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CFA Institute Sustainable-Investing Exam Syllabus Topics:

Topic Details

Topic 1
Engagement and Stewardship: Designed for Asset Managers and Stewardship Professionals, this domain
covers investor engagement strategies and stewardship principles. It highlights the purpose, importance,
key principles, and practical application of engagement tactics within responsible investing frameworks.
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Topic 2

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)
investing. It focuses on defining ESG investment, different responsible investment approaches, sustainability
concepts, benefits and challenges of ESG integration, and key global initiatives in ESG.

Topic 3
The ESG Market: This domain targets Financial Analysts and Institutional Investors, examining the size,
scope, relevance, and key drivers of the ESG market. It also discusses risks and opportunities within the
ESG investment landscape, helping candidates understand market dynamics and trends.

Topic 4

ESG Analysis, Valuation, and Integration: This domain measures the capabilities of Portfolio Managers and
Equity Analysts to integrate ESG factors into investment decision-making. It addresses challenges of
integration, the impact on industry and company performance, security valuation, and approaches to ESG
data analysis across asset classes.

Topic 5
Governance: This section assesses skills of Governance Analysts and Compliance Officers concerning
governance structures. It covers key characteristics and models of governance, material impacts, diversity,
equity, and inclusion considerations, and shareholder rights.

Topic 6

Integrated Portfolio Construction and Management: Targeting Portfolio Managers and Investment
Strategists, this section discusses ESG integration into portfolio construction. It covers ESG screening
approaches, benchmarking, the effect on risk-return profiles, and managing ESG portfolios across various
asset classes.

Topic 7

Environmental Factors: This section measures skills of Environmental Analysts and Sustainability Specialists
by exploring environmental issues such as climate change, resource management, biodiversity, and
pollution. It covers systematic relationships, material impacts, and methodologies for environmental analysis
at country, sector, and company levels.

CFA Institute Sustainable Investing Certificate (CFA-SIC) Exam Sample
Questions (Q480-Q485):
NEW QUESTION # 480 
When accounting for a critical weakness in a company's environmental management process, an analyst using a discounted cash flow
(DCF) valuation model should:

A. increase the cost of capital.
B. not change the cost of capital.
C. decrease the cost of capital.

Answer: A

Explanation:
When using a discounted cash flow (DCF) valuation model, analysts must consider various risk factors that can affect the valuation.
A critical weakness in a company's environmental management process represents an increased risk, which can impact the cost of
capital.
1. Cost of Capital: The cost of capital represents the rate of return required by investors to compensate for the risk of an investment.
It includes the cost of equity and the cost of debt, weighted according to the company's capital structure.
2. Impact of Environmental Risks: A critical weakness in environmental management indicates potential risks, such as regulatory
fines, cleanup costs, litigation, or damage to the company's reputation. These risks can increase the uncertainty and perceived risk of
investing in the company, leading investors to demand a higher return to compensate for these risks.
3. Increasing the Cost of Capital: Given the increased risk associated with poor environmental management, the appropriate
response is to increase the cost of capital in the DCF model. This adjustment reflects the higher risk premium required by investors
due to the potential negative financial impacts of environmental issues.
References from CFA ESG Investing:
Cost of Capital and Risk: The CFA Institute explains that the cost of capital should reflect the risks associated with an investment.
When a company faces significant environmental risks, analysts should adjust the cost of capital upwards to account for the
increased uncertainty and potential financial impacts.
DCF Valuation Adjustments: The DCF valuation model requires careful consideration of all risk factors.



Adjusting the cost of capital to reflect environmental risks ensures that the valuation accurately captures the potential impact on future
cash flows and investor returns.
In conclusion, when accounting for a critical weakness in a company's environmental management process, an analyst should
increase the cost of capital, making option C the verified answer.

NEW QUESTION # 481 
Compared to those of other countries, the UK corporate governance code has a more in-depth focus on:

A. Board structure
B. Voting procedures
C. Board behaviors and corporate culture

Answer: C

Explanation:
TheUK Corporate Governance Codeemphasizesboard behaviors and corporate culture, focusing onaccountability, ethical
leadership, and long-term value creation.
* Board structure (A) and voting procedures (B) are important but not the primary emphasis of the UK code.
References:
UK Corporate Governance Code (Financial Reporting Council)
OECD Corporate Culture & Governance Report
CFA Institute Board Effectiveness Framework
========

NEW QUESTION # 482 
Which of the following transition risks is most likely associated with increased environmental standards?

A. Policy risks
B. Legal risks
C. Technology risks

Answer: A

Explanation:
Policy risks are most likely associated with increased environmental standards. Here's a detailed explanation:
Definition of Transition Risks: Transition risks refer to the financial risks that result from the transition to a lower-carbon economy.
These can arise from policy changes, legal actions, technology developments, and market shifts.
Policy Risks and Environmental Standards: Policy risks specifically relate to changes in regulations and policies aimed at addressing
climate change and environmental issues. Increased environmental standards often involve stricter regulations on emissions, waste
management, resource use, and other environmental impacts.
Impact of Policy Risks: Companies may face increased costs of compliance, the need for new investments to meet regulatory
requirements, and potential fines or sanctions for non-compliance. These policy changes can significantly affect business operations
and financial performance.
Comparison with Other Risks:
Legal Risks: Legal risks involve litigation and legal actions related to environmental damages or failure to comply with environmental
laws. While related, they are distinct from policy risks, which are driven by regulatory changes.
Technology Risks: Technology risks involve the adoption of new technologies and the potential for current technologies to become
obsolete. While technology plays a role in meeting increased environmental standards, policy risks are more directly linked to
regulatory changes.
CFA ESG Investing References:
The CFA Institute explains that policy risks are a significant component of transition risks, particularly when governments implement
stricter environmental standards to combat climate change (CFA Institute, 2020).
Increased environmental standards often lead to policy risks as companies must adapt to new regulatory landscapes, making it the
most relevant type of transition risk in this context.
By understanding these risks and their implications, investors can better manage their portfolios in the face of evolving environmental
standards and regulatory changes.



NEW QUESTION # 483 
Human rights violations most likely occur:

A. Among the first-tier suppliers of publicly traded companies.
B. Deep within the supply chains of publicly traded companies.
C. Among the second-tier suppliers of publicly traded companies.

Answer: B

Explanation:
Human rights violations are most prevalent deep within supply chains, where oversight is weakest.
Why B (Deep in supply chains) is correct:
First-tier suppliers are often audited, while deeper tiers have less transparency.
Forced labor, child labor, and unsafe working conditions are more common in third-tier and informal supply chains.
Example: Textile industry abuses in subcontracted factories.
Why not A or C?
A is incorrect-first-tier suppliers face more scrutiny from brands.
C is incorrect-violations are even more likely in third-tier suppliers and beyond.
Reference:
UN Guiding Principles on Business and Human Rights (2023)
KnowTheChain: Global Supply Chain Risk Report (2022)

NEW QUESTION # 484 
Which of the following index providers offers fixed-income ESG indexes?

A. FTSE4Good
B. S&P (DJSI) ESG
C. Sustainalytics

Answer: B

Explanation:
S&P offers fixed-income ESG indexes under its Dow Jones Sustainability Indices (DJSI) series. These indexes are designed to
measure the performance of companies and governments that adhere to high ESG standards, including for fixed-income
securities.ESG Reference: Chapter 7, Page 318 - ESG Analysis, Valuation & Integration in the ESG textbook.

NEW QUESTION # 485
......
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