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SUSTAINABLE
INVESTMENT
SECRET SHOPPER

According to the 2023 Investor Opinion Survey

conducted by the Responsible Investment
Association of Canada, interest in responsible
investments continues to be high among retail
investors. According to this study, which collected
data from 1001 individual investors, 65% of
respondents express interest in responsible
Investments. The study also reveals that 67% of
respondents would like their financial services
provider to inform them about responsible
investing options aligned with their values.
However, only 32% said their financial services
provider had ever discussed the subject. The terms
‘responsible  investment” and  “sustainable
Investment” are often used interchangeably when
investment

describing an approach  that

incorporates ESG data into the investment

pprocess.

The interest in sustainable investing mirrors that of
investors globally. A recent Morgan Stanley survey
of individual investors worldwide found that 77%
were interested in sustainable investing. Fifty-eight
percent said that they would select a financial
advisor based on sustainable investment offerings.

In addition to investor appetites, there has been a
regulatory movement in Canada to incorporate
social, and

environmental, governance

considerations in client interactions.
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Since December 2021, the Canadian Investment
Regulatory Organization (CIRO) has included
environmental, social, and governance
considerations as part of the Know Your Client

(KYC) process.

The CIRO guidance stipulates that in collecting
KYC information, firms must gather data on
various aspects, including a client's financial
situation, personal circumstances, risk tolerance,
intended investment timeframe, and the duration
of investments. KYC guidance also emphasizes the
necessity of factoring in the client's investment
goals. Beyond conventional objectives such as
preserving income, and

capital, generating

growing capital, the guidance recognizes
"personal values" as an important motivator that

should be taken into consideration.

According to CIRO, “Dealers should provide their
clients with the opportunity to express their
investment needs and objectives in terms that are
meaningful to them, such as saving for retirement,
to maintain a certain lifestyle, increasing wealth by
a certain percentage in a specific number of years,
investing for the purchase of a home, investing for
the post-secondary education of their children, or
investing__following__environmental, social and

governance criteria or other personal preferences,”




With the above in mind, and to better understand the state of integration of clients’ ESG priorities
among Canadian financial advisors, ED4S embarked on a secret shopper campaign in the first two
months of 2024.

Secret shopper campaigns have been used across various industries for many purposes. These
campaigns allow for the collection of intelligence in an industry by stepping into the shoes of the
customer. This allowed EDA4S to see what the customer experience looks like, what is working in an

industry, and what might need improvement.

In our secret shopper campaign, three ED4S associates posed as customers wishing to speak with an
investment advisor about their investing needs. We looked to gauge whether an advisor would bring up
ESG or sustainability issues unprompted, and if prompted, what expertise they could demonstrate in

guiding our “shoppers” to make informed sustainable investment choices.

We wanted to understand not only the level of knowledge about ESG and sustainability issues among
advisors in Canada but also the breadth of products their firms offered in the retail market and their

willingness to suggest ESG and Sustainable investments to clients.

ED4S met with financial advisors representing a diverse cross-section of Canadian financial institutions,
ranging from Canada’s largest financial institutions to boutique investment advisory firms with a
handful of employees. We did so to ensure that we talked with a representative sample of the industry. !

[111f you wish to see if your firm was part of the study, contact us at hi@ed4s.org,
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Only 20% of the advisors we spoke to brought
up ESGC or sustainability considerations without
any prompts. After our secret shoppers showed
indirect signs of interest in ESGC investments, this
metric improved to about 63% of advisors. These
“prompts” included conversations initiated by
our secret shoppers about sustainability issues or
a wish to invest in sustainable investment
solutions.

All mystery shoppers shared action around
climate change as a primary concern. Only
about 25% of advisors were able to discuss
client goals and investment approaches around
climate change.

About half of the advisors we spoke to
demonstrated a sufficient understanding of
different ESGC investment approaches. Our
secret shoppers judged the knowledge of an
advisor “sufficient” if they demonstrated a basic
understanding of sustainable investment issues
or investment themes such as climate change,
sustainable investing, or similar sustainability
topics. We did not expect encyclopedic
knowledge of sustainability issues from advisors,
but rather the ability to understand a client's
ESC priorities and propose appropriate
investment solutions.
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shoppers.

Our secret shopper mission revealed a mixed picture around the
knowledge, willingness, and interest of financial advisors to speak
about and propose sustainable finance products to our secret

was rarely discussed. If it was discussed, advisors

i The performance of sustainable investments

generally claimed that sustainable fund
performance was the same as the performance
of other investments. The fees of sustainable
investments were rarely discussed. More than
half of the time, they were not discussed at all.
When fees were discussed, they were presented
as the same as other investment products.

offered some ESG or sustainable investment

5 While most of the advisors we spoke with

products, these were considered a good fit by
our secret shoppers only about 17% of the time,
and somewhat of a good fit 39% of the time.

For the most part, our secret shoppers were not
convinced that advisors were able to discuss and
recommend appropriate investment solutions for
sustainability-motivated investors. Furthermore, our
secret shoppers did not feel that the advisors they
spoke with understood the secret shopper's
sustainability priorities and goals.




DISCUSSION OF
ESG ISSUES

At first, our secret shoppers waited to see whether the advisors they met with brought up
sustainability-related goals on their own (as part of their KYC process). If not, our secret shoppers
hinted at their interest in ESG issues. Our secret shoppers then observed whether advisors asked
open-ended questions to learn more about the needs of their potential clients.

It is worth noting that most advisors we met with (80%) rarely asked questions about client ESG
goals without the secret shopper prompting them. These prompts consisted of our secret shoppers
bringing up ESG or sustainability topics to signal that they were interested in sustainable investing.
For example, our secret shoppers might bring up the topic of wildfires in Canada and the
environmental effects of the fires. Sometimes our secret shoppers brought up the prospect of buying
an electric vehicle or mentioned that they wanted to responsibly build their savings or invest in ways
that reflected their values.

Did the advisor bring up ESG question

without any prompts?

Yes

80%
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However, after our secret shoppers showed interest in ESG issues, this changed, with 63% of
advisors proceeding with ESG questions when prompted compared to 20% only before the
prompt.

After showing indirect sign did advisor

bring up ESG?

No
37%

Yes
63%

We believe open-ended questions are critically important, as they signal a genuine interest in
understanding the client’s sustainability goals in accordance with KYC recommendation.

Did advisor ask open-ended questions to
understand ESG priorities?
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Each of our secret shoppers mentioned climate change as a concern. It was encouraging that
about 25% of the advisors we met with discussed ways to address climate change in the
investment process with our secret shoppers. However, no other ESG issues were discussed,
(water, land use, biodiversity loss, plastic pollution) even if the client expressed interest in them.

Was advisor able to discuss climate change as
investment theme?

Yes
32.5%

No
67.5%

We asked our secret shoppers to rate advisors on a scale of 1 to 5. This reflected whether our
shoppers felt the advisor understood their ESG/sustainability goals (1 meaning no, and 5 meaning
yes). Unfortunately, 60 percent of the time, our secret shoppers answered 1 or 2 to this question,
demonstrating that most advisors did not adequately understand the goals of our secret
shoppers.
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According to one of our secret shoppers:

“Those who understood
sustainability kept a conversation
going, talking about the ESG
products they had: mostly a low
carbon mutual fund (less oil
company presence and more
financial weightings). Those who
did not understand tended to
redirect the conversation towards
traditional products.”

On a scale of 1to 5, do you feel that advisor understood your
ESG /sustainability priorities / goals?
(1=No 5=Yes)

1 2 3 4 5

2.40

Average Rating
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ADVISORS ESG
KNOWLEDGE AND
SUSTAINABLE
PRODUCT OFFERINGS

We wanted to better understand whether the advisors we contacted were knowledgeable about
ESGC and sustainable investing strategies, and if their firms had sustainable products to offer.

Our secret shoppers felt that less than half (45%) of the advisors they spoke with demonstrated an
understanding of ESG investment approaches.

Our secret shoppers credited another 25% of advisors with being somewhat knowledgeable about
sustainable investment approaches. About 30% of advisors did not demonstrate an adequate
understanding of different ESG investing approaches.

One of our secret shoppers cited
what their expectations were
about sustainable products:

Did advisor demonstrate understanding of

“l was hoping the advisor could

T B S TS i (e different ESG investing approaches?

following categories: Green

Somewhat
Bonds, Sustainability mutual 25%

funds or ETFs, a green real estate

fund, or a true impact fund.”
Yes

45%

No
30%
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About 63% of the advisors we talked with
discussed the performance of sustainable
investments. Most of those discussing
performance claimed that returns for
sustainable funds were about the same as
traditional funds. The real answer to this
guestion depends on the timeframe, and
how sustainable investment products are

defined.

According to the latest assessment by
Morgan Stanley, investing a hypothetical

$100 into a sustainable fund in December
2018 would be up 35% if it had achieved the
median return for each of the past five years.
For traditional funds, that investment would
be up 25%. However, what is considered a
“sustainable” fund has been left up to
investment firms until very recent efforts by
regulators to better define what can be
called sustainable or ESG funds. The historical
record of “sustainability” fund performance is
therefore not an exact science. The future is
unknown, so we cannot predict what ESG
funds will do in the future.

Issues such as climate change are likely to
have a meaningful impact on investment
portfolios due to increasing risks from
extreme weather events, disrupted supply
chains, and impaired assets, among other
factors. Furthermore, the transition to a low-
carbon economy, changes in consumer
preferences, and sustainability-related
regulation will also impact a multitude of
industries, thus creating both risks and
opportunities. Investment portfolios that do
not account for such developments may
underperform those that do over the long
term.

Our secret shoppers judged whether the

advisor's knowledge of sustainable
investments was “sufficient” based on the
terminology and vocabulary the advisor used
in conversation. Our secret shoppers did not
expect advisors to be experts on climate
change, or sustainability, but could tell by
how an advisor spoke about sustainability
issues whether or not they were sufficiently
knowledgeable to offer our shoppers useful
advice concerning sustainable investment

decisions.

Did the advisor discuss the performance of sustainable investments?

Not discussed

Discussed, presented SAME as other investments:
Discussed without comparison

Discussed, presented WORSE than other investments

Discussed, presented BETTER than other investments
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37%

35%




Although most advisors did not discuss the management fees of sustainable investments, those who
did noted that fees for sustainable and traditional investment funds in Canada are not far apart. This
appears to align with a 2020 Morningstar study which found that sustainable funds management
fees were only 0.11 basis points higher than traditional non-sustainable funds. While this does mean
that sustainable funds are generally more expensive, the difference is not significant.

Did the advisor discuss the management fees of sustainable investments?

Discussed,
presented SAME 45%
as conventional

559% Not discussed
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Most of the advisors we talked to had sustainable investment solutions offered on their website
(70%). This translated to about 59% having ESG or sustainable products to offer. Our secret shoppers
felt these products were a good fit for them just over half of the time (56%). Although the number of
sustainable investment products has grown in recent years, the current offering of sustainable
investment products is still in its relatively early stages. There is an opportunity to enrich this offering

to better meet client needs.

Does advisor’s firm offer sustainable

investing solutions? Did advisor have an ESG product to offer?

(information found on company’s website)

Information not available Tried to dissuade
15% from ESG

investment
3%

Yes
55%

Did not
know
12%

No
15%

Do you feel that recommended investment products fit well with your

goals and priorities?

Good fit Not a fit
17% 17%

Uncertain
27%

Somewhat
39%

ED4S Academy




Our secret shoppers were skeptical that the advisors they met with could recommend appropriate
investments to sustainability-motivated investors. When we asked our secret shoppers to rate on a
scale of 1 to 5 how they would rate the ability of the advisor to recommend sustainable investments,
the average score was only 2.42, with the most likely answer being 1 - or “not at all”.

One of our secret shoppers felt that financial institutions do not have products that aligned with his
personal goal to combat climate change through his investments. Therefore, the ability of the
advisors to recommend appropriate investment solutions seemed hampered by a lack of ESG or
sustainability training and the lack of a top-down commitment to alignment with this key
environmental issue.

On the level of 1 to 5, how would you rate advisor’s ability to discuss and recommend

appropriate investment solutions for sustainability motivated investor?
(1=Not at all 5= Very much so)

2.42

Average Rating

On balance, our secret shoppers were not convinced that the advisors they met with could meet
their investment suitability priorities or preferences. Our secret shoppers answered “maybe” to this
guestion at a higher rate than “yes” or "no”. Our secret shoppers reported that only 50% of advisors
demonstrated interest in sustainability.

ED4S Academy




Would you trust this advisor to manage your funds

considering your sustainability priorities?

Maybe
45%

30%

Does advisor seem to have interest in sustainability?

Somewhat
15%

Yes
50%
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CONCLUSIONS

Sustainable investment appears to be a
secondary consideration, if not a niche asset
class, among the majority of Canadian
financial advisors. While many institutions
represented offer sustainable investment
options, advisors often seem poorly equipped
to present them to clients.

The mixed ability of advisors to address the
sustainable investing desires of our secret
shoppers shows that there is still work to be
done when fulfilling the Know Your Client
(KYC) recommendations that came into effect
in Canada in 2021. The demand for sustainable
investment is only expected to grow in the
coming years. Many advisers in Canada need
to train their staff to meet the needs of the
investors that will be increasingly demanding
sustainable investment products.

In the coming years, clients will increasingly be
looking for investments that meet both their
investment needs, and address sustainability
issues facing the planet. Referencing the
already cited Morgan Stanley individual
investors survey, 58% of global individual
investors indicated that a financial advisor's
sustainability offering would have an impact
on the likelihood of them selecting that
advisor. For individual investors with
heightened interest in sustainable investing,

this percentage rises to 88%.
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We believe that these shortcomings in
sustainability knowledge can be overcome by
better embedding sustainability into the fabric
of financial advisor training in Canada. This
would equip advisors to better navigate the
conversations about sustainability products
with clients who express a desire to invest
sustainably. Such training can also improve an
advisor's understanding of the link between
sustainability in financial markets.

Advisory firms should also ensure that they
have the sustainable investment products that
investors desire. As sustainable investment
products become more common and more
well-defined, investors and advisors need to
have the conversations necessary to align
investment objectives with the products
available. Investment advisory firms need to
ensure that advisors adhere to Know Your
Product best practices to allow them to better
align  products with client investment
objectives.

Sustainability topics are complex. When it
comes to individual investor ESG priorities,
advisors need the proper knowledge and tools
to best serve clients.




Financial firms can meet that need if they improve their understanding of sustainable investing and
train their staff to better address the sustainability concerns of their clients. As frontline employees
get upskilled and firms create more sustainability products to meet client needs, the integration of
ESG into the client conversation will become more natural for financial advisors. But for now, there
is still a long way to go. As client demand for sustainable investing grows, advisors better equipped

to serve those demands will benefit.
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About 2/3 of the advisors we talked to
were men, while about 1/3 were women.

Advisor’'s age group

50+
7%

30-50
75%
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ADVISORS
EXPERTISE &
DEMOGRAPHICS

18-30
18%

Advisor's gender

Female
32%

Male
68%

The vast majority of the advisors we met with (75%)
were between the ages of 30 - 50. Another 18% of
the advisors were under 30, and 8% were over 50

years of age.




Just under half of the advisors we talked to (45%) had 10+ years of experience in the advisory
business. About 55% percent of advisors had less than 10 years of experience in the advisory

Seniority (years in business)

18% 15%

business.

10-20

o,
27% 210

40%

25 percent of the advisors we spoke with had a responsible investment, sustainable investment, or
ESGC investment certificate or related training. This does not necessarily mean that the individual
was not knowledgeable about these issues, as they could have already possessed this knowledge or
received in-house training on the topic from their employer.

Does advisor have any Responsible Investing credentials? Select all that apply

Responsible Investment Specialist
Responsible Investment Advisor
Responsible Investment Professional
CFA ESG Certificate

FSA SASB Credential

None
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ABOUT ED4S

At ED4S, we are dedicated to bridging the sustainability skills gap.
We achieve this by crafting innovative, flexible training solutions tailored for financial institutions.

Our programs are meticulously developed by experts in sustainable finance to address the growing
demand for sustainability upskilling across diverse roles.

We have pioneered a simulation-based training solution to specifically address skill shortages
among financial advisors. Our simulator enhances their expertise through practical scenarios,

interacting with clients motivated by sustainability goals.

Our training is designed to empower broker-dealers to boost investments in sustainable products
and equip advisors with the tools necessary to identify and seize new business opportunities.

Through these efforts, ED4S is at the forefront of advancing sustainability in financial practices.

If you wish to try our solutions, please email us at hi@ed4s.org.
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THANK
YOU!

ANY QUESTIONS?

Contact hi@ed4s.org



