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B #629

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

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

M #630
‘Which of'the following is most likely the primary driver of ESG investment for a life insurer?

¢ A. Awareness of financial impacts of climate change
¢ B. Recognition of lengthy nvestment time horizons
¢ C. Reputational risk
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Investment Horizon:

Life insurers have investment horizons that can span decades, aligning with the long-term nature of their liabilities. This long-term
perspective is crucial in managing and matching assets to future liabilities.

According to the CFA Institute, life insurers are particularly focused on long-term sustainability and stability, making ESG factors
relevant as they can significantly impact long-term investment performance.

ESG Integration:

ESG integration helps life insurers manage risks and seize opportunities that are pertinent over long mvestment periods. This includes
climate change risks, social trends, and governance issues that can affect the performance of investments over time.

The MSCI ESG Ratings Methodology highlights that incorporating ESG factors can improve the resilience of investment portfolios
to long-termrisks, aligning well with the objectives of life insurers.

Financial Impacts:

Recognizing the financial impacts of climate change and other ESG factors, life insurers aim to mitigate risks associated with
environmental, social, and governance issues. This proactive approach helps in maintaining the solvency and profitability of the
msurance business over the long term

Studies show that ESG factors can influence credit ratings, investment returns, and overall financial stability, which are critical
considerations for life insurers with long-term obligations.

Regulatory and Stakeholder Pressure:

Increasing regulatory requirements and stakeholder expectations for sustainable and responsible nvestment practices also drive life
nsurers to ntegrate ESG factors into their investment strategies.

The CFA Institute notes that regulatory frameworks and stakeholder demands are increasingly aligning towards greater ESG
mtegration, influencing life insurers to adopt these practices.

References:

CFA Institute, "Environmental, Social, and Governance Issues in Investing: A Guide for Investment Professionals." MSCI ESG
Ratings Methodology documents, which discuss the relevance of ESG factors in long-term investiment strategies for insurers.

HH #631
Compared to public companies, creating private company scorecards is challenging as:

e A management is more unwilling to disclose commercially sensitive information
e B. rating agencies are more critical of private companies
e (. less information is available in the public domain

IEf: C
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Creating ESG scorecards for private companies presents unique challenges compared to public companies:

Less information is available in the public domain (A): Private companies are not required to disclose as much information as public
companies, which are subject to regulatory requirements for transparency and reporting. This lack of publicly available data makes it
more difficult to assess and create comprehensive ESG scorecards for private companies.

Rating agencies are more critical of private companies (B): While rating agencies might have stringent criteria, the primary challenge
is the availability of data rather than the critical nature of the rating agencies.

Management is more unwilling to disclose commercially sensitive information (C): While management's unwillingness to disclose
information can be a factor, the fndamental issue is the overall lower level of mandatory disclosure for private companies. Public
companies have established reporting standards and are legally obligated to provide certain information, making the data more
readily accessible.

Therefore, the main reason why creating private company scorecards is challenging is due to the limited availability of information in
the public domain, making it difficult to gather comprehensive ESG data.

References:

CFA ESG Investing Principles

MSCI ESG Ratings Methodology (June 2022).

H #632
According to the Taskforce on Nature-related Financial Disclosures (TNFD), which of the following drivers of nature change can
translate into a direct, positive impact on restoration of ecosystem services?

e A. Climate change
e B. Resource use

e C. Pollution
iIFf@#: B
fR .-

Sustainable resource use (Option B) can directly contribute to restoring ecosystem services, such as:

Reforestation and sustainable agriculture, which enhance biodiversity.

Circular economy practices, which reduce waste and pollution.

Option A (Pollution) is incorrect because pollution negatively affects ecosystems and degrades biodiversity.

Option C (Climate change) is incorrect because it generally has adverse effects on nature, such as rising temperatures and habitat
loss.

Reference:

TNFD Nature-Related Risks and Opportunities Framework (2023)

UNEP: Global Biodiversity Outlook

IPBES Global Assessment on Biodiversity and Ecosystem Services

E R #633
Conduct-related exclusionary screening will most likely mvolve the exclusion of companies involved n:

e A. child labor infractions.
e B. gambling,

e (. alcohol sales.
1IEf#E: A
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Conduct-based exclusionary screeningspecifically targets companies thatviolate internationally accepted normsor ethical standards.
Child labor infractions directly contravene widely acceptedinternational labor and human rights principles, making them a frequent
and high-priorityexclusion criterionin ESG mandates. By contrast, industries like gambling or alcohol may be excluded based
onvalues-basedscreens or religious/ethical preferences, but they are not inherently conduct-related violations of global norms.

H R #634
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