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with the Green Bond Market expected 
to reach over USD 250-300bn in 2018, 
Lee Irvine and Samir Safar-Aly of 
Simmons & Simmons look at the 
potential for the growth of a Green 
Sukuk market in the Middle east.

CULtIvAtInG 
GReen SUKUK

ISLAMIC FInAnCe

Volume 12 | Employment  |  51



T    he first Green Bond was issued in 2007 by the European Investment 
Bank and since then the market designation of what constitutes a 
Green Bond has continues to evolve. Typically it involves where the 
proceeds of a particular issuance are earmarked for investment into 

environmentally-friendly projects. The European Investment Bank  has now 
issued 135 Green Bonds in 18 currencies, with a value totalling over USD 10.2bn 
to support such projects.

Historically, it has been international agencies, governments or government-
related entities (GREs) who  have issued Green Bonds to finance their infrastruc-
ture needs. The first sovereign Green Bond was issued by poland in  December 
2016 and other nations, such as France, Fiji and nigeria have also notably made 
their mark on this industry. 

However, more recently, the private sector has started  issuing Green Bonds 
and in 2018, their global issuance is expected to be around USD 250-300bn. As 
this market has developed, Green Bonds have moved away from being self-
certified and the industry has developed various frameworks which provide 
structured  guidelines on the required criteria for a Green Bond.  

GREEN BOND PRINCIPLES
In January 2014, 13 major banks came together under the International Capital 
Markets Association (ICMA) to launch the Green Bond principles (GB principles), 
which serve as voluntary guidelines for issuing Green Bonds. 

The GB principles provide general guidelines for the issuance of Green Bonds 
covering: 
•	 the use of proceeds; 
•	 the process for project evaluation and selection; 
•	 the management of proceeds; and 
•	having a system of reporting containing quantitative and/or qualitative 

performance indicators, although they explicitly leave it to the bonds’ 
issuer to determine how the investment fits within the eligible ‘Green’ 
categories.

Having said this, the GB principles suggest various methods for signatories to go 
about formulating their assurance methodology when issuing Green Bonds, such as: 
•	 second party expert consultations; 
•	publicly available reviews and audits; and /or
•	 third party independent verification and/or certification.

CBI FRAMEWORK
In november 2011, the Climate Bonds Initiative (CBI), an investor-focused not-for-
profit organisation based in the UK which is dedicated to addressing ways in 
which bond markets can play a role in climate change, launched the Climate Bond 
Standards and Certification Scheme (CBI Scheme). 

In order to be certified as a  ‘Climate Bond’ (i.e. a Green Bond that as been certi-
fied by the CBI), the bond issuer must engage an independent third-party verifier 
to confirm compliance with the Climate Bond Standards (the CBI Standards) and 
conduct an audit of the proposed bond. This  verifier must be approved by the 
Climate Bond Standards Board (CBI Board). 

CBI STANDARDS
The CBI Standards:
•	 fully incorporate the GB principles mentioned above but add an extra layer of 

verification; and  
•	provide for technical criteria that the underlying project must comply with.

Currently there are sector-wide technical criteria within the CBI Standards 
for different forms of renewable energy (solar, wind, marine and geothermal) 
and for low carbon transport, buildings and water infrastructure.  other criteria 
being developed include forestry, hydropower, bioenergy, land use, agriculture 
and waste management.    

Under the CBI Scheme, the issuer must also annually certify their compli-
ance with the CBI Standards to the CBI Board and provide bondholders 

with details of the underlying project and certain 
obligations under the  CBI Standards (in order 
to continue being able to market the bond as 
a CBI-certified Green Bond, or Climate Bond). 
By ensuring that proceeds both flow to eligible 
projects  and are backed by eligible assets, 
the CBI Scheme (which is applicable to project  
bonds, portfolio bonds, corporate bonds where 
proceeds are subjected to  ‘ring-fencing’ rules, 
and sovereign bonds) provides confidence that 
funds further the delivery of a low-carbon and 
climate resilient economy. 

GREEN SUKUK REGULATION
In 2014, in Malaysia, which is one of the largest Sukuk 
markets in the world, the financial regulator (Suruhan 
Sekuriti – the Securities Commission Malaysia (SCM))
took the lead by issuing guidelines for SRI (Sustainable 
and Responsible Investment) Sukuk, which have been 
incorporated into the existing general Malaysian Sukuk 
regulatory framework. Although the guidelines cover 
a broad range of eligible projects,  they do specifically 
include projects that:
•	 preserve and protect the environment and natural 

resources; 
•	 conserve the use of energy; 
•	 promote the use of renewable energy;  
•	 reduce greenhouse gas emissions; or 
•	 improve the quality of life for society. 

The Malaysian SRI Sukuk guidelines impose disclo-
sure requirements detailing  an eligible SRI project if a 
prospectus is issued, complete with a statement that 
the project has  ‘complied with the relevant environ-
mental, social and governance standards or recognised 
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best practices relating to the eligible SRI project.’ Unlike  Malaysia in 
the run-up to its inaugural  Green Sukuk  issued bythe Government 
of Indonesia adapted a framework where it specifically  incorpo-
rated ICMA’s GB principles which are  voluntary industry developed 
guidelines into its own framework and governance processes.

GREEN SUKUK FIRSTS
In 2017, using these Malaysian SRI Sukuk guidelines and working 
with the World Bank, the Central Bank of Malaysia and the SCM, 
Tadau Energy issued the world’s first Green Sukuk in the form 
of  Islamic  Medium Term notes. This was used for the financing 
of a 50MV solar plant  which  used  a combined Istisna and Ijara 
structure.  Since then, several other issuers have followed suit and 
in 2017, Indonesia issued the world’s first sovereign Green Sukuk 
based on a Wakala  structure which had a USD 1.25bn issuance 
and was used to  support environmentally friendly and renewable 
energy projects.  The  issuance was made under the Government 
of Indonesia’s USD 25bn trust  certificate issuance programme 
which provides both Wakala and Ijara strategies.

A GREEN SUKUK FOR THE MIDDLE EAST
Up until now there have been no Green Sukuk from issuers in the 
Middle East, although the first Green Bond from the region was 
issued by the national Bank of Abu Dhabi (now First Abu Dhabi 
Bank) in March 2017.  There are  also several sovereign-sponsored 
green initiatives taking place  in the region that require financing 
and  investment, which could  be the trigger for the development 
of a Middle East Green Bond and Green Sukuk market.  These 
include the following:
•	The Abu Dhabi Vision 2030, which envisages having non-oil 

sectors of the economy making up 64% of the Emirate’s GDp 
by 2030.  At the World Future Energy Summit in 2009, Abu Dhabi 
also announced a target of generating 7% of its energy capacity 
with renewable sources by 2020;

•	The King Abdullah City for Atomic and Renewable Energy (KA-
CARE), which published its ambitious plans to produce and invite 
interest in developing 54,000 MW of renewable energy by 2032, 
requiring investments worth more than USD 60bn, many of which 
also fall within planned projects under the Saudi Vision 2030; and

•	 The Dubai Integrated Energy 2030 Strategy (developed by the 
Dubai Supreme Energy Council), which plans that solar energy will 
account for 5% of Dubai’s total energy mix by 2030.  For example, 
with a planned capacity of 1,000MW by 2020, and 5,000MW by 
2030, and a total investment of AED 50bn, the Sheikh Mohammed 
bin Rashid Al Maktoum Solar park has already begun construction 
and is set to be the world’s largest single-site solar project. The 
Dubai Electricity and Water Authority (DEWA) has also stated in its 
Sustainability Report 2013, that the solar park will provide ‘global 
financial investment opportunities in green finance.’. The UAE has 
also set itself exemplary targets for 2021 under the Cop21 paris 
Climate Agreement.  

In the UAE there are also new legislative developments which 
could have an influence on this area. on 1 october 2018, Federal 
Decree law no. 9/2018 on public Debt (public Debt law) came into 
force.  As a result of this law, for the first time the UAE established 
a framework for UAE Federal  bonds and Sukuk issuances in order 
to help  develop its primary and secondary financial markets.  It 
is worth noting that the public Debt law specifically states that 
public debt can be allocated for infrastructure projects. Therefore 
it may only be a matter of time before we  see a sovereign-backed 
Green Sukuk issuance in the region.  

Ethical, environmental and socially responsible values are 
all areas  which are deeply entrenched within Islamic theology 
and jurisprudence.  Therefore, as the Islamic finance industry 
develops further, it will only be a matter of time before SRI, 
ethical and  ‘green’ financial products draw upon guidance from 
the rich heritage of Islamic teachings on the environment and 
social development. 
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