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Beyond Compliance:  
Navigating the New Era of

Enforceable Decarbonization
Covenants in Ship Finance



Foreword 

In my years advising shipowners, operators, and financial institutions across
global maritime markets, I have observed few transitions as consequential as
the one unfolding today. The decarbonization of shipping has migrated from
the realm of environmental aspiration into a present, binding, and
financially material reality.
When the Poseidon Principles were inaugurated in 2019, much of the
industry perceived them as a discretionary transparency exercise. Six years
later, that perception has been definitively overturned. With 36 signatory
institutions commanding nearly 75% of global ship finance, climate
alignment has transitioned from the appendices of annual reports into the
core restrictive covenants of facility agreements. Today, a vessel's CII rating
is a direct determinant of its cost of capital, and a borrower's
decarbonization trajectory is the primary gatekeeper for debt access.
This article, "Beyond Compliance," examines this structural transformation
in granular detail. We analyze how the convergence of CII metrics, the
Poseidon framework, and dynamic margin ratchets are redefining the global
cost of capital. We address the escalating contractual tensions between time
charter parties and financing warranties, and provide a pragmatic roadmap
for a landscape where transparency is the new mechanism of enforcement.
Critically, these are not hypothetical scenarios. The Deutsche Bank
precedent, the BIMCO ETS clauses adopted in February 2026, and the
UAE’s mandatory reporting framework under Federal Decree-Law No. 11 of
2024 represent live, operational mandates. At Amir Akeanos Strategies, our
mission is to translate these complex regulatory and financial architectures
into actionable guidance.
The era of voluntary ESG is over; the era of enforceable decarbonization
covenants has begun. I invite you to examine this analysis and recalibrate
your strategy accordingly.

Dr. Mostafa Abadikhah
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"The paradigm of voluntary green finance in the maritime sector has effectively
reached its conclusion. By 2026, decarbonization has transitioned from a discretionary
corporate social responsibility (CSR) objective into a binding contractual mandate
integrated within loan covenants, charter party agreements, and insurance
underwriting protocols. The Poseidon Principles have undergone a critical evolution,
migrating from a voluntary transparency framework to a de facto prerequisite for
capital mobilization. With 36 signatory financial institutions currently controlling
approximately 75% of the global ship finance portfolio, the regulatory signal is
categorical: climate alignment now constitutes a fundamental 'license to operate'
within international capital markets."

Introduction 

Page 4

April 2026

www.Amir-Akeanos.ae



The year 2026 represents a seminal inflection point in maritime governance.
The implementation of Phase 2 of the IMO’s Carbon Intensity Indicator (CII)
regime has escalated the annual reduction requirement to 11%—a significant
departure from the 5% baseline established in 2023. This regulatory tightening
is complemented by enhanced Port State Control (PSC) oversight, where the
approval of mandatory Corrective Action Plans for underperforming vessels
(rated 'D' or 'E') has transitioned from a procedural formality to a critical
operational bottleneck.

Furthermore, while the formal adoption of a global Net-Zero Framework has
been deferred until October 2026 due to geopolitical friction regarding market-
based measures, private governance continues to accelerate. As Paul Taylor,
the newly appointed Chair of the Poseidon Principles, observed, these external
delays do not mitigate the necessity for transparency; rather, they solidify the
role of climate-aligned financial frameworks as the primary driver of industry
decarbonization.
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The 2026 Regulatory Backdrop: 
Stricter Targets, Tighter Enforcement



The 2026 fiscal year represents the formal transition of the Poseidon
Principles from a transparency-oriented disclosure framework into a coercive
financial instrument. The institutionalization of climate alignment is most
evident in the emergence of 'Green Covenants' within maritime debt
instruments. Mechanisms such as dynamic margin ratchets and CII-based
warranties have effectively internalized the environmental externalities of
shipping into the cost of capital.
Furthermore, the 'Deutsche Bank Precedent'—wherein a non-signatory Tier-1
institution adopts the Principles' methodology for its internal net-zero metrics
—signifies the framework’s evolution into a lex maritima for ship finance. By
2026, climate alignment has ceased to be a voluntary benchmark and has
instead become a non-negotiable metric for creditworthiness in the global
capital markets.

The Poseidon Principles:
 From Disclosure to Covenant Enforcement

Page 6

April 2026

www.Amir-Akeanos.ae



Page 7

April 2026

www.Amir-Akeanos.ae

"The contemporary contractual architecture of maritime debt has undergone a
fundamental transformation, utilizing the Carbon Intensity Indicator (CII) as
the primary interface between environmental performance and capital cost.
Under the framework of Sustainability-Linked Loans (SLLs), the margin
ratchet serves as a dynamic pricing mechanism that internalizes carbon risk.
Beyond mere pricing, the 'legalization' of the Poseidon Principles is most
evident in the evolution of information covenants. Modern facility agreements
now categorize the provision of independently assured emissions data not as a
secondary administrative task, but as a fundamental representation and
warranty. Consequently, the failure to maintain transparency or to meet
minimum decarbonization trajectories has transitioned from a reputational
risk to a judicially enforceable technical breach, potentially triggering
acceleration or mandatory prepayment under the facility."

The Contractual Architecture:
 How Covenants Are Being Redrafted



The CII-Clause Interface: 
Legal Liabilities and Charter Party Tensions
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1.The Jurisdictional Conflict: Employment vs. Navigation

The implementation of the IMO’s Carbon Intensity Indicator (CII) has
introduced a fundamental friction within the traditional framework of English
Maritime Law. Historically, as established in The Hill Harmony [2001], the
charterer maintains the right to direct the commercial employment of the vessel,
including the selection of routes and speed to ensure "utmost despatch."
However, the 2026 regulatory environment creates a legal paradox: an owner’s
adherence to a charterer’s high-speed orders may result in a catastrophic CII
rating (Band E), thereby triggering technical defaults under the ship’s
Sustainability-Linked Loan (SLL) covenants. Consequently, the owner's duty of
despatch is now in direct conflict with their mandatory carbon-reduction
obligations.
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2.Critical Analysis of the BIMCO CII Operations Clause (2022)

While intended to provide a contractual bridge, the BIMCO CII Operations
Clause has emerged as a contentious instrument due to its asymmetrical
allocation of risk.

Operational Primacy: Subclause (g) grants owners expansive "self-help"
remedies, allowing for unilateral speed reductions or deviations while
maintaining the vessel's on-hire status.
The Attribution Deficit: A primary scholarly critique of the standard clause
is its failure to account for performance degradation attributable to the
owner (e.g., biofouling or mechanical inefficiency), which unfairly penalizes
the charterer for emissions stemming from poor technical management.



3.Evolution of Contractual Mitigation Strategies
To achieve a more equitable distribution of the "decarbonization burden,"
contemporary legal practice has shifted toward bespoke Carbon Annexes
characterized by three primary modifications:

1.Standard of Care Transition: Replacing "absolute" compliance obligations
with "reasonable commercial endeavours" to protect charterers from
exogenous factors such as extreme weather or port congestion.

2.Fault-Based Carve-outs: Integrating specific exclusions for adverse carbon
intensity directly resulting from the owner’s breach of hull and machinery
maintenance warranties.

3.Threshold Buffer Zones: Establishing a "tolerance margin" (typically mid-
Band D) before an owner can legally invoke operational remedies,
preventing premature interference with the charterer's commercial program.
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The BIMCO ETS Clause: 
A New Tool for Carbon Cost Allocation

"The 2026 regulatory landscape has necessitated a fundamental expansion of the
BIMCO Carbon Clause portfolio. With the adoption of the ETS Allowances
Clause for BARECON 2017 in February 2026, the industry has successfully
standardized the allocation of emissions liabilities within long-term bareboat
structures. This clause utilizes a 'Pay-as-you-emit' philosophy, mandating that the
charterer—as the commercial operator—assumes the primary financial
obligation for allowance procurement, backed by robust suspension rights for the
registered owner.
Paradoxically, while carbon accounting has reached maturity, the legal
framework for alternative fuels remains in a state of flux. The Documentary
Committee’s decision to defer the Biofuel Clause for Time Charter Parties
underscores a prevailing 'technical conservatism.' The committee’s concerns
regarding fuel stability, engine compatibility, and the resulting impact on speed
and consumption warranties reflect a critical gap between environmental
aspirations and the technical-legal certainty required for global shipping
operations."
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"The UAE’s approach to climate governance has undergone a profound
transformation, moving from high-level diplomatic pledges to a mandatory
statutory regime. The primary catalyst for this shift is Federal Decree-Law No. 11
of 2024, which effectively nationalized carbon accounting by mandating that all
entities—irrespective of their jurisdiction within the state—implement rigorous
Measurement, Reporting, and Verification (MRV) protocols by May 2026.
This 'legalization' of climate action is mirrored in the financial sector, where the
Central Bank of the UAE has overseen the mobilization of AED 1 trillion in
sustainable capital. By utilizing the ADGM Sustainable Finance Framework as a
regulatory anchor, the UAE has successfully created a transparent ecosystem for
green capital. Consequently, for maritime and industrial players in the region,
greenhouse gas (GHG) reporting is no longer a component of voluntary corporate
social responsibility (CSR); it is a statutory prerequisite for both legal standing
and access to competitive credit markets."

The Evolving Capital Stack: 
New Players and Regional Models

April 2026



Action Imperative for Global Shipowners
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With 36 signatory banks controlling 75% of global ship finance, the implications
are immediate :
1. Covenant Review is Urgent. Every existing loan agreement should be reviewed
to determine whether CII-linked margin ratchets or covenants are present.
2. Newbuilding Specifications Are Financial Decisions. A vessel's design efficiency
is now a direct input to its financing cost. An "ammonia-ready" or "methanol-
ready" notation is a covenant risk mitigant.
3. Retrofit Economics Require Covenant Analysis. A retrofit that moves a vessel
from "D" to "C" may pay for itself through reduced interest costs alone.
4. Charter Party Alignment is Critical. Owners and charterers must ensure charter
parties align with financing covenants. A vessel that breaches its CII warranty due
to charterer's orders could trigger a loan covenant breach.
5. Portfolio-Level Exposure Must Be Managed. Banks will seek to improve
portfolio alignment by shedding or penalizing the worst-performing assets .

April 2026



Conclusion: 
The Institutionalization of Climate Alignment

"The 2026 landscape confirms a fundamental shift in maritime governance: the
transition of the Poseidon Principles from a transparency-oriented disclosure
framework into a coercive market standard. While the 2019 inception emphasized
voluntary alignment, the 2026 leadership transition—marked by Paul Taylor’s
accession to the Chair—signifies the framework’s institutional maturity.
By expanding its reach to include Associate Memberships for private equity and
capital market underwriters, the Principles have eliminated the prospect of
'regulatory arbitrage' in ship finance. For the contemporary shipowner, climate
alignment has migrated from the periphery of corporate social responsibility into
the core contractual architecture of the industry. Integrated via loan covenants,
charter party warranties, and insurance underwriting protocols, the Principles
now function as a de facto 'license to operate' within the global capital stack. In
this environment, transparency is no longer merely an act of disclosure; it is the
primary mechanism of financial enforcement."
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Amir Akeanos Strategies
Business Bay, Dubai, UAE 
Tel: +971 58 5236115 
Email: shippinglaw@amir-akeanos.ae 
Web: www.amir-akeanos.ae

Amir Akeanos Strategies is a boutique legal and strategic consultancy dedicated to
facilitating the maritime industry’s transition to net-zero operations. Our practice
is built on a dual foundation: deep expertise in global decarbonization law (IMO,
EU, and national regulations) and an unwavering focus on the Persian Gulf
region.
The Persian Gulf presents unique legal, operational, and environmental challenges,
particularly as regional economies—including those under Vision 2030—diversify
and expand their logistics capacity. We provide tailored legal counsel on the
enforcement of environmental protection and conservation mandates, ensuring
our clients not only comply with international and regional conservation efforts
but also strategically position themselves for the next era of green maritime
commerce.
We enable shipowners, operators, port authorities, and energy stakeholders in the
Persian Gulf to transform regulatory obligations into competitive advantages,
ensuring a thriving maritime economy alongside a protected ocean environment.
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