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exam certification. With the popularization of wireless network, those who are about to take part in the ESG-Investing exam guide to
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CFA Institute ESG-Investing Exam Syllabus Topics:

Topic Details
¢ ESG Integrated Portfolio: This section discusses the application of ESG analysis across muiltiple asset
Topic 1 classes, exploring strategies for incorporating ESG criteria into portfolio management.

¢ Engagement and Stewardship: This section explores the foundations of mvestor engagement and
Topic 2 stewardship, emphasizing their importance and practical application.

¢ ESG Analysis, Valuation, and Integration: Targetted for ESG Consultants, this domain covers methods for
embedding ESG factors into the mvestment process, the obstacles that may arise, and the impact of ESG

Topic 3 . 5 . .
considerations on valuations across various asset classes.
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¢ Overview of ESG Investing and the ESG Market: This section tests ESG Investment Managers and delves
nto responsible investment strategies, examining how environmental, social, and governance (ESG)

Topic 4
o elements shape the investment ecosystem

CFA Institute Certificate in ESG Investing Sample Questions (Q102-Q107):

NEW QUESTION # 102
Natural language processing (NLP) is employed as a tool in ESG mvesting to:

e A mterpret satellite imagery to assess deforestation.
e B. backtest short time series of ESG data.
e C. quantify online text relating to ESG risk areas.

Answer: C

Explanation:

Natural Language Processing (NLP) is a tool used in ESG investing to analyze and quantify large amounts of textual data related to
environmental, social, and governance (ESG) factors. The technology nvolves the automatic manipulation of natural language by
software, enabling the extraction of meaningfil information from unstructured text such as news articles, reports, and social media
posts.

NLP in ESG Investing: NLP helps mnvestors process and analyze large volumes of textual data to identify trends, risks, and
opportunities associated with ESG factors. This capability is crucial for assessing the sentiment and context of ESG-related
information, which can impact investment decisions.

Quantifying Online Text: NLP quantifies online text by identifying and categorizing relevant ESG risk areas.

This includes monitoring media sources, regulatory filings, and corporate disclosures to capture real-time data on ESG issues. By
quantifying these texts, investors can better understand the potential impact of ESG risks on their investments.

NEW QUESTION # 103
‘When an external auditor's performance materiality level is 60% of its overall materiality threshold, the auditor most likely:

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

Answer: C

Explanation:

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.

NEW QUESTION # 104
With respect to ESG integration, adjusting financial model inputs based on an evaluation of a company's ESG risk factors is an

example of a:

e A quantitative approach
¢ B. hybrid approach
e C. qualitative approach.

Answer: A

Explanation:

Adjusting financial model inputs based on an evaluation of a company's ESG risk factors is an example of a quantitative approach.
Here's why:

* Quantitative Approach:

* This mvolves the use of numerical data and mathematical models to assess ESG risks and incorporate them into financial models.



Adjusting financial inputs like revenue forecasts, cost projections, or discount rates based on ESG factors quantifies the impact of
these factors on financial performance.

* By integrating ESG risk factors into financial metrics, investors can better understand the potential financial implications of ESG
issues and make more informed nvestment decisions .

* Qualitative vs. Hybrid Approaches:

* A qualitative approach relies more on subjective judgment and narrative assessments, such as analyst opinions or case studies,
without necessarily converting these insights into numerical data.

* A hybrid approach combines both qualitative and quantitative methods, using narrative assessments alongside numerical data.
However, directly adjusting financial model inputs is a clear application of quantitative analysis .

CFA ESG Investing References:

* The CFA Institute's ESG curriculum emphasizes the importance of integrating ESG factors into financial models quantitatively to
provide a comprehensive view of a company's financial health and potential risks .

NEW QUESTION # 105
Fund labelers are most likely classified as:

e A financial advisers
¢ B. regulators
e C. fund promoters.

Answer: C

Explanation:

Fund labelers are most likely classified as fund promoters. Fund promoters are responsible for marketing and promoting investment
funds, including those with specific labels such as ESG or green funds.

* Marketing Role: Fund promoters play a key role in marketing investment products to potential investors. They use labels such as
ESG, green, or sustainable to attract investors interested in these themes.

* Product Differentiation: By labeling fimds with ESG or other sustainable labels, fimd promoters differentiate their products in the
market. This helps investors identify flnds that align with their values and nvestment criteria.

* Regulatory Compliance: Fund promoters must ensure that the funds meet the criteria for the labels they use. This mvolves
compliance with relevant regulations and standards that govern the use of ESG and other sustainable labels.

References:

* MSCI ESG Ratings Methodology (2022) - Discusses the role of fund promoters in marketing and labeling investment products to
attract nvestors.

* ESG-Ratings-Methodology-Exec-Summary (2022) - Highlights the importance of accurate labeling and promotion of ESG finds
to ensure transparency and investor trust.

NEW QUESTION # 106
Which of'the following is most likely the primary driver of ESG mvestment for a life insurer?

¢ A. Reputational risk
¢ B. Awareness of financial impacts of climate change
e C. Recognition of lengthy investment time horizons

Answer: C

Explanation:

* 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 sustamnability 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 investment 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-term risks, 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
insurance 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 investment practices also drive life
nsurers to integrate ESG factors into their investment strategies.

* The CFA Institute notes that regulatory frameworks and stakeholder demands are increasingly aligning towards greater ESG
integration, 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 investment strategies for
insurers.
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