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Z M #526
When an external auditor's performance materiality level is 60% of its overall materiality threshold, the auditor most likely:

e A. Uses a sanmple that covers 60% of the total number of the company's transactions during the financial year
e B. Will apply tailored audit procedures for the smallest 40% of the company's segments
e C. Has a low level of confidence in the company's financial controls

IEf: C

R :

Ifthe auditor sets performance materiality at 60% of the overall materiality threshold, it indicates a low level of confidence in the
company's financial controls. This suggests that the auditor believes there is a higher risk of misstatements, requiring more
conservative thresholds during the audit. ESG Reference: Chapter 5, Page

252 - Governance Factors in the ESG textbook.
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HA #527
Formal corporate governance codes are most likely to

¢ A be found in all major world markets
¢ B. call for serious consequences for non-comphant organizations.
¢ C. be mterpreted by proxy advisory firms when corporate compliance is assessed

EfE: A
it

Formal corporate governance codes are most likely to be found in all major world markets. These codes provide a framework for
best practices in corporate governance and are widely adopted to enhance transparency, accountability, and investor confidence.

* Global Adoption: Major markets around the world have established formal corporate governance codes to guide companies in
implementing effective governance practices. These codes are often developed by regulatory bodies, stock exchanges, or industry
associations.

* Standardization of Practices: Corporate governance codes help standardize governance practices across markets, making it easier
for investors to assess and compare companies. They cover key areas such as board composition, executive remuneration, and
shareholder rights.

* Regulatory Compliance: Compliance with governance codes is often mandatory or strongly encouraged, with companies required
to disclose their adherence to these standards. This promotes consistency and enhances the integrity of the market.

References:

* MSCI ESG Ratings Methodology (2022) - Highlights the presence of formal corporate governance codes in major markets and
their role in standardizing practices.

* ESG-Ratings-Methodology- Exec-Summary (2022) - Discusses the global adoption of governance codes and their impact on
corporate transparency and accountability.

ER #528
According to the UK Investor Forum which of the following is a key success factor for effective engagement?

e A Transparency on conflicts of interest
¢ B. Clear leadership with appropriate relationships, skills and knowledge
¢ C. Regulatory approval of the collaboration

IEf#: B

fi .-

According to the UK Investor Forum, a key success factor for effective engagement is clear leadership with appropriate
relationships, skills, and knowledge. Effective engagement requires strong leadership to drive the process and ensure that the
engagement is meaningful and productive.

* Leadership: Clear leadership is essential to guide the engagement process, set objectives, and ensure that the engagement activities
align with the overall strategy and goals of the investors.

* Relationships: Effective engagement relies on building and maintaining strong relationships with key stakeholders, including
company executives, board members, and other investors. These relationships facilitate open commumnication and trust.

* Skills and Knowledge: Having the appropriate skills and knowledge is crucial for understanding the issues at hand, asking the right
questions, and providing valuable msights. This includes knowledge of

* ESG factors, industry-specific issues, and effective engagement techniques.

References:

* MSCI ESG Ratings Methodology (2022) - Emphasizes the importance of leadership and skills in successful ESG engagement.

* ESG-Ratings-Methodology- Exec-Summary (2022) - Discusses the factors contributing to effective engagement, highlighting the
role of leadership and expertise.

HH #529
Which of the following steps in the ESG rating process is most likely the earliest source of the dispersal of opinions between different
ESG rating agencies?

e A Gathering of a set of data points for the identified ESG indicators
¢ B. Determination of weighting and scoring methodologies
e (. Identification of ESG factors



IEf: C

A -

The earliest source of the dispersal of opinions between different ESG rating agencies is most likely the identification of ESG factors.
Identification of ESG factors (A): Different rating agencies may prioritize and identify different ESG factors based on their
proprietary methodologies, resulting in variation from the outset. This initial step influences the entire rating process as it determines
which aspects of ESG will be assessed.

Determination of weighting and scoring methodologies (B): Although critical, discrepancies in weighting and scoring methodologies
cone after the identification of ESG factors. These methodologies vary based on the mnitial set of factors considered important by
each agency.

Gathering of a set of data points for the identified ESG indicators (C): This step involves data collection based on the previously
identified factors and methodologies. Differences in data sources and quality further contribute to variation, but the foundational
divergence starts with factor identification.

Reference:

CFA ESG Investing Principles

MSCI ESG Ratings Methodology (June 2022)

M #530
A challenge for the positive alignment ESG approach is the:

e A reliance on stewardship and engagement activities
¢ B. relative conplexity of implementation
e C. diversity of ESG ratings methodologies

Ef#: C

BRI :

A challenge for the positive alignment ESG approach is the diversity of ESG ratings methodologies.

Diversity of ESG ratings methodologies (B): Different ESG rating agencies use various methodologies, criteria, and weightings to
assess and score conpanies. This diversity can lead to inconsistent ratings for the same company, making it challenging for investors
to align their portfolios positively based on ESG criteria. The lack of standardization in ESG ratings methodologies can create
confusion and difficulty in accurately comparing ESG performance across companies.

Relative complexity of implementation (A): While implementing a positive alignment approach can be conplex, it is the diversity in
ratings methodologies that poses a more significant challenge.

Reliance on stewardship and engagement activities (C): Although important, stewardship and engagement activities are not the
primary challenge compared to the variability in ESG ratings.

Reference:

CFA ESG Investing Principles

MSCI ESG Ratings Methodology (June 2022)
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