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ESG INITIATIVES BY IFSCA - PROMOTING INNOVATION AND TRANSPARENCY FOR SUSTAINABLE GROWTH

IFSCA's ESG initiatives, align with global sustainability goals and aim to foster responsible and sustainable
investments.

These Policy and regulatory frameworks, including ESG debt securities listing, green debt securities disclosure,
fund managementregulations and innovative FinTech support, enhance transparency and accountability.

The regulatory sandbox for sustainable finance and Green FinTech Grantincentivizes innovative solutions in green
finance, contributing to India's goal of net zero emissions by 2070.

INTRODUCTION
In the recent years, environmental, social and governance (“‘ESG”) factors have emerged as the crucial pillar in

guiding responsible and sustainable investments.” The International Financial Services Centres Authority (“IFSCA?)
recognizing the significance of ESG initiatives in achieving sustainability and fostering economic growth, has taken
proactive steps to integrate ESG initiatives within the Gujarat International Finance Tech-City (“GIFT City"). This article
explores the multifaceted impact of IFSCA's ESG initiatives on sustainability and growth, elucidating the meticulous
strategies and policy frameworks that are shaping a new era of responsible finance in GIFT City.

I.POLICY AND REGULATORY FRAMEWORK

IFSCA has implemented several initiatives to promote ESG investments in GIFT City, including strategic partnerships
with organizations such as the Climate Policy Initiative? (“CPP’) and the Council on Energy, Environment and

Water® (“CEEW”). These measures have resulted in comprehensive policy and regulatory frameworks designed to
enhance transparency, accountability and sustainable investments in line with recognized frameworks.

1. Listing of ESG debt securities

IFSCA introduced the IFSCA (Issuance and Listing of Securities) Regulations, 2021, which lay down specific
requirements for the listing of ESG debt securities labelled as "green," "social," or "sustainability” or “sustainability-

linked” securities on recognized stock exchanges within the International Financial Services Centre (“IFSC’).5 The

funds raised through these securities are directed toward projects adhering to recognized frameworks,® thereby
promoting responsible investments.

The move notonly encourages issuers to adhere to sustainability objectives but also provides investors with the

necessary transparency and information to assess the impact of their investments. The regulation puts an obligation
on the issuer of securities to make mandatory annual disclosures regarding the utilization of proceeds, allocation to
projects/assets and qualitative/quantitative performance indicators of the expected/achieved ESG impact. Additional

disclosures are to be provided in the offer document or information memorandum.” Furthermore, the requirement for
independent external reviewers to confirm alignment with recognized framework further enhances credibility and
ensures compliance with recognized standards.

2. Disclosure requirements for green debt securities

IFSCA, in alignment with the Securities and Exchange Board of India, revised Chapter IX of the operational circular
for non-convertible securities.® This revision aligns the framework for green debt securities with the updated Green
Bond principles recognized by International Organization of Securities Commissions. This revision ensures
additional disclosure requirements for issuers, including project eligibility criteria, taxonomies and certifications,
thereby, enhancing investor protection and transparency in the market.

3. Fund regulation

IFSCA in order to promote consistency, reliability and comparability in sustainability related disclosure concerning
ESG schemes, issued a circular on January 18,2023, ®specifically for fund managers launching and managing ESG
schemes. The circular mandates fund managers intending to launch and manage ESG schemes'® to make
mandatory initial disclosures pertaining to nature and extent of the scheme's, ESG-related investment objectives,
strategies and methodology for ESG investment. The disclosures include initial investments, monitoring engagement
and exits. Additionally, for a retail scheme launched by a fund manager, besides making annual disclosures, the fund

manager will also be required to make mandatory half yearly periodic disclosures to maintain transparency and

credibility. "’
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Furthermore, IFSCA has taken a significant step towards promoting sustainability through the IFSCA (Fund

Management) Regulations, 2022 (“‘AM Regulations”).'? The FM Regulations require fund managers managing asset
under management (“AUM’) exceeding USD 3 million to address material sustainability-related risk and
opportunities in their investment decisions. The regulations mandate such fund managers to establish policies
governing the management of such material sustainability risks and opportunities along with making mandatory
disclosures with respect to their processes for addressing and integrating ESG considerations and investment
schemes related to ESG. Moreover, the FM Regulations require all fund managers (regardless of AUM or investment
strategy) to clearly disclose in their private placement memorandum whether or not sustainability related risks are
incorporated in the decision-making thereby providing transparency to investors.

4. IFSCA Guidance framework on Sustainable and Sustainability linked lending by financial institutions (“SF
Framework”)"?

SF framework promotes sustainable lending practices among financial institutions including all IFSC Banking Units
and Finance Company/Finance Units operating in the IFSC. The framework mandates lending institutions
undertaking lending as one of the permitted activities to allocate a minimum of 5% of their gross loans and

advances'“ towards green, social, sustainable or sustainability-linked sectors/facilities.'® This framework
emphasizes mandatory development of a comprehensive Board-approved policy on sustainable and sustainability-

linked Iending.16 The framework also mandates that the policy should cover borrower assessment, use of proceeds,
project evaluation and selection, reporting mechanisms, monitoring and de-classification of lending facilities, along
with selection of KPIs, reporting and performance verification.

The SF framework further mandates the lending institutions to report on overall sustainable financing and sector-wise

classification of ESG financing on a bi-annual basis."”

Il. INNOVATION INCENTIVES IN GIFT CITY

Incentives within GIFT City are instrumental in promoting innovation in sustainable finance.

1. Regulatory Sandbox

The regulatory sandbox for sustainable finance offers FinTech entities a secure environment to develop and test
innovative sustainable finance solutions. To qualify, entities must demonstrate the novelty of their concepts and
showcase potential benefits. Successful participants receive a "Limited Use Authorization" and may access

incentives and grants under the IFSCA FinTech Incentive Scheme 20228, including the Green Fintech grant thereby

stimulating sustainable finance innovation for both start-ups and entities collaborating with IFSCA."®

2. Green FAnTech Grant

The Green FinTech Grant fosters collaboration among the government, academia and industry to support India's
2070 net-zero emissions target. Eligible FinTech Entities under the Green FinTech framework may receive a grant of
up to INR 75 lakhs to further their efforts in sustainable finance. The grants received by the applicantare on a
reimbursement basis and the applicantis obligated to achieve certain milestone with respect to the grant taken by
him under the scheme.

CONCLUSION

The initiatives and policy framework introduced by the IFSCA to promote sustainable finance through GIFT City
represent a significant step towards responsible and socially conscious investing. The introduction of specific
regulations for listing ESG debt securities, strategic partnerships with organizations like CPl and CEEW and the
establishment of a regulatory sandbox, demonstrate India's commitment to responsible investing. These measures
not only encourage issuers to adhere to sustainability objectives but also provides investors with the necessary
transparency and information to assess the impact of their investments, while helping to mitigate the risk of
greenwashing.

Additionally, the incorporation of sustainability considerations into the FM Regulations marks a significant
advancementin the aligning financial interest with goals of sustainability and responsible investment for a more
resilient and environmentally conscious financial sector. These regulations require all fund managers to disclose
their approach to sustainability risks in decision-making, with a specific mandate for fund managers overseeing AUM
above USD 3 billion to address sustainability-related risks and opportunities. This initiative not only enhances
transparency within the industry but also empowers investors to actively contribute to the growth of sustainable
finance in GIFT-IFSC.

IFSCA’s multifaceted approach, backed by strategic partnerships, regulatory initiatives and financial incentives,
positions GIFT City as a nexus of innovation and sustainability in the world of finance. By promoting responsible and
sustainable investing practices, GIFT City is not only contributing to financial growth but also playing a pivotal role in
advancing environmental and social well-being, in line with the global shift towards ESG considerations.

— Sehar Sharma, Rahul Rishi & Radhika Parikh

You can direct your queries or comments to the authors.
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