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Discussion Points

Unlocking Islamic Climate Finance 



Today we live in a truly 
interconnected world with 

ecological limits. We now need 
to bring the system into balance 

by putting more emphasis in 
designing our systems with 

intrinsic values, such as 
relationship, openness and 

kindness 

(UNEP, Values Based Banking: 
Bringing the Voice of the Citizen into 

Finance)
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• The demand for financial services that are 
responsible and provide positive socioeconomic 
impact has substantially increased. 

• For example:
• Greenpeace, in a Youtube campaign, exposed Banco 

Santander’s loans of GBP400 million to a logging 
company expanding its operations in Indonesia. 

• After 3 million views in just 2 days and subsequent 
public protest, the bank announced within 48 hours that 
it would no longer lend to the company and that future 
lending would be based on new sustainability 
objectives. 

https://www.youtube.com/watch?v=58r1lNe1SNM

https://www.youtube.com/watch?v=TQQXstNh45g
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The World is Watching . . 

https://www.youtube.com/watch?v=58r1lNe1SNM
https://www.youtube.com/watch?v=TQQXstNh45g
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Source: World Economic Forum

Leading Risks 
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Emerging Risks in Climate Change
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Risks in South East Asia
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• 87% of millennials believe that business success should be
measured by more than just financial performance. 63% of British
millennials think values-based investing delivers the same or better
financial returns (2016 study).
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Risks of Inaction 
• Loss of business opportunities and financing options through a 

failure to adapt to changing market realities
• Higher overall risk exposure through a failure to understand the 

materiality of environmental and social risks 
• Potential pressure or disengagement of investors prioritizing 

sustainable investment choices
• Lack of preparedness for regulatory and policy adjustments
• Risks to reputation, credibility and image of the Islamic finance 

ecosystem through failure to respond to stakeholder expectations

Opportunities 
• New business opportunities and diversified Islamic financing 

options from new market understanding, allowing for competitive 
advantage

• Stronger, more resilient Islamic banks that are higher rated
• Improved reputation, credibility and recognition of the Islamic 

brand 
• Increased motivation and employee retention due to social impact
• Operational efficiencies and cost reduction through in-house 

application of sustainability projects (e.g. cost reduction through 
energy efficient branches)

Source: Adapted from UNEPFI Guide to Banking 
and Sustainability (2016)

CREATING VALUE THROUGH ISLAMIC GREEN BANKING
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The Response from Financial Institutions

9

Accounting treatment and 
disclosure frameworks more 
effective at tracking ESG activity

Push toward mandatory regulation 
for banks and climate reporting

ESG-related policies and standards 
require constant revision with 
global targets
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Globally, various institutions are financing 
targeted sectors of green industry 
(renewable energy, water, waste etc) 
based on landscape and sustainable 
direction of the respective countries.

Several models provide Islamic finance 
opportunity, but has Islamic Finance 
Innovated in the Net Zero Space? 

What about the Positive Climate Space?

Unfortunately, not yet. 
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FINANCIAL CENTRE Frankfurt 
(Germany)

London (United 
Kingdom)

Milan 
(Italy)

New York 
(United States)

Paris 
(France)

Tokyo
(Japan)

Toronto 
(Canada)

GREEN FINANCE 
INITIATIVE 

Accelerating 
sustainable finance

Green finance 
Initiative 

N/A N/A Finance for tomorrow N/A N/A

Green bond stock 
exchange listing name

N/A N/A N/A N/A Euronext green bond 
franchise 

N/A N/A

Green bond value € 26.6 bn € 10.1 bn € 9.8 bn € 4.7 bn € 23.4 bn N/A N/A

Green bond listed 198 55 83 19 51 N/A N/A

Certified green bonds 3 2 No 13 4 No No

Green Lending, Market 
& Actors

$ 17.0 bn from 5 
major lead arrangers

$ 8.7 bn from 5 
major lead 
arrangers

$ 4.5 bn from 3 
major lead 
arrangers

$ 11.8 bn from 8 
major lead 
arrangers

$ 17.2 bn from 5 
major lead arrangers 

(RE projects)

$ 37.20 bn from 5 
major lead 
arrangers 

$ 6.5 bn from 6 
major lead 
arrangers 

Green Asset Mgmt. 
Funds

N/A N/A N/A N/A 7 funds managed by 6 
asset managers

N/A N/A

Green Private Equity 
Funds

N/A N/A N/A N/A 7 PE funds
$ 700 mn invested in 

cleantech in 2016 
through 85 deals

N/A N/A

Green crowdfunding N/A N/A N/A N/A € 11.5 mn N/A N/A

Green crowdfunding 
platform

N/A N/A N/A N/A 13 N/A N/A

GREEN FINANCING INITIATIVES & INSTRUMENTS
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Case Study: Conventional Bank Climate Change Approach
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Case Study: Societe Generale – Methodology for assessing transition 
risks on credit portfolios
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BNM Survey on Climate Change Risk Integration
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Transition Strategies – The Quest for Net Zero

What is a TRANSITION STRATEGY and how does it 
relate to Sustainability?

Transition strategies are the plans which are at the core of moving to low 
emissions and finally, net zero

Supports the framework set by the G20 Sustainable Finance Working Group 
(SFWG), supports efficient allocation of capital across sectors toward net zero

The Taskforce on Climate-Related Financial Disclosures’ (TCFD’s) 2021 Status 
Report recommended the introduction of climate transition plans for FIs

There is no standard approach to transitioning

Micro-prudential guidelines are still being adjusted to ensure effective transition 
plans with practical oversight

Differences exist across jurisdictions

What is the purpose of TRANSITION 
STRATEGIES?
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Transition Funding Gaps

• OECD Research indicates that USD100 trillion 
is needed to fund sectors in reducing 
transition funding gaps across 5 sectors

• Islamic transition funding for decarbonisation 
is broadly unexplored

• Green Sukuk issuances have been limited, and 
decarbonisation infrastructure even more so

• Offshore jurisdictions like Labuan can support 
by identifying opportunities in the region, 
facilitate/manage funding proceeds and even 
support third party verification for such 
projects



What does Islamic Finance have to offer? 

✓Real Economy Financing and Investment

✓Shared Prosperity = Responsible Intermediation 

✓VBI Approach 

✓Green Sukuk

✓Shariah Governance – Sukuk

✓Islamic Social Finance Solutions for Climate Refugees

✓ Holistic Shariah Objectives
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Source: Khan & Thabit (2023)

Leveraging on Islamic Objectives to drive to Net Zero
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Green/SRI Sukuk refers to the financing of projects with the objectives to preserve and 
protect the environment and natural resources; conserve the use of energy; promote the use 
of renewable energy; reduce greenhouse gas emission; or improve the quality of life of 

society.
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GREEN SUKUK
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A total of 150 green sukuk were issued worth of $7.6 billion from 4 jurisdictions

489
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Source: Refinitiv, 2020
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Source: Refinitiv Eikon (2022)

Green Sukuk Types

Country Issues Amount Issued 

(million USD)

Avg. Tenure 

(years)

%Avg. Coupon

EuroBond 11 $11,479.400 5 2.7

Indonesia 2 $725.916 2 5.2

Malaysia 87 $638.465 6 4.8
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Extension of period of tax incentive on issuance of Sustainable and Responsible Investments Sukuk

•Effective from years of assessment 2016 to 2020, a tax deduction is given on the issuance cost of Sustainable and Responsible Investments (SRI) 

Sukuk* either approved by, authorised by, or lodged with the Securities Commission of Malaysia.

•It is proposed that the above tax incentive be extended for another 3 years.

Effective: Years of assessment 2021 to 2023

SRI Sukuk refers to the financing of projects with the objectives to preserve and protect the 

environment and natural resources; conserve the use of energy; promote the use of renewable energy; 

reduce greenhouse gas emission; or improve the quality of life of society.

Incentivising Green Issuance



Case Study – Tadau Energy
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Case Study: Tadau Energy

▪ Solar energy firm Tadau Energy Sdn Bhd had successfully issued RM250 million worth of 
sustainable responsible investment (SRI) sukuk, making it the first green sukuk issued in 
Malaysia.

▪ The proceeds raised will be used to finance a 50MWac solar project in Kudat, Sabah, 
which was secured under two 21-year power purchase agreements (PPAs) entered into 
with Sabah Electricity Sdn Bhd (SESB)

▪ SRI sukuk framework for green projects must ensure that proceeds raised are used to 
fund eligible SRI projects in natural resources, renewable energy and/or energy 
efficiency sectors in order to be eligible for tax deductions under SRI sukuk incentives.

▪ There are three underlying contracts utilised in this sukuk namely istisna’, ijarah and 
ijarah mausufah fi zimmah.
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TADAU ENERGY SDN BHD

Sukuk Trustee/SPV 
Sukuk Issuer 

Tadau
Energy

1. Declaration of Trust2. Trust Deed

Tadau Energy as 
Contractor

Tadau Energy as 
Lessee

Tadau Energy as 
Servicing Agent

4. Istisna’ 
Price

6. Advance 
Rental 

Payment

5. Forward 
Lease

Agreement

8. Service 
Agency 

Agreement

1. Sukuk
Issuance

2. Sukuk
Proceed

Sukuk Holders/Investors

3. Istisna’ Agreement

3. To Construct and 
deliver the asset

Cashflow

Process-flow

Documentation

Steps/Process

Sukuk Trustee/SPV 
Sukuk Issuer 

Tadau
Energy

Tadau Energy as 
Contractor

a) At inception during construction of 
the asset:
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Sukuk Trustee/SPV 

Tadau Energy as 
Contractor

Tadau Energy as 
Lessee

Tadau Energy as 
Purchaser

10. Final 
Rental 

Payment

10. Lease
Agreement 
of the asset

11. Sale of 
Asset

Sukuk Holders/Investors

9. Istisna’ Agreement

9. To notify completion 
of asset and deliver

Cashflow

Process-flow

Documentation

Steps/Process

11. Purchase 
Payment

10. Periodic Rental Payment and 
Final Dissolution amount

b) Post completion of asset and at 
maturity:
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•SRI Sukuk Guidelines of 
the SC Malaysia

•Funding climate refugee 
crisis in parts of the Asia 
and Central Africa 
through Social Impact 
Sukuk

• ICM Solutions for 
Decarbonisation 
Infrastructure is limited

•Sectoral green finance 
already implemented

• Islamic green mortgages 
on the rise

• Islamic SL Financing 
gaining ground 

Islamic 
Banking

Islamic 
Capital 

Markets

Replicating 
Islamic 
Green 

Regulation

Islamic 
Social 

Finance
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Embedding climate change criteria in Shari’ah Compliance 
assessments to encourage Islamic Finance support 

Strengthening Shari’ah governance and Shari’ah risk to integrate 
decarbonisation guidelines

Encouraging innovation in green Islamic products, incentivising, 
empowering and enlightening

Standardising maqasidic dimensions in the quest for net zero, and 
encourage disclosure

Benchmarking, adapting and improving traditional offerings



Thank you
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