
ESG Practice Questions 

Question 01 

The directors of Ecoma Co consider environmental, social and governance issues 
to be extremely important in a wide range of areas, including new product 
development, reputation building and overall corporate strategy.  

The company is taking a proactive approach to managing sustainability and is 
actively seeking opportunities to invest in sustainable projects and embed them in 
their business practices. The company’s financial year end is 30 September 20X5.  

The following exhibits, available on the left-hand side of the screen, provide 
information relevant to the question: 

1. Head office - this provides information about a $16 million provision that Ecoma 
Co wishes to make associated with its move to a new head office and the sub -let 
of its old head office. 

2. Defined benefit pension scheme - provides details of Ecoma Co’s pension scheme 
for the year ended 30 September 20X5 and its net obligation at that date.  

This information should be used to answer the question requirements within your 
chosen response option(s). 

Requirements � 
The current developments in sustainability reporting show that there is a global 
trend towards more extensive and more meaningful narrative reporting.  

The improvements in the quality and scope of reporting are driven by both 
regulatory demands and market demands for transparency. ‘Sustainable 
investing’ describes an approach to investment where environmental, social or 
governance (ESG) factors, in combination with financial considerations, guide the 
selection and management of investments. 

Required: 
Discuss why the disclosure of sustainable information has become an important 
and influential consideration for investors. (8 marks) 

Note: there is no need to refer to any exhibits to answer part (a). (8 marks)  
Professional marks will be awarded in part (a) for clarity and quality of discussion. 
(2 marks) 

 



Exhibit  
Ecoma Co is committed to a plan to move its head office to a building which has 
an energy efficient green roof that acts as a natural temperature controller. The 
move from the current head office, which is leased, will take place at the 
company’s year end of 30 September 20X5. 

The new green roof building requires less maintenance than a conventional 
building and produces oxygen which offsets Ecoma Co’s CO2 emissions. The 
directors of Ecoma Co believe that the green roof building will save the company 
$2 million per annum over the useful life of the building. 

However, over the next two years, it anticipates that the disruption of the move 
will cause the company to make a loss of $10 million per annum. The company 
wishes to make a provision of $16 million which comprises the loss to be incurred 
over the next two years net of the saving created by the green roof. 

Meanwhile, the company will have to vacate its currently leased head office 
building. At 30 September 20X5, the lease has two years to run at a rental of 
$600,000 per annum payable in advance on 1 October each year. If the lease is 
cancelled, the full rental is payable on cancellation. The head-lease permits sub-
letting and Ecoma Co has sub-let the building for one year from 1 October 20X5 at 
a rental of $400,000 per annum payable in advance. 

Ecoma Co estimates that there is a 40% probability that it will be able to extend 
the sub-lease at the same rental for a second year. 

The costs of moving to the green building are estimated at $1 million and the costs 
of terminating the lease in two years’ time are negligible. The pre-tax discount rate 
is 5%. 
  

Exhibit  
Ecoma Co is worried that the poor remuneration package offered to employees is 
putting the company at risk of reputational damage.  

Consequently, Ecoma Co changed its pension scheme on 30 September 20X5 to 
include all of its staff. The benefits accrue from the date of their employment but 
only vest after two years additional service from 30 September 20X5.  

The net pension obligation at 30 September 20X5 of $78 million has been updated 
to include this change. During the year, benefits of $6 million were paid under the 
scheme and Ecoma Co contributed $10 million to the scheme. These payments had 
been recorded in the financial statements. 
Answers 



(a) There is increasing interest by investors in understanding how businesses are 
developing environmental, social or governance (ESG) goals. The positioning of 
the ESGs in relation to the overall corporate strategies is information which 
investors feel is very relevant to the investment decision which in turn will lead 
to capital being channelled to responsible businesses. 

Sustainability practices will not all be equally relevant to all companies and 
investors’ expectations are likely to focus on companies realising their core 
business activities with financial sustainability as a prerequisite for attracting 
investment. 

Because institutional investors have a fiduciary duty to act in the best interests of 
their beneficiaries, such institutions have to take into account sustainability 
practices. Companies utilising more sustainable business practices provide new 
investment opportunities. 

Investors realise that environmental events can create costs for their portfolio in 
the form of insurance premiums, taxes and the physical cost related with disasters. 
Social issues can lead to unrest and instability, which carries business risks which 
may reduce future cash flows and financial returns. 

Investors screen the sustainable policies of companies and factor the information 
into their valuation models. Investors may select a company for investment based 
on specific policy criteria such as education and health. Investors may evaluate 
how successful a company has been in a particular area, for example, the reduction 
of educational inequality. 

This approach can help optimise financial returns and demonstrate their 
contribution to sustainability. Investors increasingly promote sustainable 
economies and markets to improve their long-term financial performance. 
However, the disclosure of information should be in line with widely-accepted 
recommendations such as the Global Reporting Initiative (GRI) and the UN Global 
Compact. 

Integrated reporting incorporates appropriate material sustainability information 
equally alongside financial information, thus providing reporting organisations 
with a broad perspective on risk. 

Investors often require an understanding of how the directors feel about the 
relevance of sustainability to the overall corporate strategy, and this will include 
a discussion of any risks and opportunities identified and changes which have 
occurred in the business model as a result. 



Investors employ screening strategies, which may involve eliminating companies 
which have a specific feature, for example, low pay rates or eliminating them on a 
ranking basis. The latter may be on the basis of companies which are contributing 
or not to sustainability. Investors will use related disclosures to identify risks and 
opportunities on which they wish to engage with companies.  

Investors will see potential business opportunities in those companies which 
address the risks to people and the environment and those companies which 
develop new beneficial products, services and investments which mitigate the 
business risks related to sustainability. Investors are increasingly seeking 
investment opportunities which can make a credible contribution to the realisation 
of the ESGs. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Question 02 






