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EXECUTIVE SUMMARY

A\

The white paper, "Capital Markets as Catalysts for Net Zero Targets in the Decarbonization Journey
of Pakistan through the London Stock Exchange Group,” examines the pivotal role of capital
markets infrastructure, particularly the London Stock Exchange (LSE), in facilitating Pakistan's
transition to a low- carbon economy; detailing the extensive climate-related challenges Pakistan
faces, which include catastrophic floods, severe air pollution from smog, unprecedented
heatwaves, accelerated glacier melting, and coastal erosion due to rising sea levels, all of which
contribute to Pakistan's acute vulnerability to climate change despite its minimal contribution to
global greenhouse gas emissions, emphasizing the urgent need for climate resilience and
international support.

The paper provides a detailed analysis of Pakistan's current emissions landscape, breaking down
data across the energy, agriculture, forestry, other land use (AFOLU), and industrial sectors. In the
energy sector, significant transitions are noted, such as the shift from a predominant reliance on
gas and oil to a more diversified mix incorporating renewable energy sources. Despite these
advancements and alternatives, fossil fuels continue to dominate, resulting in high carbon
intensities. The industrial sector's projected emissions surge, set to increase by 230% by 2030,
underscores the critical need for comprehensive emissions reduction strategies and sustainable
industrial practices.

The paper shares insight into Pakistan's regulatory and policy framework for climate change,
outlining key initiatives such as the National Climate Change Policy, the Green Pakistan
Programme, and the National Electric Vehicle Policy. These policies aim to promote renewable
energy adoption, improve energy efficiency, and bolster climate resilience. The financial
mechanisms discussed include green bonds, sustainability-linked bonds, and emerging carbon
markets. Notably, Pakistan's inaugural green bond issuance by the Water and Power Development
Authority (WAPDA) is presented as a landmark achievement, attracting significant international
investment and underscoring the potential of green finance in driving sustainable development.

A critical component of the white paper is the strategic utilization of the London Stock Exchange's
Sustainable Bond Market (SBM) to raise capital for Pakistan's decarbonization efforts. The LSE's SBM,
with its diverse array of green, sustainability, and social bonds, offers a robust platform for Pakistani
issuers. The SBM's stringent transparency and reporting standards, coupled with its globall
recognition and extensive international investor base, provide a compelling case for its use. The
introduction of innovative financial instruments such as sustainability-linked and transition bonds,
which tie financial outcomes to the achievement of predefined sustainability targets, is highlighted
as a key advantage in aligning financial incentives with environmental goals.

The paper also addresses the need for creating a supportive ESG (Environmental, Social, and
Governance) framework within the Pakistan Stock Exchange (PSX) and the Securities and Exchange
Commission of Pakistan (SECP). Recommendations include developing a comprehensive green
policy framework, standardizing ESG data analytics tools, establishing an ESG index, and
implementing extensive training and capacity-building programs. The alignment with the LSE's ESG
reporting guidance is crucial in elevating the reporting standards of PSX-listed companies and
attracting foreign direct investment.

? Faraz Khan MBE
CEO & Partner, Spectreco
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ABOUT SPECTRECO

We are a global sustainability,
technology, advisory, and

Implementation company.

Spectreco is your partner in building a better world, offering an innovative, data-driven
approach and ready-to-deploy solutions. Backed by a century of collective expertise and a
global perspective, we streamline compliance across multiple jurisdictions, with a focus on
built infrastructure across industries, transforming sustainability challenges into strategic
advantages for investors, businesses, and governments alike.

Spectreco is a collaboration between Spectra Holdings LLC and Sustainadility LLC, USA,
offering expertise in Climate Action Agendas, ESG Investing, Built Infrastructure, Investment
Management, Sustainable Supply Chain, Green Financial Instruments, Technology, and Data.
We work closely with governments and the private sector, engaging in various initiatives
such as economic growth & investment, climate policies, financing, circular economy
principles, and more. Our board brings extensive experience in strategic initiatives,
investment management, and financial analysis for both public and private enterprises.
With a proven track record in delivering impactful ESG solutions, we are committed to
assisting businesses in achieving their sustainability goals while ensuring simplicity,
compliance, and adaptability across jurisdictions.
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CHAPTER |
PAKISTAN - A VICTIM OF CLIMATE INJUSTICE

According to Jeffrey D. Sachs, Jeff, burning fossil fuels between 1850 and 2020 has resulted
in cumulative emissions of 1.69 trillion tons of CO2, with the US accounting for roughly 24.6%
(417 billion tons), despite only having 4.2% of the 2021 world population. High-income
countries combined (including the US, Europe, Japan, and a few others) are responsible for
around 58.7% of cumulative CO2 emissions, yet only represent 15% of the global population.
Conversely, Pakistan's contribution was 5.2 billion tons of CO2, about 0.3% of historical
emissions, which is significantly lower than its 2.9% share of the global population and its
disproportionate burden of climate-related damage.

Sachs underlines one of the crucial inequities in global climate responsibility; significant
disparity between contributions to CO2 emissions and the resulting climate-related
damages necessitates urgent action.

Pakistan’s GHG Emissions by Year (C02e MT Millon)
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US GHG Emissions by Year (CO2e MT’ Milion)
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From 1950 to 2022, Pakistan experienced devastating impacts from floods, resulting in
significant loss of life, property, and economic stability. Between 1950 and 2009, floods
caused a total financial loss of approx. $20 billion, a death toll of 8,887, and 109,822 villages
damaged or destroyed, affecting an area of 407,132 square kilometers. The 2010 floods
alone resulted in a staggering $10 billion in losses, about 2,000 fatalities, destruction of
17,553 villages, and the inundation of 160,000 square kilometers. In 2022, the country faced
another catastrophic flooding event, with over 1,700 fatalities, including 453 children, and
12,867 injuries reported by November. The floods affected 90 districts, displaced around 8
million people, and put 33 million individuals, or 15% of the population, at risk. The economic
impact was severe, with estimated losses of $12.5 billion and a predicted inflation rate of
30% —the highest in history.

Additionally, 33% of arable land—7 million hectares—was impacted, leading to a 25-30%
reduction in agricultural output. This reduction is significant given agriculture’s critical
contribution to GDP. The floods also heightened social vulnerabilities, with 650,000 pregnant
women and 73,000 newborns needing urgent care, and increased risks of gender-based
violence due to the displacement of roughly 1 million homes. Even though Pakistan’s
contribution to global greenhouse gas emissions is less than 1%, the effects of climate
change continue to strike disastrous blows to the nation’s economy and sustainability,
prompting the urgent need for international compensation and support to address these
recurrent and worsening disasters.
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Observed Seasonal Precipitation (Pakistan)
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Source: Climate Change Knowledge Portal (World Bank)

Similarly, Smog poses a very severe issue in Pakistan, particularly in Punjab, with significant
health and environmental impacts. Since the late 1990s, smog has spread from Upper
Punjab, including Lahore's industrial belt, to Southern Punjab and Sindh, now occurring in
October and November. Pakistan ranks as the 4th most polluted country globally, with an
average PM2.5 level of 68 ug/m3, exceeding the WHO guideline of 10 ug/m3, resulting in an
unhealthy AQI of 155. In 2022, Lahore's air quality consistently showed toxic levels,
exacerbating lung-related ailments and reducing life expectancy. Since the early 2000s,
pollution levels have risen by 40%, cutting life expectancy by 12 years, with an annual loss of
3.8 years. Efforts to curb smog, such as adopting Euro 5 standard cars and deploying anti-
smog squads and the National Clean Air Policy launched by the Ministry of Climate Change
have so far been ineffective.
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Pakistan is facing dire consequences from increasingly severe heatwaves, which are a
harbinger of climate change and signal a rapidly warming planet. Cities like Jacobabad
have reported temperatures as high as 51°C, placing them among the hottest places on
Earth. The early onset of heatwaves in March and April, traditionally cooler months, signals
an unusual break of current climate patterns. Statistical data reveals a disturbing trend:
intense heatwaves, which were once a decadal occurrence, are now becoming annual
phenomena. This shift has profound implications for public health, with high mortality rates
in densely populated and poorly equipped urban areas. For instance, in 2014, temperatures
in Mohenjo Daro soared to 52.2°C, nearing historical highs, severely disrupting daily life and
commerce. Moreover, the heatwaves exacerbate environmental challenges, such as forest
fires. In May and June 2022 alone, Pakistan experienced 210 forest fires, largely due to
extreme temperatures and significantly reduced rainfall=62% below normal in March and
74% in April. These conditions lead to drier soils and more flammable vegetation, causing
fires like the one in Balochistan’s Koh-e-Sulemani range, which destroyed vast areas of
UNESCO-heritage pine nut forests and olive trees. This not only affects local biodiversity but
also the livelihoods of communities dependent on these resources. As climate change
continues to intensify, Pakistan’s socio-economic vulnerabilities are starkly highlighted,
demanding urgent action to mitigate these escalating impacts.

Pakistan, with over 7,200 glaciers, faces a critical challenge as these glaciers melt at an
accelerated rate, with Himalayan glaciers losing ice at a pace ten times higher than the
historical average. In 2022, rising temperatures exacerbated glacier melting in Gilgit-
Baltistan and Khyber Pakhtunkhwa, forming over 3,000 glacial lakes, including 33 at high risk
of bursting, threatening 7.1 million people. The scaling up of the Glacial Lake Outburst Flood
Risk Reduction project, launched in 2017 with UNDP support, aims to mitigate these risks
through early warning systems, protective infrastructure, and community training,
potentially benefiting 700,000 people directly and 24,000 indirectly. This initiative has
conducted 51 training sessions involving around 2,000 individuals and installed 50
automatic weather stations, and numerous hydrological monitoring devices. Despite these
efforts, the 2022 floods impacted over 33 million people, with 1,700 fatalities and significant
economic losses. Additionally, black carbon pollutants from neighboring countries like India
and China, constituting up to 80% of the deposits on Karakoram glaciers, further accelerate
melting. This rapid glacier loss threatens Pakistan’s water supply, agricultural productivity,
and hydropower generation, highlighting the urgent need for international cooperation and
effective local governance to address the multifaceted impacts of climate change.

Pakistan’s coastline, stretching over 990 kilometers along the Arabian Seaq, faces significant
challenges due to rising sea levels and eroding shorelines. Approximately 10% of Pakistan'’s
population resides alongside the coast, and 40% of the nation’s industry is situated in this
vulnerable zone. The mean sea level along the coast at Pasni has been rising at a rate of
about 1.1 mm per year, posing a growing threat to coastal resources and infrastructure. This
seemingly small increase, coupled with the impacts of global warming, features profound
implications for sustainable coastal zone management. The Indus Delta, a low-lying tidal
flat zone, is particularly at risk. A projected sea level rise of about 2 meters could potentially
submerge or encroach upon approximately 7,500 square kilometers of this area.
Additionally, the Baluchistan coast, with its low-lying regions, may also experience
significant impacts. Despite some tectonic uplift along the Makran coastline, which is
estimated at 1-2 mm per year at Ormaraq, the rising sea levels and increased frequency of
tropical cyclones exacerbate the vulnerabilities of these coastal areas. The interplay
between natural hazards and climate change demands urgent and effective adaptation
strategies to protect both the natural and human assets in Pakistan’s coastal regions.
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CHAPTER 2
PAKISTAN'S DECARBONIZATION LANDSCAPE

Emission Metrics and Projections

Energy Sector:

Pakistan’'s energy sector has experienced significant transitions over the past decade,
profoundly affecting its emissions profile. In 2013-14, primary energy was heavily reliant on
gas (46.3%), oil (34.4%), and hydro (11.4%), with coal, nuclear, and LPG contributing
marginally at 5.4%, 1.8%, and 0.5%, respectively, and imported power at 0.1%. By 2019-20, this
mix shifted as gas and oil usage decreased to 35% and 26%, respectively, while coal usage
increased markedly to 15%. The contributions of hydro, nuclear, and LPG adjusted to 8%, 3.5%,
and 1%, respectively, with LNG and renewable energy emerging at 11% and 1%. By 2024, total
electricity generation reached 122,934 GWh, with thermal sources (Cool, oil, gos) dominating
at 60.9% (74,862 GWh), followed by hydel at 23.7% (29,181 GWh), nuclear at 12.4% (15,182 GWh),
and renewables at 3% (3,709 GWh). Despite these changes, fossil fuels still meet 60.9% of the
electricity demand, leading to high carbon intensities, peaking at 550 gC02-eq/kWh in
December and 650 gC0O2-eq/kWh in January. In 2021, energy-related CO2 emissions
reached 202 Mt CO2, representing 0.6% of global emissions and a 114% increase since 2000.
The residential (46%) and industrial (26%) sectors are the largest energy consumers,
highlighting an urgent need for Pakistan to enhance energy efficiency, diversify its energy
sources to mitigate environmental impacts, and manage rising electricity demands
effectively.

Agriculture, forestry, and other land use (AFOLU) Sector:

Pakistan's AFOLU sector remained one of the highest emitters of the country's greenhouse
gas (GHG) emissions profile in 2017, contributing 37% of the total emissions, equivalent to
132.96 Mt CO2-eq. The agricultural sector observed as the dominant emitter, is responsible
for 34% of the total emissions. Within the AFOLU sector, the primary sources of emissions
were enteric fermentation and agricultural soils, which together account for 82% of the
sector's emissions. This underscores the significant impact of livestock and soil
management practices on Pakistan's GHG emissions. Methane (CH4) was the most
prevalent GHG in this sector, primarily due to a 3% annual increase in emissions from
enteric fermentation. Additionally, emissions from agricultural soils grew at an even faster
rate of nearly 4% per year, highlighting the difficulties in curbing emissions amid ongoing
agricultural expansion.
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Emissions from Pakistan’s Agriculture Sector CO2e (MT” Million)

400

350

300

250

200

150

100

50

Industry:

According to a fact sheet by the International Institute for Sustainable Development (1ISD)
and PITCO, Pakistan’s industrial emissions are on a trajectory to increase by a staggering
230% between 2012 and 2030, showcasing the expansion and intensification of the sector.
This surge signifies a rise from an estimated 59 million metric tons of CO2 equivalent
(MtC0O2e) in 2012 to about 196 MtCO2e by 2030. This projection underscores the pressing
need for comprehensive strategies in emissions reduction and sustainable industrial
practices. The expected increase highlights the substantial impact of industrial growth on
the country's overall carbon footprint, necessitating urgent policy interventions and the
adoption of cleaner technologies to mitigate the environmental impact while supporting
economic development.

Projected GHG Emissions in Industry (MtCO2)

70
60
50
40
30
20

o o

Other Brick Pulp and Fertilizer Iron and sugar Mineral  Chemical Metal oDs
Industries Paper Steel 9 Products  Industry  Production Substitutes

m 2012 2015 2020 2025 2030

Cement Textiles

C spectreco PAGE 10

Ctrl+Alt+Sustain



CcO

Regulatory and Policy Framework

Regulation/Policy

Description

Pakistan
Environmental
Protection Act (1997)

This foundational legislation initiates the framework for
environmental protection and pollution control in Pakistan. It
includes regulations on emissions and discharges by mandating
environmental impact assessments (ElAs) for projects and
imposes penalties for non-compliance. The act is implemented by
the Pakistan Environmental Protection Agency (EPA).

Pakistan Renewable
Energy Policy (2006)

This policy aims to reduce dependency on fossil fuels by
promoting the use of renewable energy sources. It offers
incentives for renewable energy projects, streamlines procedures
for project approvals, and includes a net metering policy for solar
energy. Implemented by the Alternative Energy Development
Board, this policy has significantly increased the installed capacity
of renewable energy, particularly wind and solar.

National Climate
Change Policy
(NccP) (2012)

The NCCP provides a strategic framework to tackle climate
change through both mitigation and adaptation measures. It
emphasizes the promotion of renewable energy, enhancement of
energy efficiency, and development of sustainable transportation
systems. The policy is implemented by the Ministry of Climate
Change and has led to various projects aimed at increasing
resilience and reducing greenhouse gas emissions.

Nationally
Determined
Contributions (NDCs)
(2016)

As part of its commitments under the Paris Agreement, Pakistan
aims to reduce its greenhouse gas emissions by 20%, by 2030
compared to the business-as-usual (BAU) scenario. The focus is
on energy, agriculture, forestry, and waste management sectors.
The Ministry of Climate Change is responsible for implementing
and monitoring progress towards these targets.

Green Pakistan
Programme (2016)

This initiative seeks to increase forest cover and improve
biodiversity through mass afforestation and reforestation
campaigns, conservation of existing forests and biodiversity, and
community involvement in conservation efforts. Implemented by
the Ministry of Climate Change, the program has led to significant
improvements in forest cover and biodiversity conservation.

National Energy
Efficiency &
Conservation Act
(2016)

This act promotes energy efficiency and conservation across all
sectors, with key provisions including the establishment of energy
standards and labeling, mandatory energy audits for large
consumers, and incentives for adopting energy-efficient
technologies. The act is implemented by the National Energy
Efficiency and Conservation Authority (NEECA).

spectreco
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Clean Green Pakistan
Index (2019)

This framework ranks cities and towns based on environmental
performance, assessing cleanliness, green cover, sanitation, and
water management. It aims to incentivize cities to improve their
environmental practices. The Ministry of Climate Change
implements this policy, encouraging competition among cities for
better environmental performance.

Alternative and
Renewable Energy
Policy (2019)

This comprehensive policy aims to promote alternative and
renewable energy sources, with a target of achieving 30%
renewable energy by 2030. It offers incentives for investors and
simplifies the approval process for renewable energy projects.
Implemented by the Ministry of Energy (Power Division), the policy
has attracted significant investments in renewable energy.

National Electric
Vehicle Policy (2019)

This policy framework aims to reduce emissions from the
transportation sector by promoting the adoption of electric
vehicles (EVs). It includes subsidies and tax incentives for EVs, the
development of EV infrastructure, and policy targets for EV
penetration. The Ministry of Climate Change is responsible for
implementing this policy, which has led to a gradual increase in
the adoption of EVs and the development of charging
infrastructure.

National Adaptation
Plan (2023)

The plan provides a strategy to enhance resilience against
climate change impacts by identifying vulnerable sectors,
developing adaptation strategies, and integrating adaptation
measures into national planning. Implemented by the Ministry of
Climate Change, the plan aims to improve the resilience of
communities and ecosystems to the adverse effects of climate
change.
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CHAPIER 5
LEVERAGING THE LONDON STOCK EXCHANGE FOR
DECARBONIZATION

Why London Stock Exchange?

The London Stock Exchange (LSE) established itself as a leader in sustainable finance
through its Sustainable Bond Market (SBM), which was the first major exchange to launch a
dedicated Green Bond Segment. This initiative underscores LSE's commitment to addressing
climate risks and promoting sustainable practices within the financial sector. The SBM offers
a diverse range of green, sustainability, social, and issuer-level classified bonds, catering to
the varied needs of issuers and investors committed to fostering a low-carbon and
sustainable economy. The LSE's expertise in primary and secondary markets, data, and
post-trade services further enhances the SBM's appeal as a comprehensive solution for
sustainable finance.

The SBM stands out due to its broad spectrum of financial products, from simple bonds to
complex instruments like asset-backed securities. This diversity allows issuers to find
suitable instruments tailored to their needs and provides investors with numerous
sustainable investment options. The SBM's history of innovation and global recognition is
highlighted by hosting world-firsts in terms of currency, geography, and structure, including
the first certified green bonds from regions like Chinag, India, the Middle East, and North
Africa. This pioneering spirit has solidified the SBM's role as a global hub for sustainable
finance, attracting a diverse pool of international investors.

A key strength of the SBM is its extensive and sophisticated international investor base,
characterized by long-term orientation and a strong commitment to sustainable finance.
Listing on the SBM enables issuers to tap into this deep reservoir of global liquidity, which is
vital for the success of sustainable finance initiatives. The LSE actively engages with
investors to ensure the market remains dynamic and responsive to the evolving needs of
both issuers and investors. This engagement is supported by the SBM's high standards of
transparency and disclosure, which require securities to meet stringent requirements,
including external reviews, sustainability frameworks, and annual sustainability reports.

Flexibility is another hallmark of the SBM, offering dedicated segments for green, social,
sustainability, and issuer-level classified bonds, including those eligible for green revenues
and sustainability-linked instruments. Bonds listed on the SBM can be admitted to the LSE’s
Main Market and International Securities Market (ISM), providing issuers with multiple
options for market access. The SBM's range of secondary market trading options ensures
that issuers can offer investors appropriate liquidity and price discovery
mechanisms,further enhancing its appeal. The SBM’'s impressive credentials are reflected in
its hosting over 500 bonds, raising a total of £210 billion, and attracting more than 135
companies globally.
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The LSE's SBM is distinguished by its thorough framework for transparency and reporting,
requiring issuers to adhere to stringent guidelines and maintain transparency about the
use of proceeds. This includes external reviews and annual sustainability reports that
provide independent verification of issuers’ claims and performance, ensuring investors
have the necessary information to make informed decisions. The SBM’s emphasis on
certified use of proceeds, involving second opinions and third-party verifications aligned
with International Capital Market Association (ICMA) principles, guarantees that funds are
utilized for their intended sustainable purposes. This rigorous certification process builds
trust, maintains investor confidence, and ensures that bonds deliver substantial
environmental and social benefits, reinforcing the LSE's role as a trusted partner in

sustainable finance.
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Recommendations for Capital Raising through LSE

The following table outlines aligning capital raising strategies for Pakistan's decarbonization
journey with the London Stock Exchange'’s Sustainable Bond Market (SBM) mandate. The
framework integrates advanced green finance and stock market terminologies, outlining
specific roles for Advisory, Consultation, and Facilitation. Key strategies include leveraging
LSEG’s advanced sustainable finance data and analytics capabilities, integrating local
market intelligence, and utilizing FTSE Russell's expertise to launch green indices linked to
PSX entities, ensuring robust disclosures and transition plans, engaging PSX in global
partnerships such as GFANZ, TPI, UN SSE to ensure impactful and mutually beneficial
collaboration. Other recommendations include obtaining Green, Social, and Sustainability
Bonds through ESG due diligence, structuring green bond frameworks, and obtaining
external certifications. It also covers issuing Sustainability-Linked and Transition Bonds by
developing transition frameworks and engaging third-party verifiers. Market segmentation
and listing flexibility are optimized via feasibility studies and liquidity management advice.
Investor engagement is enhanced through targeted roadshows and ESG integration
processes. Governance and transparency adhere to stringent standards, including ESG risk
assessments and TCFD reporting. Lastly, collaboration and capacity building for securing
international partnerships, participating in knowledge exchange and organizing workshops
to foster a robust green finance ecosystem, ensuring effective mobilization of financial
resources for Pakistan's sustainable development.

Mode of cooperation  Strategy Key Actions and Roles

Partnership on Data Leverage LSEG's Advisory: Conduct comprehensive market

and Analytics advanced sustainable intelligence analysis to identify specific
finance data and data requirements and gaps in Pakistan’s
analytics capabilities, sustainable finance landscape. Develop
integrating local frameworks to integrate localized data
market intelligence. (including environmental, social, and

governance [ESG| metrics) with LSEG's
global analytics platforms for enhanced
decision-making

Consultation: Tailor LSEG's ESG Data
Solutions to align with Pakistan’s market
conditions, utilizing environmental, social,
and governance (ESG) data scoring
models. Implement advanced data
analytics techniques such as predictive
modeling, machine learning, and artificial
intelligence (Al) to enhance data insights.

Facilitation: Establish data-sharing
agreements and partnerships with local
institutions to improve data granularity
and reliability. Create comprehensive data
pipelines and infrastructure for seamless
integration of local data into global
platforms, ensuring real-time data
analytics capabilities.
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Index Creation Utilize FTSE Russell’s Advisory: Assess the feasibility of

Expertise expertise to launch developing bespoke green indices tailored
green indices linked to to Pakistan’s market, focusing on thematic
PSX entities, ensuring investments and sector-specific ESG
robust disclosures and  criteria. Identify PSX entities suitable for
transition plans. inclusion in green indices based on robust

ESG screening and ratings methodologies.

Consultation: Develop sophisticated index
methodologies incorporating factors like
carbon intensity, renewable energy
exposure, and climate resilience. Provide
advisory on enhancing corporate
disclosure practices in alignment with
international standards such as GRI, SASB,
and TCFD.

Facilitation: Collaborate with FTSE Russell
to design and launch multiple green
indices, utilizing quantitative analysis and
back-testing to ensure index robustness.
Facilitate capacity-building workshops for
PSX entities on improving ESG disclosures
and developing detailed transition plans.
Implement comprehensive data collection
and validation frameworks to ensure the
reliability and integrity of index
constituents.

Global Partnerships Engage PSX in global Advisory: Conduct strategic assessments
partnerships such as to identify and prioritize global
GFANZ, TPI, and UN SSE partnerships that align with Pakistan’s
to ensure impactful sustainability and financial objectives.
and mutually Develop strategic engagement plans for
beneficial PSX to participate in global initiatives such
collaboration. as the Glasgow Financial Alliance for Net

Zero (GFANZ), and Transition Pathway
Initiative (TPI).

Consultation: Provide expertise on the
compliance requirements, reporting
standards, and strategic benefits of joining
global partnerships. Assist PSX in aligning
its governance structures, risk
management frameworks, and reporting
practices with international best practices
and standards.

Facilitation: Coordinate multi-stakeholder
interactions between PSX and global
partners to establish and enhance
collaborative frameworks. Organize joint
initiatives, including research
collaborations, policy advocacy, and
capacity-building programs to foster
mutual benefits. Facilitate PSX's active
participation in global sustainability
forums, working groups, and thought
leadership platforms, ensuring knowledge
transfer and continuous improvement.
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Sustainable Bond
Issuance

Utilize Green, Social,
and Sustainability
Bonds for
decarbonization
projects aligned with
LSE's SBM mandate.

Advisory: Conduct project eligibility
assessments in line with Green Bond
Principles (GBP), Social Bond Principles
(SBP), and Sustainability Bond Guidelines
(SBG), Perform detailed Environmental,
Social, and Governance (ESG) due
diligence and impact assessments

Consultation: Develop and structure
green bond frameworks including Use of
Proceeds (UoP), project selection criteria,
and management of proceeds. Facilitate
external reviews and certifications, such as
Second Party Opinions (SPOs), Verification,
and Environmental, Social, and
Governance (ESG) Ratings.

Facilitation: Assist issuers in preparing
and submitting required documentation to
LSE. Coordinate roadshows and investor
briefings to communicate project benefits
and secure investments. Implement Green
Taxonomy alignment to ensure
compliance with regulatory standards.

Sustainability-Linked
and Transition Bonds

Issue
performancebased
bonds tied to Key
Performance
Indicators (KPIs) and
Sustainability
Performance Targets
(SPTs)

Advisory: Develop transition frameworks
following the Climate Transition Finance
Handbook and ICMA Sustainability-Linked
Bond Principles. Conduct materiality
assessments to identify relevant KPIs and
SPTs

Consultation: Structure bond terms,
including coupon adjustments linked to
sustainability targets - Engage third-party
verifiers for external validation of KPIs and
SPTs. Utilize Environmental Impact
Assessments (EIAs) to support bond
frameworks.

Facilitation: Support issuers in integrating
Sustainability-Linked Bond terms into legal
documentation. Organize monitoring and
reporting mechanisms to track progress
against targets and communicate results
to stakeholders. Facilitate alignment with
Transition Pathway Initiatives (TPI)
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Market Segmentation  Optimize market Advisory: Conduct feasibility studies to

and Listing Flexibility access and visibility determine optimal listing venues within
through tailored LSE, including the Main Market and
segmentation and International Securities Market (ISM).
listing options on LSE. Provide strategic advice on leveraging

SBM'’s dedicated segments for Green,
Social, and Sustainability bonds.

Consultation: Assist in the preparation of
listing applications and compliance with
LSE's listing rules. Advise on liquidity
management strategies, including
market-making and secondary market
trading options. Develop market access
strategies incorporating Global Depositary
Receipts (GDRs) and American Depositary
Receipts (ADRs)

Facilitation: Coordinate with LSE’s listing
and posttrade teams to ensure seamless
processing. Facilitate communication
between issuers, underwriters, and
investors to optimize market access.

Investor Engagement  Access and engage d Advisory: Conduct market research to

and Global Reach sophisticated identify target investor segments,
international investor including impact investors, ESGfocused
base committed to funds, and institutional investors. Develop
sustainable finance. tailored engagement strategies to attract

long-term, sustainability-oriented capital.
Utilize ESG Integration and Screening
processes to align with investor
expectations.

Consultation: Organize investor
roadshows, ESG webinars, and dedicated
sustainability briefings. Develop
comprehensive investor communication
materials, including Impact Reports and
Sustainability Narratives. Apply
Environmental, Social, and Governance
(ESG) Impact Metrics to measure and
communicate project outcomes.

Facilitation: Facilitate direct interactions
between issuers and investors through
one-on-one meetings and virtual
roadshows. Utilize LSE's network and
platforms to enhance the visibility and
reach of sustainable bond issuances.
Implement Sustainable Finance Disclosure
Regulation (SFDR) alignment to meet
investor requirements.
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Governance, Adhere to rigorous
Transparency, and governance,
Reporting transparency, and

reporting standards in
line with LSE's SBM
requirements.

Advisory: Develop robust governance
frameworks to oversee sustainable bond
issuances, including the formation of
Green Bond Committees. Conduct ESG risk
assessments and implement mitigation
strategies.

Consultation: Align bond issuances with
ICMA’s Green Bond Principles, Social Bond
Principles, and Sustainability-Linked Bond
Principles. Prepare detailed annual reports,
including UoP, impact metrics, and
adherence to sustainability commitments.
Develop frameworks for Task Force on
Climate-related Financial Disclosures
(TCFD) reporting.

Facilitation: Engage third-party auditors
and verifiers to ensure compliance with
reporting standards. Maintain a
continuous dialogue with investors
through regular updates and disclosures.
Facilitate alignment with Global Reporting
Initiative (GRI) standards for
comprehensive sustainability reporting.

Collaboration and Partner with
Capacity Building international

organizations and
build local capacity
for sustainable finance

Advisory: Identify and secure strategic
partnerships with global institutions such
as the World Bank, IFC, and regional
development banks for technical
assistance and funding. Advocate for
supportive regulatory frameworks and
policies to foster local green finance
markets.

Consultation: Participate in international
forums and knowledge exchange
initiatives to stay abreast of best practices
and emerging trends. Develop and
implement local capacity-building
programs to enhance the expertise of
stakeholders in green finance. Utilize
Climate Resilience frameworks to support
project development and implementation.

Facilitation: Organize workshops,
seminars, and training sessions on
sustainable finance practices, ESG
integration, and green bond issuance.
Facilitate collaboration between local
financial institutions, regulators, and
international experts to build a robust
green finance ecosystem. Implement
Capacity Building Initiatives (CBIs) to
enhance technical skills and market
readiness.
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CHAPITER 4
LEVERAGING THE LONDON STOCK EXCHANGE TO

CREATIVE A CONDUCIVE ESG LANDSCAPE AT THE
PAKISTAN STOCK EXCHANGE AND SECP

LSE’'s ESG Guidance

Before discussing the ESG landscape at PSX and SECP, let’s have a brief overview of LSE’s
ESG Guidance.

Section

Description

Strategic Relevance

Stresses the necessity for issuers to explain the relevance of ESG
factors to their business models and strategies. This includes
addressing longterm and macroeconomic trends such as climate
change, demographic shifts, and technological advancements.
Companies should illustrate how they are positioned to benefit
from these trends or mitigate associated risks. Integration of both
financial and non-financial performance requires leadership and
support from the Board and senior management.

Investor Materiality

Defines materiality from the investors’ perspective, highlighting
that different investors have varied views on what is considered
material. Companies should conduct a thorough materiality
assessment to identify ESG issues most relevant to their business.
This process should align with global standards and peer
reporting to ensure comparability. The guidance emphasizes
linking ESG performance directly with business strategy and
financial and operational performance.

Investment Grade

Data

Outlines the essential characteristics of high-quality ESG data:
accuracy, boundaries, comparability and consistency, timeliness,
external assurance, and balance. Accurate data collection
systems and internal assurance processes are crucial. ESG data
should be aligned with the fiscal year and business boundaries,
using consistent global standards to facilitate comparability.
External assurance can enhance data credibility. Issuers should
provide raw and normalized data and present a balanced view of
performance, including both positive and negative aspects.

CcO
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Global Frameworks

Discusses key ESG reporting standards and frameworks including
GRI, IIRC, SASB, UN Global Compact, CDP, CDSB, and TCFD. These
frameworks are instrumental in standardizing ESG reporting, thus
making information more comparable and reliable for investors.
Increased use of these global standards by companies is essential
for integrating sustainability into mainstream investment dialogue.

Reporting Formats

Guides different ESG reporting formats: annual report, standalone
sustainability report, and integrated report. Each format has its
advantages and trade-offs. Annual reports integrate ESG data
with financial reporting, providing a comprehensive view.
Standalone reports offer a dedicated space for detailed ESG
information but may isolate it from core business activities.
Integrated reports aim to offer a holistic view by combining ESG
and financial information but may require supplementary data for
depth. Issuers should select the format that best meets their and
their investors' needs.

Regulation and
Investor
Communication

Highlights the proliferation of ESG-related regulations and the
necessity for companies to navigate these effectively. Over 80% of
the world’s top economies mandate some form of ESG reporting.
The guidance underscores the importance of not just complying
with regulations but using them to enhance investor-focused ESG
disclosures. UK and Italian regulations, for instance, mandate
specific ESG disclosures, and issuers should leverage these
requirements to improve their reporting quality.

Green Revenue
Reporting

Advises on reporting revenue from green products and services,
emphasizing the importance for investors to understand issuers’
exposure to the low carbon economy. Issuers should identify and
quantify revenues from environmentally beneficial products and
services and integrate this with broader financial and carbon
reporting. Clear reporting on green revenues can attract
investment by showcasing how companies are positioned to
benefit from the transition to a low-carbon economy

Debt Finance

Covers ESG reporting guidelines for fixed-income issuers and
emerging standards for green bonds. Highlights that ESG factors
are critical for bond investors who need this information to assess
the likelihood of interest and capital repayment. Green bonds,
which fund environmentally friendly projects, require clear criteria
for project selection and use of proceeds. The London Stock
Exchange supports green bond listings and mandates issuers to
provide an external review document to verify the green nature of
the bonds.
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The relevance of the London Stock Exchange Group’s (LSEG) ESG reporting guidance to
emerging markets, and specifically to the Pakistan Stock Exchange (PSX), is pivotal in
advancing the integration of robust ESG frameworks within these rapidly evolving financial
ecosystems. Emerging markets, including Pakistan, are increasingly under the scrutiny of
global investors who prioritize sustainable and responsible investment opportunities. LSEG's
ESG reporting guidance offers a meticulously structured approach that can significantly
elevate the reporting standards of companies listed on the PSX.

By adhering to LSEG's guidance, PSX-listed companies can enhance their ESG transparency
and accountability, which are critical factors for attracting foreign direct investment (FDI)
and gaining a competitive advantage. The framework's emphasis on strategic relevance
requires companies to articulate how ESG factors are integrated into their business models
and strategies, enabling them to demonstrate resilience and adaptability in the face of
macroeconomic and environmental challenges. This is particularly crucial for emerging
markets where the impact of climate change and socio-economic dynamics can be
profound.

The focus on investor materiality within LSEG's guidance ensures that companies prioritize
and disclose ESG issues that are most pertinent to their operational and financial
performance, aligning with the expectations of international investors who seek
comparable and decision-useful data. For the PSX, adopting these materiality principles
can lead to more insightful and relevant ESG disclosures, facilitating better risk
management and long-term value creation.

Moreover, LSEG's guidance on investment-grade data underscores the necessity of high-
quality, accurate, and reliable ESG data. For PSX-listed entities, this entails developing
rigorous data collection and assurance processes, ensuring that ESG information is as
robust and verifiable as financial data. The incorporation of global standards and
frameworks, as advocated by LSEG, can aid Pakistani companies in harmonizing their ESG
reporting with international best practices, thereby enhancing their credibility and
investment appeal on a global scale.

In the realm of green revenue reporting, LSEG's guidelines provide a clear methodology for
identifying and reporting revenues derived from environmentally sustainable products and
services. This can be instrumental for Pakistani companies in communicating their
contributions to the low-carbon economy and attracting green finance. The PSX can
leverage these reporting standards to highlight the sustainable practices of its listed
companies, thereby positioning itself as a forward-thinking exchange committed to
sustainable development.

Current State of ESG at PSX and SECP

Pakistan Stock Exchange

In April this year, PSX issued an “ESG Primer” which serves as an essential guide for Pakistani
companies and investors, highlighting the importance and benefits of integrating
Environmental, Social, and Governance (ESG) practices into corporate strategies. The
primer is part of a broader initiative to enhance ESG awareness, reporting, and
performance among listed companies. It aims to educate companies about ESG risks and
opportunities, guide stakeholders on the utilization of ESG data, and provide practical
advice for producing comprehensive sustainability reports. The primer underscores the role
of ESG reporting in fostering transparency, regulatory compliance, risk management, and
innovation. It also emphasizes the need for Pakistani companies to align with global ESG
standards and practices, especially given the country's vulnerabilities to climate change
and the increasing demands from international investors for greater corporate
transparency and sustainability. Through initiatives like the formation of an ESG Task Force
and membership in the UN Sustainable Stock Exchanges Initiative, PSX is committed to
promoting a sustainable business ecosystem and improving the overall competitiveness of
Pakistan's capital market.
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However, there are significant gaps in PSX's ESG landscape. Here is a brief overview of each

gap:

Gap

Description

Absence of a
Clear Green
Policy
Framework

The Pakistan Stock Exchange (PSX) and the Securities and Exchange
Commission of Pakistan (SECP) are devoid of a robust green finance
regulatory framework. This deficiency results in suboptimal market
signaling and an adverse selection problem, where environmentally
sustainable projects fail to attract the necessary capital. The lack of clear
taxonomies and certification standards for green bonds and IPOs
contributes to market opacity, increasing due diligence costs and
information asymmetry. Without regulatory incentives such as tax breaks or
subsidies, the cost of capital for green projects remains high, deterring
potential issuers. Furthermore, the absence of an overarching green policy
limits the ability to benchmark and monitor green finance performance
against international standards, thus impairing the credibility and
attractiveness of PSX as a hub for sustainable investment.

Lack of
Standardized
ESG Data
Tools

The PSX does not provide a harmonized suite of ESG data analytics tools,
which is critical for enhancing the granularity and comparability of ESG
disclosures. This gap results in significant challenges in the quantitative
integration of ESG factors into financial models, impacting risk-adjusted
return profiles and alpha generation strategies. The lack of standardization
hinders the use of advanced ESG data analytics, such as machine learning
algorithms for ESG scoring and predictive analytics. This inconsistency
poses significant challenges for portfolio managers in constructing ESG-
compliant investment strategies and limits the ability to perform
comprehensive stress testing and scenario analysis.

Groundwork
for ESG Index

The foundational elements required for the creation of an ESG Index by the
PSX are notably lacking. Developing an ESG Index necessitates rigorous
methodological rigor, including the establishment of quantitative and
qualitative criteria for constituent selection, weighting schemes, and
rebalancing protocols. The absence of such groundwork impedes the
construction of an index that accurately reflects the sustainability
performance of the market. This gap also impacts the capacity to develop
derivative products, such as ESG-linked ETFs (Exchonge—Troded Funds) and
futures, which are essential for providing liquidity and risk management
tools for investors. Moreover, the lack of an ESG Index reduces the PSX's
ability to attract sustainable capital flows from global institutional investors,
who increasingly seek benchmarks aligned with ESG criteria. Establishing a
credible ESG Index requires collaboration with established index providers
and adherence to international best practices in index governance and
maintenance.

Need for
Training and
Capacity
Building
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There is a critical need for comprehensive capacity-building initiatives to
enhance the ESG competencies of PSX-listed companies. The current deficit
in structured training programs results in substandard ESG disclosures that
fail to meet the expectations of sophisticated market participants and
regulators. Partnering with leading institutions such as the London Stock
Exchange Group (LSEG) can facilitate the transfer of best practices in ESG
reporting and integration. Training should encompass a wide array of
topics, including ESG materiality assessment, advanced data analytics,
stakeholder engagement, and integration of ESG factors into corporate
governance and strategic planning. Building this capacity is essential for
improving the overall quality and reliability of ESG disclosures, thus
enhancing the investment capability of listed companies and aligning them
with the evolving expectations of global capital markets.
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Recommendations for addressing the gaps

Addressing the gaps listed above requires a perfect mix of advisory, consultations, and
training programs in coordination with local partners and the London Stock Exchange.

Gap

Role of Advisory, Consultation, and Training

Absence of a Clear
Green Policy
Framework

Advisory: Engage ESG Advisory services to develop a comprehensive
green finance regulatory framework incorporating taxonomies
aligned with the EU Taxonomy for Sustainable Activities and the
Climate Bonds Initiative (CBI) standards. Provide strategic advice on
integrating green finance principles into the Securities Act and the
Stock Exchange listing requirements.

Consultation: Consult with industry stakeholders to draft detailed
certification standards for green bonds and IPOs. Assist in
establishing regulatory incentives such as tax credits, interest
subsidies, and lower capital requirements for green investments.
Facilitate the development of benchmarking tools to monitor green
finance performance against the Green Bond Principles (GBP) and
Green Loan Principles (GLP).

Training: Conduct advanced training programs for regulators,
financial institutions, and corporate issuers on the new green finance
framework. Training should cover taxonomy application, certification
processes, and utilization of financial incentives, incorporating case
studies from leading green finance markets like the EU and Japan.

Lack of Standardized
ESG Data Tools

Advisory: Provide strategic guidance on implementing standardized
ESG data analytics tools compliant with frameworks such as the Task
Force on Climate-related Financial Disclosures (TCFD), the Global
Reporting Initiative (GRI), and the Sustainability Accounting Standards
Board (SASB).

Consultation: Develop a centralized ESG data repository for the
aggregation, standardization, and dissemination of ESG data.
Integrate advanced analytics, including machine learning algorithms
and natural language processing (NLP) for ESG scoring and predictive
analytics. Facilitate the alignment of ESG data tools with global
indices such as MSCI ESG and FTSE4Good.

Training: Offer specialized training for financial analysts, portfolio
managers, and corporate ESG teams on advanced ESG data
analytics tools. Training should include the application of Al and
machine learning in ESG data processing, integrating ESG factors into
financial models, and performing scenario analysis for climate risk
assessment.
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Groundwork for ESG
Index

Advisory: Develop a detailed methodological framework for
constructing an ESG Index, including quantitative and qualitative
criteria for stock selection, weighting schemes based on ESG scores,
and rebalancing protocols. Ensure the methodology aligns with
international standards from index providers like MSCI, FTSE Russell,
and S&P Dow Jones Indices.

Consultation: Facilitate partnerships with leading index providers to
ensure methodological rigor and credibility. Assist in the
development of ESG-linked financial products such as ETFs and
derivatives, enhancing market liquidity and offering risk management
tools for institutional investors.

Training: Implement advanced training programs for index providers,
financial product developers, and institutional investors. Training
should focus on the construction, management, and benefits of ESG
indices, including the use of derivative instruments for cutting down
on ESG risks and enhancing portfolio performance.

Need for Training and
Capacity Building

Advisory: Design and implement a comprehensive ESG training
curriculum tailored to the needs of PSX-listed companies, leveraging
best practices from global leaders like the London Stock Exchange
Group (LSEG) and the New York Stock Exchange (NYSE). Provide
strategic guidance on embedding ESG factors into corporate
governance, strategic planning, and financial reporting.

Consultation: Offer ongoing Consultation services to assess training
effectiveness and recommend continuous improvement strategies.
Facilitate the transfer of best practices in ESG reporting and
integration from leading global institutions, ensuring alignment with
international standards such as GRI, SASB, and the Integrated
Reporting Framework (IRF).

Training: Conduct a series of advanced training sessions, workshops,
and certification programs to build ESG competencies among
corporate leaders, board members, and ESG professionals. Training
should cover ESG materiality assessment, advanced data analytics,
stakeholder engagement, and integration of ESG factors into
investment decisionmaking processes, with practical applications
and real-world case studies.
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Securities and Exchange Commission of Pakistan (SECP)

The Securities and Exchange Commission of Pakistan (SECP) has issued the ESG Regulatory
Roadmap and draft guidelines to bolster ESG disclosures among listed companies but it is
full of certain gaps.

Gap Description

Voluntary The draft guidelines are voluntary, leading to inconsistent adoption

Nature of across listed companies. This lack of enforceability risks superficial
Guidelines compliance and undermines the comparability and reliability of ESG data,

which can reduce the overall impact on improving corporate
sustainability practices and investor confidence.

Lack of Sector
Specific ESG
Metrics

The provided ESG performance indicators are generic and not tailored to
specific industries. This can result in inadequate or irrelevant reporting for
various sectors such as heavy industry, financial services, and technology,
failing to capture the nuanced environmental, social, and governance
impacts unique to each sector.

Integration with
Existing
Regulatory
Frameworks

The guidelines lack detailed integration with other existing regulatory
requirements, such as the Listed Companies (Code of Corporate
Governance) Regulations, 2019. This can create regulatory overlap,
confusion, and compliance inefficiencies, complicating the corporate
reporting landscape.

Enforcement
and
Accountability
Mechanisms

There is no clear mechanism for monitoring compliance, enforcement, or
accountability within the guidelines. This absence can lead to a lack of
incentive for companies to genuinely integrate ESG considerations into
their strategies and operations, resulting in only superficial adherence.

Stakeholder
Engagement
and Materiality
Assessment

The guidelines mention stakeholder engagement but lack detailed
strategies for conducting comprehensive materiality assessments. This
deficiency can limit the relevance and credibility of ESG disclosures, as
companies might not effectively identify and prioritize the ESG issues
most pertinent to their stakeholders.

Phased
Implementation
Plan with
Specific
Milestones

The roadmap outlines a phased approach but lacks detailed timelines,
milestones, and performance indicators. This ambiguity can result in
delays and reduce the effectiveness of the implementation process,
making it difficult to track and drive the adoption of ESG practices.

Capacity
Building and
Resource
Allocation

While there is an emphasis on awareness and advocacy, there is limited
focus on concrete capacity-building initiatives. Smaller companies may
lack the resources and expertise to effectively implement ESG reporting
practices, leading to disparities in reporting quality and
comprehensiveness.

Impact
Assessment
and Feedback
Mechanisms

The roadmap mentions impact assessments but does not provide a
detailed framework for conducting these assessments or utilizing the
findings for continuous improvement. This lack of structure can hinder the
ability to measure progress and make necessary adjustments to enhance
the overall regulatory framework, potentially limiting the effectiveness of
ESG initiatives.
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Recommendations for addressing the gaps

The following table contains the strategies to address above listed gaps in collaboration
with the London Stock Exchange and Local Partners.

Gap

Role of Advisory, Consultation, and Training

Voluntary Nature of
Guidelines

Advisory: Provide expert Advisory on transitioning from voluntary to
mandatory ESG disclosure guidelines. Assist in the development of a
regulatory framework that ensures uniformity, enforceability, and

alignment with international standards such as the Global Reporting
I(nitioti)ve (GRI) and the Sustainability Accounting Standards Board
SASB).

Consultation: Design a tiered compliance system incorporating both
incentives for early adopters and penalties for non-compliance.
Develop robust monitoring and enforcement mechanisms, including
regular audits and compliance reviews.

Training: Deliver comprehensive training programs for listed
companies and regulatory staff to facilitate the transition to
mandatory ESG guidelines. Training should emphasize compliance
requirements, the benefits of enhanced ESG disclosure, and best
practices for implementation.

Lack of Sector-
Specific ESG Metrics

Advisory: Develop tailored ESG performance indicators for various
sectors, ensuring these metrics capture sector-specific
environmental, social, and governance impacts. Engage with industry
experts to refine and validate these metrics, ensuring their relevance,
accuracy, and comprehensiveness.

Consultation: Provide consultation services to assist companies in
adopting sector-specific ESG metrics. Offer guidance on integrating
these metrics into their existing reporting frameworks and aligning
with global standards such as GRI and SASB.

Training: Deliver sector-specific training programs to educate
companies on the new ESG metrics. Training should include case
studies and practical exercises demonstrating the application of
these metrics in real-world scenarios.

Integration with
Existing Regulatory
Frameworks

Advisory: Conduct a comprehensive regulatory gap analysis and
develop strategies for aligning ESG guidelines with existing regulatory
frameworks, such as the Listed Companies (Code of Corporate
Governance) Regulations 2019. Offer expert Advisory on creating a
cohesive and streamlined regulatory environment.

Consultation: Provide consultation services to streamline
compliance processes, reduce regulatory overlap, and enhance
regulatory efficiency. Assist in harmonizing ESG guidelines with
existing corporate governance and reporting requirements.

Training: Organize advanced workshops and training sessions for
regulatory bodies and corporate compliance teams. Training should
focus on practical implementation strategies, best practices for
achieving regulatory alignment, and the integration of ESG guidelines
into existing compliance frameworks.
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Enforcement and Advisory: Design and implement effective enforcement and

Accountability accountability mechanisms, including periodic audits, compliance

Mechanisms reviews, and public disclosure of compliance status. Offer strategic
advice on developing a robust framework for monitoring and
evaluating ESG compliance.

Consultation: Provide consultation services to establish transparent
incentive structures for high compliance standards and penalties for
non-compliance. Assist in designing systems for public disclosure to
enhance accountability and build public trust.

Training: Deliver training programs on enforcement procedures,
audit techniques, and compliance standards for regulatory staff and
corporate governance teams. Include hands-on training and case
studies to enhance practical understanding and application.

Stakeholder Advisory: Develop comprehensive frameworks for stakeholder
Engagement and engagement and materiality assessments, ensuring companies can
Materiality effectively identify and prioritize ESG issues relevant to their
Assessment operations. Offer expert Advisory on best practices and tailored

strategies for different industries.

Consultation: Provide consultation services to assist companies in
conducting thorough stakeholder engagement and materiality
assessments. Offer guidance on integrating the findings into their ESG
strategies and reporting frameworks.

Training: Conduct training sessions on effective stakeholder
engagement techniques and materiality assessment methodologies.
Utilize interactive workshops and real-life examples to demonstrate
best practices and practical applications.

Phased Advisory: Design a detailed phased implementation plan with clearly
Implementation Plan  defined timelines, milestones, and key performance indicators (KPIs).
with Specific Offer strategic advisory on monitoring progress and making
Milestones necessary adjustments to ensure timely and effective adoption of

ESG practices.

Consultation: Provide consultation services to assist in the
implementation of the phased plan. Offer ongoing support and
strategic adjustments based on regular assessments and feedback.

Training: Offer training on project management and implementation
strategies to ensure corporate teams can effectively execute the
phased plan and achieve defined milestones. Include practical
exercises and case studies to enhance understanding and
application.
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Capacity Building and
Resource Allocation

Advisory: Design resource allocation strategies and identify funding
opportunities for capacity-building initiatives. Offer expert advisory
on developing a sustainable and scalable capacity-building
framework.

Consultation: Provide consultation services to support the
implementation of capacity-building initiatives, particularly for
smaller companies that may lack the resources and expertise to
adopt robust ESG practices. Offer technical assistance and
continuous support.

Training: Implement comprehensive training programs to build ESG
capacity, focusing on smaller companies. Include modules on ESG
reporting, data analytics, and strategic integration of ESG factors into
business operations.

Impact Assessment
and Feedback
Mechanisms

Advisory: Develop and implement a comprehensive framework for
conducting regular impact assessments and establishing feedback
loops. Offer strategic advisory on utilizing assessment findings for
continuous improvement and policy adjustments.

Consultation: Provide consultation services to facilitate the
implementation of impact assessment frameworks and feedback
mechanisms. Assist in establishing a structured process for
evaluating progress and making necessary adjustments.

Training: Deliver training programs on impact assessment
methodologies and the importance of feedback mechanisms for
corporate ESG teams and regulatory bodies. Include practical
exercises and case studies to enhance understanding and
application.
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APPENDIX
FINANCIAL INSTRUMENTS AND MECHANISMS FOR

DECARBONIZATION

Green Bonds

In 2021, the Securities and Exchange Commission of Pakistan (SECP) issued comprehensive
guidelines for the issuance of Green Bonds/Sukuks to promote green finance and
environmental protection. These guidelines outline the eligibility criteria for issuers, defining
Green Bonds as debt securities issued to finance or refinance projects with positive
environmental impacts, such as renewable energy, energy efficiency, pollution prevention,
sustainable land use, and climate change adaptation. The guidelines emphasize the
alignment of projects with the United Nations' Sustainable Development Goals (SDGs) and
recommend adherence to globally accepted standards like the ICMA's Green Bond
Principles. Issuers are required to prepare a Green Bond Framework detailing their
environmental sustainability objectives, the process for project evaluation and selection,
and the management of proceeds. External reviews by qualified experts are encouraged to
ensure transparency and credibility. Continuous disclosure and reporting obligations are
mandated, including the publication of the Green Bond Framework, external review reports,
and post-issuance performance indicators on the issuer’'s website.

In 2021, the Water and Power Development Authority (WAPDA) of Pakistan successfully
issued its inaugural green bond on the London Stock Exchange, marking a significant
milestone in the country's sustainable finance landscape. This $500 million green Eurobond,
known as the Indus Bond, had a 10- year maturity and an interest rate of 7.5%, aiming to
fund environmentally friendly and climate-resilient infrastructure projects, primarily in the
hydropower sector. The bond issuance was met with overwhelming investor interest, being
oversubscribed by six times, with total offers amounting to $3 billion. This strong demand
underscores the confidence of international investors in Pakistan's green initiatives and
WAPDA's credibility. The proceeds from the bond are earmarked for the construction of the
Diamer-Bhasha and Mohmand dams, critical projects for enhancing Pakistan's water and
energy security while reducing reliance on fossil fuels. Notably, the Indus Bond aligns with
the Green Bonds Guidelines 2021 issued by the Securities and Exchange Commission of
Pakistan (SECP), ensuring adherence to international standards of transparency and
accountability in environmental impact reporting. This issuance, which was listed on the
London Stock Exchange, represents a significant achievement for WAPDA as it managed to
access the international bond market on its credentials without any government financial
guarantees. The bond attracted major global investors, including Goldman Sachs,
Blackrock, Bluebay, Fidelity, Ashmore, Amundi, and UBS, indicating a high level of trust in
WAPDA's projects and Pakistan's economic trajectory.
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Sustainability linked bonds

Sustainability-linked bonds (SLBs) are innovative financial instruments that tie the bond's
financial characteristics, such as coupon rates, to the issuer's achievement of predefined
sustainability targets. Unlike traditional green bonds, which earmark proceeds for specific
green projects, SLBs allow for general corporate use of funds, provided the issuer meets key
performance indicators (KPIs) related to environmental, social, and governance (ESG)
objectives. Introduced by ENEL in 2019, SLBs have rapidly gained traction, reaching a
cumulative issuance milestone of USD 250 billion within four years—a feat that took green
bonds a decade. The International Capital Market Association (ICMA) has established the
Sustainability-linked Bond Principles (SLBPs) to ensure market integrity, focusing on the
selection of credible KPIs, ambitious but realistic sustainability performance targets (SPTs),
transparent reporting, and independent verification. Despite market volatility and
challenges such as high-yield issuer vulnerabilities, the demand for SLBs remains robust,
often resulting in oversubscribed offerings. The inclusion of SLBs in indices like the FTSE
Global Sustainability-Linked Bond Index and acceptance as collateral by the European
Central Bank further solidify their role in sustainable finance. As the SLB market evolves, it
continues to expand the universe of sustainable finance instruments, facilitating broader
corporate engagement in sustainability initiatives. Pakistan, at the moment, has not issued
any such bond yet. So, this is yet another opportunity to explore in journey toward
decarbonization.

Carbon Markets

The emerging carbon market in Pakistan has the potential to significantly impact the
country's climate change mitigation and sustainable development objectives. Pakistan's
carbon credit ecosystem, while still developing, capitalizes on its abundant natural
resources, such as extensive mangrove forests and renewable energy potential, to generate
carbon credits. If Pakistan effectively manages and develops its nascent carbon market, it
could generate between $2 billion and $5 billion by 2030. For instance, the Sindh Forest
Department's Delta Blue Carbon (DBC) projects, certified by Gold Standard have
successfully generated millions of carbon credits, underscoring the market's intrinsic value.
Despite these advancements, several challenges impede the full utilization of the Clean
Development Mechanism (CDM) in Pakistan. These include a lack of awareness and
technical expertise among potential project developers, a complex and time-consuming
approval process, and the volatility of carbon credit prices, which collectively deter
investment and project development. Therefore, it is imperative to establish a stable and
supportive framework to attract and sustain investments in the carbon market sector. To
enhance the functionality of the carbon market, Pakistan must focus on creating a
comprehensive enabling environment. This involves augmenting the technical capacity
within the Ministry of Climate Change (MoCC) and establishing a robust Climate Change
Authority to oversee and coordinate carbon market activities. A clear and transparent
regulatory framework is essential, defining stringent eligibility criteria, emissions accounting
standards, and robust mechanisms for monitoring, reporting, and verification (MRV).
Developing provincial greenhouse gas (GHG) inventories is crucial for providing
disaggregated data, enabling targeted mitigation strategies, and tracking progress toward
Nationally Determined Contribution (NDC) targets. Strengthening the capabilities of
institutions such as the Global Climate Change Impact Studies Centre (ccIsc) and
integrating advanced carbon market concepts into university curricula will build the
requisite expertise for effective market participation. Additionally, addressing financial
barriers through mechanisms such as subsidies, grants, and risk-sharing instruments,
promoting domestic stakeholder participation, and ensuring rigorous environmental
integrity and social safeguards are critical for fostering a robust, equitable, and sustainable
carbon market in Pakistan.
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