ICAAP), an Internal Liquidity Adequacy Assessment
Process (ILAAP), an Own Risk and Solvency Assessment (ORSA), or a similar
process, climate-related financial risks should be incorporated into these
frameworks to consider and record any material impact on capital and liquidity
adequacy.

Principle 7 — Scenario analysis of climate-related financial risks

7.

Where appropriate, relevant financial firms should develop and implement
climate-related scenario analysis frameworks, including stress testing, in a
manner commensurate with their size, complexity, risk profile and nature of
activities.

7.1.

7.2.

Relevant financial firms should build sufficient capacity and expertise to develop
and implement climate-related scenario analysis and stress testing programmes
suited to their size, complexity, risk profile and nature of activities. These
frameworks should include clearly defined objectives that reflect the firm’s overall
climate-related financial risk management strategies and objectives. While
working to build adequate internal capabilities in climate scenario development
and analysis, financial firms may utilise relevant existing or emerging climate
scenarios, whether global or regional, general or purpose-built.

The objectives of scenario analysis could include, for example, exploring the
impacts of climate-related financial risks on the financial firm’s strategy and
business model, identifying and measuring vulnerabilities to relevant climate-
related financial risk factors including physical and transition risks, and estimating
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7.3.

74.

7.5.

7.6.

7.7.

climate-related exposures and potential losses across a range of plausible
scenarios.

Financial firms should identify appropriate data inputs and suitable metrics to
assess climate-related financial risks.

Scenarios should include a spectrum of plausible, relevant and severe climate
pathways, and should cover the types of climate-related financial risks (physical,
transition and/or liability risks) to which financial firms are exposed and that affect
their businesses and risk profiles.

Financial firms should conduct scenario analysis over a range of time horizons and
assumptions while considering the benefits and limitations of such assumptions
and the models. Short-term analysis is typically used to assess the impact on the
firm’s risk profile and business operations, while longer-term analysis facilitates
assessment of business models in light of shifts in economic and financial system
structures.

Financial firms should use the results of scenario analysis as an input to analysing
the adequacy of their existing risk management framework, including designing
and implementing actions that mitigate the impact of identified climate-related
financial risks. Results of the stress tests should also be considered as part of the
internal capital and liquidity adequacy assessment processes, as detailed under
Principle 6.

Climate-related financial risk scenario analysis is a developing area and
approaches are expected to evolve and mature over time. Nevertheless, a climate-
related scenario analysis framework could, in the near term, assist financial firms
in identifying data and methodological limitations and uncertainties in climate-
related financial risk management, as well as helping inform the firm about the
adequacy of its climate-related financial risk management framework.
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1. BCBS — Principles for the effective management and supervision of climate-related
financial risks (June 2022)

2. BCBS — Climate-related financial risks: a survey on current initiatives (April 2020)

3. BCBS — Climate-related financial risks — measurement methodologies (April 2021)

4. BCBS — Climate-related risk drivers and their transmission channels (April 2021)

5. BCBS - Frequently asked questions on climate-related financial risks (December 2022)

6. Financial Stability Board (FSB) — Supervisory and Regulatory Approaches to Climate-
related risks (October 2022)

7. FSB and NGFS — Climate Scenario Analysis by Jurisdictions (November 2022)

8. International Association of Insurance Supervisors — Application Paper on the
Supervision of Climate-related Risks in the Insurance Sector (May 2021)

9. NGFS — Climate Scenarios (2022)

10. NGFS — Guide for Supervisors: Integrating climate-related and environmental risks
into prudential supervision (May 2020)
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Principles for Sustainability-Related Disclosures for Reporting Entities

INTRODUCTION

The UAE Sustainable Finance Working Group (SFWG) was established in 2019 to enable the UAE’s
economic transition and encourage the adoption of sustainable finance at the national level. The
members of the SFWG (the UAE Authorities) include ministries (Ministry of Finance, Ministry of
Economy, Ministry of Climate Change and Environment, the Office of the UAE's Special Envoy for
Climate Change), financial services regulators (the Central Bank of the UAE, the Securities and
Commodities Authority, the Financial Services Regulatory Authority of Abu Dhabi Global Market and
the Dubai Financial Services Authority), and UAE exchanges (Abu Dhabi Securities Exchange, Dubai
Financial Market and Nasdaqg Dubai).

In the UAE’s first set of Guiding Principles on Sustainable Finance published in January 2020, the SFWG
committed to promoting appropriate Environmental, Social and Corporate Governance (ESG)-related

reporting and disclosures. The SFWG also recommended that ESG reporting be consistent with
national disclosure obligations and take into account internationally recognised reporting standards
on ESG matters.

This document is the result of the work of the SFWG and contains Principles for Sustainability-related
Disclosures (the Disclosure Principles) for the domestic entities or branches and subsidiaries of foreign
entities falling under the purview of the UAE Authorities (the Reporting Entities). The SFWG members
recognise that adequate transparency in relation to the actual or potential impact of climate change
and other environmental, social and governance factors is essential to inform investors and protect
consumers, foster efficient functioning of financial markets and promote financial stability, while
driving the values of sustainability and social responsibility.

Transparency allows investors to make more informed decisions and evaluate investment risks and
opportunities. Measurement and high-quality sustainability-related disclosures allow organisations
and their relevant stakeholders to understand better both risk-adjusted returns and the progress
being made in managing and adapting to sustainability matters. It can also act as a market discipline
mechanism through which investors, shareholders and other stakeholders can exert influence on
companies and the investment industry to act in the best interests of society, by directing capital to
companies that positively contribute to sustainability.

The members of the SFWG consider it important to encourage transparency on sustainability-related
matters. Accordingly, in issuing these Principles, the SFWG members undertake to:

1. Consider implementation of recognised regulatory disclosure frameworks by relevant entities
under our respective remits in our respective jurisdictions;

2. Consider progressing towards full implementation of a prevailing disclosure framework or
frameworks to help support the UAE’s Net Zero Strategic Initiative in the context of stable
economic development; and
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3. Engage in capacity building activity and industry outreach with the relevant entities in our
respective jurisdictions in order to facilitate and prepare any such implementation.

OBJECTIVES OF THE PRINCIPLES

The objective of these Disclosure Principles is to pave the way and help prepare relevant entities in
the UAE to achieve high-quality and relevant ESG disclosures.

The SFWG members recognise the existence and widespread use of numerous reporting initiatives
and frameworks, which have developed over time around the globe and are being currently used in
the UAE. Some of these are industry-based, regionally or globally recognized frameworks and
standards, operating on a voluntary basis, including those issued by the Global Reporting Initiative
(GRI), the Sustainability Accounting Standards Board (SASB), the International Integrated Reporting
Council (lIRC), the Task Force on Climate-related Financial Disclosures (TCFD), the Climate Disclosure
Standards Board (CDSB) and the International Sustainability Standards Board (ISSB). The SFWG
members acknowledge that these frameworks may have different objectives and provide varying
perspectives on ESG-related matters.

The SFWG members also recognise that there exists an international movement towards greater
uniformity, such as the issuance of the ISSB disclosure standards and the ongoing development of
Pillar 3 disclosure requirements for banks by the Basel Committee on Banking Supervision, which may
pave the way for a global baseline framework in the future that complements and works alongside
other general disclosure frameworks.

APPLICATION OF THE PRINCIPLES

The Disclosure Principles constitute a declaration of common understanding among the SFWG
members on their minimum expectations in this area in their respective jurisdictions. Members of the
SFWG will consider the development and implementation of disclosures frameworks in line with the
Principles, if they have not already done so. Reporting Entities should also be aware of the Principles
as they relate to current and future efforts undertaken by Reporting Entities in the area of ESG
disclosures.

While the Disclosure Principles are endorsed by the entire SFWG, it remains at the discretion of each
of the Authorities to determine how the Disclosure Principles may be translated into their respective
regulatory frameworks. This means that the relevant Authority, when implementing disclosure
requirements based on these Disclosure Principles, may decide on matters including but not limited
to:

e which Reporting Entities the requirements apply to;

e the Reporting Entity’s type, profile or size threshold (if any) that must be crossed before
disclosure is applicable;

o the respective disclosure requirements to be followed;

e the reporting frequency for each disclosure requirement;

e whether to use voluntary, ‘comply or explain’ or mandatory avenues for given Reporting
Entities;
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o whether additional requirements or modalities relevant for specific types of Reporting Entities
are necessary to improve transparency; and
e the timeline to implement disclosure requirements in its jurisdiction.

IMPLEMENTATION

The SFWG members will communicate to the Reporting Entities their expectations in relation to the
publication of the sustainability-related information relevant to their investors, markets and
customers as well as to regulators. It is understood that the term “sustainability-related information”
may encompass both ESG and climate related considerations. The timing, frequency, scope of
application (including recognition of reporting at the group level), materiality and level of granularity
required for the reported information will need to be considered carefully for the purpose of providing
meaningful and adequate information. Unless otherwise determined by the relevant authority,
branches or subsidiaries of foreign entities may implement these Principles or equivalent standards at
the group level if applicable to avoid duplication of disclosures.

To ensure that adequate progress is being made, the SFWG members would expect to track the
respective Reporting Entities’ use and implementation of the applicable ESG disclosures frameworks,
including through the use of relevant regulatory tools.

In some instances, the SFWG may work in cooperation with the relevant stock exchanges who may
have a role to play in promoting and supporting this process. In some instances, exchanges may wish
to issue additional guidance in line with standards set by the relevant Regulator(s).

THE PRINCIPLES

PRINCIPLE 1

Reporting Entities should put in place adequate policies, procedures and systems allowing them to
report on sustainability-related matters.

1.1 Systems: Reporting Entities should put in place the internal reporting systems for monitoring, and
reporting on, material sustainability-related risks, and the processes to ensure that data gaps are
addressed within their data governance framework.!

1.2 Internal communication: Reporting Entities should ensure timely reports of data, information and
analysis to the board of directors and senior management to enable and underpin robust decision-
making internally.

1.3 Reporting: Reporting Entities should provide timely reports of data and sustainability-related
information to the public.

* The details related to the application of this Principlel are also cross-referred to in the UAE SFWG’s “Principles for

the effective management of climate-related financial risks”, in particular in Principle 5 on Monitoring and reporting
of climate-related financial risks.
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PRINCIPLE 2

In disclosing information about their sustainability-related risks and opportunities, Reporting
Entities should consider including the following factors.

2.1

2.2

2.3

2.4

2.5

2.6

2.7

2.8

2.9

2.10

2.11

Transparency: Reporting Entities should disclose relevant information about their sustainability
policies, practices, and performance to the public, including investors, customers, and
stakeholders.

Materiality: Reporting Entities should focus on disclosing all material sustainability risks and
opportunities that are relevant to their business and that have or could have a significant impact
on their financial performance. Information is deemed as material if omitting, misstating or
obscuring it could reasonably be expected to influence decisions that investors or other
stakeholders make.

Relevance: Reporting Entities should ensure that their sustainability disclosures are relevant
and useful to stakeholders, including investors, customers, and regulators, by providing context,
analysis, and insights that help them understand the risks and opportunities associated with
sustainability issues.

Comprehensiveness: The disclosure should facilitate comprehensive insight into Reporting
Entities exposures to potential sustainability-related impacts; the potential nature and size of
such impacts; the organisation’s governance, strategy, and processes for managing such risks,
and its performance with respect to managing the related risks and opportunities.
Consistency and comparability: Reporting Entities should use consistent and comparable
sustainability metrics and reporting standards. The disclosures should be presented using
consistent formats, language, and metrics from period to period to allow for assessment over
time.

Clarity: the information and data presented should be easy to read and understand by the
relevant audience. Necessary definitions, explanations and illustrations should be used to
facilitate the comprehension of the data and information presented.

Frequency and timeliness: Reporting Entities should provide timely and regular updates on
their sustainability performance, so that stakeholders can track their progress over time and
make informed decisions. When appropriate, the Reporting Entities should be prompt in their
issuance of interim reports and statements of interest and relevance to their stakeholders.
Stakeholder engagement: Reporting Entities should, where relevant, engage with stakeholders,
to understand their sustainability concerns and priorities, and use this feedback to improve their
sustainability disclosures and performance.

Verification and assurance: Reporting Entities should aim to use independent, third-party
verification and assurance to confirm the accuracy and reliability of their sustainability
disclosures, particularly for key performance indicators, metrics and targets.

Integration: Reporting Entities should integrate their sustainability disclosures into their overall
corporate reporting and governance frameworks, including their board discussions and annual
reports, financial statements, to ensure that sustainability is adequately embedded in their
business strategies and decision-making processes.

Continual review and improvement: Reporting Entities should strive for continual
improvement in their sustainability disclosures and performance, by setting adequate
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sustainability targets and regularly reviewing and updating their sustainability policies,
practices, and reporting.

PRINCIPLE 3

Sustainability-related disclosures should reflect the way in which an entity operates, including in
the areas of governance, strategy and risk management, and incorporate relevant metrics and

targets. While additional, specific disclosure requirements may apply depending on the type of
Reporting Entity, the following minimum disclosures would be expected from the Reporting Entities.

3.1

3.2

33

3.4

Governance: Information about the governance processes, controls, and procedures in place to
manage sustainability-related risks and opportunities. Disclosures should include information
on how the board of directors determines whether sufficient knowledge and skills are available
to understand and assess the impact of sustainability-related risks on the Reporting Entity, and
how sustainability-related risks and opportunities are taken into account in the board’s
oversight, decisions and actions. Disclosures should also cover the role of the senior
management in the governance processes for sustainability-related risks and opportunities.
Strategy: Information about how the Reporting Entity’s strategy incorporates sustainability-
related considerations, including risks and opportunities, as well as any relevant transition
plans. Information disclosed should include a description of how identified sustainability risks
and opportunities are expected to affect the Reporting Entity’s business model and financial
results over the short-, medium- and longterm, and the measures the Reporting Entity has
undertaken or plans to undertake to manage such risks and take advantage of the potential
opportunities.

Risk management: Information about sustainability-related risks and opportunities and how
they are being managed. Information disclosed should include the processes and policies the
Reporting Entity uses to identify, assess, measure, mitigate, monitor and report on
sustainability-related risk exposures, how those processes are integrated into the overall risk
management framework of the Reporting Entity, including capital and liquidity monitoring and,
if applicable, how scenario analysis is used to identify sustainability-related risks.

Metrics and targets: Information about the metrics and targets used to measure, manage and
monitor sustainability-related performance.

PRINCIPLE 4

To improve transparency and quality of sustainability-related, product-level disclosures, market

participants should consider the following elements when dealing with and offering sustainability-

related products.

4.1 Naming: Naming of sustainability-related products should ensure that the name of the product

accurately reflects the nature and extent of the product’s sustainability focus, including promoting
consistency with the product’s objectives, characteristics and strategies.
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4.2 Labelling and classification: Labelling and classification systems used for the purpose of
sustainability-related products should be clearly and correctly explained and inconsistent
application should be avoided.

4.3 Objectives disclosure: Sustainability-related products should contain clear disclosures in a form
appropriate for the product about sustainability-related objectives.

4.4 Strategies disclosure: Disclosures should be made in product offering documents about the
strategies of the sustainability-related products to achieve their sustainability goals.

4.5 Risk disclosure: Sustainability-related products should contain disclosures of material risks unique
to the product profile and arising from a product’s focus on sustainability.

4.6 Marketing materials: Marketing materials relating to sustainability-related products should be
fair, clear and not misleading.

4.7 Monitoring and reporting: Monitoring of compliance and reporting to customers in respect of the
sustainability-related product’s compliance with its objectives and characteristics, containing as
appropriate and available qualitative and quantitative information, should be put in place.
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UAE SFWG Summary of High-level design principles to inform the development of the UAE Sustainable Finance Taxonomy.pdf
The UAE Sustainable Finance Working Group (SFWG) issues a summary of the high-level
design principles to inform the development of the UAE Sustainable Finance Taxonomy

The UAE is committed to mitigating climate change and its environmental impact, which has been
exemplified by its Net Zero 2050 strategic initiative, COP28 hosting, and G20 participation. To
align with these commitments, the UAE is working to develop a sustainable finance taxonomy to
enhance governance and disclosure practices, based on benchmarking and insights from global
experts and financial regulators. The UAE Sustainable Finance Taxonomy will aim to improve
market clarity, transparency, and green investment opportunities. The Taxonomy will provide UAE
industries new business and investment opportunities for sustainable economic growth.

The development of the design principles was informed by a benchmarking study which reviewed
practices by international counterparts. This was then followed by a survey which was conducted
to gauge the view the UAE SFWG members regarding the design principles for the Taxonomy.
Through the survey, the respondents suggested the UAE Sustainable Finance Taxonomy should
have the following characteristics: simple and clear qualitative eligibility criteria; wide coverage of
potential users; voluntary guidelines based on gualitative descriptions evidenced by measurable
factors; include minimum social safeguard principles; use traffic-light approach; and be updated
on a periodic basis.

Deriving insights from the benchmarking and the survey, five design principles have been
identified, which are recommended to form the basis of the Taxonomy.

Principle 1 lays the foundation for developing simple qualitative guidelines and clear eligibility
criteria that will ensure the adaptability of the Taxonomy, thereby facilitating its broader
implementation within the UAE. The UAE SFWG aims to build taxonomy standards that primarily
use a qualitative approach to assess climate change mitigation and adaptation, requiring
measurable evidence through initiatives like Science Based Targets that align with international
standards like the Paris Agreement and UN Sustainable Development Goals for market
relevance. The qualitative guidelines include designing clear and explicit qualitative criteria with
regards to the scope of the Taxonomy; considering quantitative eligibility criteria to support the
gualitative guidelines of the Taxonomy; and articulating the qualitative goals in a concrete and
coherent roadmap.

Principle 2 introduces guidelines that aim to create a common language across the economy,
thereby encouraging the adoption of its values. The UAE SFWG believes that the Taxonomy
should be a voluntary initiative that allows market participation, thus enabling faster deployment.
Specific mandatory requirements contained in, for example, state requests for proposals, can
encourage widespread adoption and support the Taxonomy in the economy. Taxonomies typically
target generic user groups, such as financial institution users, capital market players,
intermediaries, and specific product users. Implementation of a voluntary guidelines approach in
the Taxonomy must consider defining the scope of application; providing compliance incentives;
and prescribing the voluntary dimension of its application.





Principle 3 considers traffic-light type alignment categorization as the most suitable model for the
Taxonomy to ensure the granularity of results with defined thresholds for activities and entities. In
the traffic-light classification, green indicates clear alignment, yellow highlights transitioning
activities, and red identifies activities incompatible with the Taxonomy's goals. In applying the
traffic-light classification, the UAE SFWG considers it important to define the traffic-light buckets;
list harmful activities that cannot transition; design the ‘traffic-light’ and its associated buckets as
an evolving framework; and classify the activities based on international frameworks.

Principle 4 addresses the need for setting minimum safeguards that aim to ensure adherence to
the Taxonomy and environmental objectives while preventing negative impacts on social issues,
taxation, competition, and anti-corruption. When applying this principle, the UAE SFWG will look
to align the Taxonomy’s standards with minimum safeguards and identify connections to the
Taxonomy’s overarching goals.

Principle 5 introduces periodical independent updates mechanisms that will maintain
competitiveness, align with business landscapes and prioritize sustainability, while staying
abreast with market and technological developments. The UAE SFWG believes that periodical
updates will be important to monitor technological and market developments; benchmark the
Taxonomy against peer taxonomies; and connect the Taxonomy to the market.

To establish a strong foundation for the Taxonomy, the UAE SFWG will aim to link it with
applicable existing UAE economic classification systems. This integration aims to help enhance
ease of use and adoption, promote interoperability, and strengthen the Taxonomy's effectiveness,
credibility, and integrity. The UAE SFWG will also leverage existing UAE sustainability-related
initiatives to ensure alignment between financial regulators and to promote the green
competitiveness of the UAE economy overall.






