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¢ Introduction to ESG Investing: This section of the exam measures skills of Investment Analysts and
Portfolio Managers and covers the foundational concepts of environmental, social, and governance (ESG)

bEY 71 mvesting. It focuses on defining ESG investment, different responsible investment approaches, sustainability

concepts, benefits and challenges of ESG integration, and key global initiatives in ESG.

¢ Social Factors:Focused on Social Analysts and Corporate Social Responsibility (CSR) Professionals, this
FEwy 22 domain reviews social factors impacting investments. It includes systemic relationships and material impacts
related to labor practices, diversity, equity, inclusion, and social opportunities at multiple levels.

¢ Governance: This section assesses skills of Governance Analysts and Compliance Officers concerning
FEy 23 governance structures. It covers key characteristics and models of governance, material impacts, diversity,
equity, and inclusion considerations, and shareholder rights.

¢ Integrated Portfolio Construction and Management: Targeting Portfolio Managers and Investment

Strategists, this section discusses ESG integration into portfolio construction. It covers ESG screening
ey 74 approaches, benchmarking, the effect on risk-return profiles, and managing ESG portfolios across various
asset classes.
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B #2711

In contrast to active investors, passive investors are most likely to:

o A start their engagement process by writing a letter to all the companies impacted by a certain ESG issue
¢ B. seek a direct discussion with senior management and then the board
e C. focus their engagement on companies identified as underperformers or ones that trigger other financial or ESG metrics

Ef#: A

A :

In contrast to active investors, passive investors are most likely to start their engagement process by writing a letter to all the
companies impacted by a certain ESG issue.

Passive Investment Approach: Passive investors, such as those managing index funds, typically hold a wide array of companies
within their portfolios. Direct engagement with each company individually can be resource-intensive.

Broad Engagement Strategy: Writing a letter to all companies affected by a specific ESG issue allows passive investors to address
concerns across their entire portfolio efficiently. This approach ensures that all relevant companies are informed of the nvestor's
expectations and concerns regarding the ESG issue.

Active Investors: In contrast, active investors may prioritize direct discussions with senior management and the board (A) or focus
on specific underperforming companies (C) for more targeted engagement.

CFA ESG Investing Reference:

The CFA Institute's resources on engagement strategies for investors distinguish between the broad, systematic engagement methods
used by passive investors and the more targeted, intensive approaches favored by active investors. This helps ensure effective ESG
mtegration across different nvestment styles.

HM #272
When enploying an ESG integration strategy, asset managers are most likely to:

e A. corroborate ESG data with multiple sources
e B. use a multi-decade time horizon to backtest ESG data
¢ C. include only verified ESG data that have been audited

EE: A

L2

When employing an ESG integration strategy, asset managers are most likely to corroborate ESG data with multiple sources.
Data Verification: To ensure the accuracy and reliability of ESG data, asset managers typically verify information from muiltiple
sources, including third-party data providers, company disclosures, and independent research.

Comprehensive Analysis: Corroborating data from various sources helps asset managers build a comprehensive and nuanced
understanding of a company's ESG performance, reducing the risk of relying on potentially biased or incomplete mformation.
Investment Decisions: This thorough approach supports more mformed investment decisions, as managers can cross-check data
points and identify any discrepancies or red flags.

CFA ESG Investing Reference:

The CFA Institute's materials on ESG integration emphasize the importance of using multiple data sources to validate ESG
nformation, ensuring robust and credible analysis in the mvestment process.

M #273
Active ownership most likely:

e A Emphasizes negative screening.
e B. Uses a proxy voting strategy driven by a clear agenda.
e (. Prioritizes disinvestment activities.
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IEf#: B

R :

Active ownership refers to investors using their rights (voting, engagement, resolutions) to influence corporate behavior.
Why C (Proxy voting with an agenda) is correct:

Active owners use proxy voting to push ESG policies (e.g., climate risk disclosures, executive compensation reforms).
Example: BlackRock and Vanguard vote on shareholder resolutions to demand climate risk reporting.

Why not A or B?

A (Negative screening) is a passive strategy, not active ownership.

B (Disinvestment) is sometimes used but is not the main strategy of active ownership.

Reference:

PRI: Active Ownership 2.0 Framework (2023)

H #274
An investor uses relative screening for 20 sustainable finds. In the sequence of steps outlined by the Principles for Responsible
Investment (PRI), which step immediately follows publicizing clear screening criteria?

¢ A. Reviewing portfolio implications
¢ B. Introducing oversight
e C. Adapting the investiment process

Ef: A

A -

The Principles for Responsible Investment (PRI) outline steps for responsible investment screening. After an investor publicizes
screening criteria, the next logical step is reviewing portfolio implications (Option B). This involves assessing how the applied
screening affects the composition of the nvestment portfolio, risk-return characteristics, and alignment with sustainability goals.
Introducing oversight (Option A) typically occurs earlier in the process to ensure accountability and governance structures for ESG
mtegration.

Adapting the investment process (Option C) comes later after understanding the screening impact.

Reference:

PRI's Responsible Investment Implementation Guide: Explains ESG screening and integration.

PRI Reporting Framework (2022): Details on ESG screening methodologies.

B #275

Which of the following is best described as a risk management framework for assessing environmental and social risk in project
finance?

e A. The Helsinki Principles
e B. The Equator Principles
e C. The Net Zero Asset Managers initiative

IEf#: B
e

The Equator Principles are best described as a risk management framework for assessing environmental and social risk in project
finance. They provide a set of guidelines for financial institutions to ensure that projects they finance are developed in a socially
responsible manner and reflect sound environmental management practices.

Risk Management: The Equator Principles offer a structured approach to identifying, assessing, and managing environmental and
social risks in large-scale project finance. This helps financial nstitutions avoid, mitigate, and manage these risks.

Global Standard: Adopted by financial institutions worldwide, the Equator Principles serve as a global benchmark for project
finance, promoting responsible nvestment and sustainable development.

Application: The principles are applied to projects with significant environmental and social impacts, including infrastructure, energy,
and industrial projects. They cover various aspects such as impact assessment, stakeholder engagement, and monitoring.
References:

MSCI ESG Ratings Methodology (2022) - Explains the role of the Equator Principles in managing ESG risks in project finance.
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