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¢ 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

FRE 1 mtegration, the impact on industry and company performance, security valuation, and approaches to ESG

data analysis across asset classes.

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

Strategists, this section discusses ESG integration into portfolio construction. It covers ESG screening
FrRE2 approaches, benchmarking, the effect on risk-return profiles, and managing ESG portfolios across various
asset classes.

¢ Social Factors:Focused on Social Analysts and Corporate Social Responsibility (CSR) Professionals, this
13 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.

¢ Engagement and Stewardship: Designed for Asset Managers and Stewardship Professionals, this domain
LEE 4 covers investor engagement strategies and stewardship principles. It highlights the purpose, importance,
key principles, and practical application of engagement tactics within responsible mvesting frameworks.

¢ Environmental Factors: This section measures skills of Environmental Analysts and Sustainability Specialists
by exploring environmental issues such as climate change, resource management, biodiversity, and

FES pollution. It covers systematic relationships, material impacts, and methodologies for environmental analysis

at country, sector, and company levels.

¢ Governance: This section assesses skills of Governance Analysts and Compliance Officers concerning
THE 6 governance structures. It covers key characteristics and models of governance, material impacts, diversity,
equity, and inclusion considerations, and shareholder rights.

¢ 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)
F&E7 mvesting, It focuses on defining ESG investment, different responsible mvestment approaches, sustainability
concepts, benefits and challenges of ESG integration, and key global initiatives in ESG.

B 1 i) Sustainable Investing Certificate Sustainable-Investing % & % 3t B &
(Q89-Q94):

FIRE #89
The Cadbury Committee was created because of perceived problems in:

¢ A. Climate change and transition risks
e B. Accounting and corporate governance

e C. Enployment rights
EX: B

fE R A -

The Cadbury Committee was established in the UK to address issues related to corporate governance and financial reporting,
specifically aiming to improve standards in accounting and corporate governance. The committee's recommendations have ifluenced
global corporate governance practices.ESG Reference: Chapter 5, Page 228 - Governance Factors in the ESG textbook.

PRI #90
Which of the following is a form of individual engagement?

e A, Informal discussions
¢ B. Soliciting support
e C. Generic letter

ZE: A



fE R A -

Individual engagement refers to direct and personal interactions between investors and companies. Informal discussions are a form of
individual engagement where investors engage directly with company representatives to discuss specific concerns, insights, or
feedback related to ESG issues.

Direct Interaction: Informal discussions involve direct communication between the investor and the company.

This can be through meetings, phone calls, or casual conversations, providing a platform for open and candid dialogue.

Specific and Personalized: These discussions are tailored to the specific company and the investor's concerns.

Unlike generic letters, which are broad and non-specific, informal discussions allow for detailed and nuanced conversations.
Relationship Building; Informal discussions help build and strengthen relationships between investors and company representatives.
This can lead to more effective comnumication and collaboration on ESG matters.

References:

MSCI ESG Ratings Methodology (2022) - Highlights the importance of direct engagement and relationship building in effective ESG
integration.

ESG-Ratings-Methodology- Exec- Summary (2022) - Discusses various forms of engagement, emphasizing the value of personalized
and mnformal interactions.

P& #91
Corporate disclosures in line with the recommendations of the Corporate Sustainability Reporting Directive (CSRD) are a regulatory
requirement for companies in:

e A the UK only
¢ B. the EU only
e C. both the EU and the UK

ZX: B

fR R A -

The Corporate Sustainability Reporting Directive (CSRD) is a European Union (EU) directive that mandates enhanced and
standardized sustainability reporting for companies. It ains to improve the quality and consistency of sustainability information
disclosed by companies, which is essential for investors and other stakeholders to make informed decisions.

1. EU Regulatory Requirement: The CSRD is a regulatory requirement specifically for companies within the EU. It expands upon the
previous Non-Financial Reporting Directive (NFRD) by requiring more detailed and comprehensive disclosures on sustainability
matters, including environmental, social, and governance (ESG) factors.

2. Scope and Applicability: The CSRD applies to a wide range of companies within the EU, including large companies, listed
companies, and certain small and medium-sized enterprises (SMEs). It does not extend to the UK, which has its own regulatory
framework for corporate sustainability reporting following Brexit.

Reference from CFA ESG Investing:

CSRD Overview: The CFA Institute outlines the scope and requirements of the CSRD, emphasizing its role in enhancing corporate
sustanability disclosures within the EU.

EU vs. UK Regulations: The distinction between EU and UK regulations is crucial, as post-Brexit, the UK follows different
guidelines for corporate sustainability reporting,

In conclusion, corporate disclosures in line with the recommendations of the CSRD are a regulatory requirement for companies in
the EU only, making option A the verified answer.

R #92
As a percentage of the overall materiality threshold reported in enhanced audit reports, performance materiality is typically:

o A 75%
e B.60%
e C.50%

ZR: C

f R A -

As a percentage of the overall materiality threshold reported in enhanced audit reports, performance materiality is typically 50%.
Performance Materiality: Performance materiality is set to reduce the probability that the aggregate of uncorrected and undetected
misstatements exceeds the materiality threshold for the financial statements as a whole. It is typically set at a lower level than the
overall materiality.

Common Percentage: The standard practice is to set performance materiality at approximately 50% of the overall materiality



threshold. This conservative approach helps ensure that the risk of material misstatements is minimized.

CFA ESG Investing Reference:

The CFA Institute's materials on audit and assurance practices discuss performance materiality and its role in ensuring the accuracy
and reliability of financial reporting. The typical percentage used for performance materiality aligns with industry standards to
safeguard against material misstatements.

P& #93
When using a threshold assessment to integrate governance factors into the investment decision-making process, fund managers
most likely focus on the:

¢ A level of confidence about future earnings
¢ B. quality of management
e C. cost of capital

EX: B

R -

A threshold assessment nvolves setting minimum criteria that companies must meet to be considered for investment. This often
includes governance factors which are critical for evaluating the leadership and management effectiveness of a company.

Step 2: Focus Areas in Governance Assessment

Cost of Capital: More related to financial metrics and not directly linked to governance assessments.

Quality of Management: A key governance factor, assessing the capabilities, track record, and integrity of a company's management
team

Level of Confidence about Future Earnings: While important, it is more related to financial forecasting than to governance
assessiments.

Step 3: Verification with ESG Investing References

Governance assessments in ESG investing place significant emphasis on evaluating the quality of management. This includes
leadership practices, board effectiveness, executive compensation, and overall management competence: "Quality of management is
a crucial aspect in governance assessments, determining the strategic direction and risk management practices of a company".
Conclusion: When using a threshold assessment to integrate governance factors, fund managers most likely focus on the quality of
managenment.
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