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CFA Institute Sustainable Investing Certificate (CFA-SIC) Exam Sample
Questions (Q418-Q423):
NEW QUESTION # 418 
Which of the following sectors receives the highest investment from the Inflation Reduction Act of 2022 (IRA)?

A. Clean electricity
B. Clean energies
C. Clean transport

Answer: B

Explanation:
Congressional Budget Office: Economic Impact of the Inflation Reduction Act (2022) Explanation:
The Inflation Reduction Act (IRA) of 2022 is the largest U.S. investment in climate action, focusing on clean energy incentives, tax
credits, and subsidies.
Why A (Clean energies) is correct:
The IRA allocates $369 billion toward energy security and climate change initiatives, with the majority going to clean energy
technologies such as:
Renewable energy (solar, wind, geothermal)
Energy storage systems
Hydrogen energy and biofuels
Why not B or C?
B (Clean transport) receives significant investment (EV tax credits, charging infrastructure) but is not the largest category.
C (Clean electricity) benefits indirectly, but the IRA prioritizes energy sources rather than distribution.

NEW QUESTION # 419 
ESG engagement is a two-way dialogue to share perspectives between:

A. investors and investees
B. senior executives and board of directors
C. asset owners and fund managers

Answer: A

Explanation:
ESG engagement is a two-way dialogue to share perspectives between investors and investees.
Engagement Definition: ESG engagement involves active communication between investors (e.g., asset managers, shareholders) and
investees (e.g., companies) to discuss ESG issues and improve sustainability practices.
Purpose: The goal is to influence company behavior, enhance ESG performance, and align business practices with sustainable
investment objectives. This dialogue allows both parties to share perspectives, address concerns, and work towards common goals.
Two-Way Communication: Effective ESG engagement requires open and ongoing communication, ensuring that both investors and
investees contribute to the conversation and decision-making process.
CFA ESG Investing Reference:
The CFA Institute's guidance on ESG engagement highlights the importance of two-way dialogue between investors and investees to
foster better ESG practices and drive positive change in corporate behavior.

NEW QUESTION # 420 
Which of the following refers to a network where investors engage with the world's largest corporate emitters of greenhouse
emissions?

A. Partnership for Carbon Accounting Financials
B. Climate Action 100+
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C. Network for Greening the Financial System

Answer: B

Explanation:
Climate Action 100+ is a global investor initiative aimed at engaging with the world's largest corporate emitters to curb greenhouse
gas emissions and improve governance on climate-related issues. (ESGTextBook[PallasCatFin], Chapter 3, Page 153)

NEW QUESTION # 421 
Which of the following would credit rating agencies (CRAs) most likely focus on to test how well an issuer's management uses the
assets under its control to generate sales and profit?

A. Efficiency ratios
B. Capital structure analysis
C. Profitability and cash flow analysis

Answer: C

Explanation:
TheFixed Income Integrationsection of the OTM explains that CRAs assess management quality and operational efficiency through
the company's ability to convert assets into earnings. It specifies:
"Credit rating agencies focus onprofitability and cash flow metricsas indicators of management effectiveness in utilizing resources and
assets to generate returns." These metrics-such as EBITDA margins, free cash flow, and return on assets-demonstrate how
effectively management controls operational risk and allocates capital. Efficiency ratios (A) are supplementary, while capital structure
(B) analysis relates to solvency and leverage, not asset utilization efficiency.
Thus, optionCis correct, as it captures the most direct analytical approach used by CRAs to evaluate managerial capability.
Reference:2021-Final-Book.pdf, Chapter 8 - Fixed Income ESG Integration (Credit Rating Agency Methodology section).

NEW QUESTION # 422 
Which of the following statements regarding ESG ratings in the credit area is most accurate?

A. Rating providers tend to overcomplicate industry weighting and company alignment
B. Smaller companies may obtain higher ratings because of their willingness to dedicate more resources to non-financial
disclosures
C. There is a geographical bias towards companies in regions with high reporting standards

Answer: C

Explanation:
ESG ratings in the credit area can be influenced by various factors, and one of the most significant is geographical bias.
Geographical bias towards companies in regions with high reporting standards (B): Companies in regions with stringent and well-
established reporting standards are more likely to receive higher ESG ratings. This is because these companies are required to
provide more comprehensive and transparent disclosures, which can positively impact their ESG scores. This bias can disadvantage
companies in regions with less rigorous reporting requirements, even if their ESG practices are sound.
Overcomplication of industry weighting and company alignment (A): While the process of determining industry weighting and
company alignment can be complex, this statement does not address the main issue of geographical bias in ESG ratings.
Smaller companies obtaining higher ratings due to non-financial disclosures (C): Smaller companies often lack the resources to
dedicate to comprehensive non-financial disclosures compared to larger companies. Therefore, this statement is less accurate than
the geographical bias issue.
Reference:
CFA ESG Investing Principles
Analysis of ESG rating methodologies and regional reporting standards

NEW QUESTION # 423
......
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