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1 Management Summary

Sustainable investing is "trendy". More
and more bank clients want to invest their
money sustainably. "Green finance" and
"sustainable finance" are increasingly de-
veloping from a market niche into the
mainstream. At the same time, however, it
is becoming clear that many "green" finan-
cial products do not deliver what they
promise. The industry is increasingly being
accused of greenwashing.

Greenpeace investigated how well Luxem-
bourg banks advise their clients on cli-
mate-friendly investments. To find out,
Greenpeace carried out Mystery Shopping
at six banks based in Luxembourg. The re-
sult: The test clients were recommended
investment products as climate-friendly,
which are not compatible with the goals of
the Paris Climate Agreement. In addition,
considerable weaknesses were found re-
garding the transparency of the products
offered and the expertise of the advisors.

According to an opinion poll commis-
sioned by the Luxembourg Sustainable Fi-
nance Initiative (LSFI), Fondation ABBL and
the financial supervisory authority CSSF
and published in September 2022, not
even half of Luxembourg citizens currently
know what sustainable finance is. Accord-
ing to LSFI, Fondation ABBL and CSSF, one
priority now is to educate bank customers
about sustainable investing.

Looking at the results of the Mystery
Shopping, Greenpeace concludes that it is

first and foremost the banks themselves
that must do their homework. The training
of bank staff regarding sustainable finan-
cial products, competent advice to clients
based on maximum transparency regard-
ing the investment options offered, as well
as a range of products that are in line with
the Paris climate goals, must become the
standard for Luxembourg banks.

So far, European legislation has not been
able to put a stop to greenwashing in the
financial sector. Greenpeace therefore ex-
pects the Luxembourg government to set
ambitious requirements for climate-
friendly investments. The financial support
for financial products that are not in line
with the Paris climate goals or run counter
to other sustainability goals must also be
stopped.

Time is pressing, given the accelerating
pace of global warming. Greenpeace de-
mands that Luxembourg banks immedi-
ately develop and offer products that ac-
tually redirect capital into a climate-
friendly economy and thus contribute to
solving the climate crisis.

Martina Holbach

Sustainable  Finance  Campaigner
Greenpeace Luxembourg
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2 Overview of methodology

This analysis assesses the quality of advi-
sory on sustainable financial products in
Luxembourg banks. To obtain a sound
overview of the current advisory practice,
we used the methodological approach of
Mystery Shopping.

Mystery Shopping is a
market research instrument:

Test customers or test
shoppers who do not
identify themselves as such @
(Mystery Shoppers) carry
out test purchases on behalf
of companies or market
research institutes or test

service offers, e.g., advisory
services.

A total of 19 Mystery Shoppers attended
27 consultation interviews in six different
financial institutions. These included:

e Banque de Luxembourg

e Banque Internationale a Luxem-
bourg

e Banque et Caisse d'Epargne de
I'Etat (Spuerkeess)

e Banque Raiffeisen

e BNP Paribas

o ING Groep

All Mystery Shoppers chose the financial
institution individually. Greenpeace Lux-
embourg only acted as a coordinator to
ensure that a sufficient number of differ-
ent financial institutions were visited. Eight
Mystery Shoppers carried out two consul-
tation appointments at different financial
institutions. Prior to the consultation inter-
views, all Mystery Shoppers received a
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comprehensive briefing on how to con-
duct the Mystery Shopping. The briefing
also included guidelines for answering
certain standard questions from the bank
advisors (e.g., information on the invest-
ment horizon, risk affinity or return expec-
tations). This ensured that the Mystery
Shoppers were offered fund-based invest-
ment products.

Following the consultation session, all
Mystery Shoppers shared their experi-
ences in a standardised questionnaire. The
product information on various capital in-
vestments offered by the financial institu-
tions in the consultation interviews was
collected and then evaluated based on a
set of assessment criteria. The evaluation
of the customer journey and the assess-
ment of the products was carried out by
Nextra Consulting.

The criteria considered in the evaluation of
the products are explained in more detail
in Chapter 4.1 and in the Annex 6.2. A five-
level colour scale was developed for all
nine criteria. Depending on the level of
ambition or depth of detail of the invest-
ment criteria analysed, a corresponding
colour coding was deposited in the fund
evaluation. If funds selected certain invest-
ment approaches, then clear qualitative
criteria for the implementation of these
approaches were assessed.

Although the Mystery Shoppers were pri-
marily acquired via the various networks of
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Greenpeace Luxembourg, a possible bias
in the sample resulting from this approach
can be largely neglected. Whilst it is very
likely that Mystery Shoppers with an in-
trinsic dedication and commitment to sus-
tainability and climate protection were
found, these characteristics are not deci-
sive for the course of the consultation in-
terview. Instead, the respective prior
knowledge about financial investments
and capital markets plays a role here. On
average, it can be assumed that the gen-
eral population does not have compre-
hensive prior knowledge in this regard.
The questionnaire therefore asked the
Mystery  Shoppers' respective prior
knowledge about financial markets and
capital investments in general. Among the
Mystery Shoppers this prior knowledge
varied significantly. Half of the Mystery
Shoppers had not yet invested in capital

T Further details on the characteristics of

Mystery Shoppers can be found in Appendix 6.1.
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investments and little or no involvement
with financial markets. The other half al-
ready possesses over first experiences with
capital investments or invests regularly
and knows financial markets well to very
well. More than half of the Mystery Shop-
pers had never invested in sustainable or
climate-friendly capital investments. It can
therefore be assumed that the group of
Mystery Shoppers was diversified and — to
a large extent — participated the consulta-
tion interview without any specific prior
knowledge. We thus consider the results
of the Mystery Shopping to be essentially
representative. The sample is also diverse
in terms of age structure and gender dis-
tribution and as such — in our opinion —
quite representative.’
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3 Assessment of the consultation quality

Consultation sessions are for the most part
standardised and follow a clear process.
This starts with the scheduling of the ap-
pointment — the potential first direct con-
tact between the client and the bank. The
consultation appointment itself begins
with a so-called qualification phase. Here,
the bank advisors first ask targeted ques-
tions about the client's investment prefer-
ences. Based on the gathered information,
the most suitable product suggestions for
the respective customer can be presented
in the ensuing phase. There concrete
products are proposed, and outstanding
questions can be addressed. In this Mys-
tery Shopping, the consultation ended
with the provision of further information
that could subsequently be used to make
a purchase decision. The results of the
analysis along this customer journey are
summarised below.

3.1 Results along the customer
journey

3.1.1  Making the Appointment

Scheduling the appointment is of great
importance for the sale of sustainable in-
vestments. It is not only the potentially
first direct contact between the customer
and the bank, but it also offers the oppor-
tunity to identify specific customer wishes
(e.g., sustainability) before the actual

See FEUROPEAN COMMISSION (2021).

meeting. In this way, clients can be re-
ferred directly to qualified advisors. How-
ever, the experience of our Mystery Shop-
pers shows that this referral to corre-
sponding experts in the respective
financial institution did not work properly.
For instance, one mystery shopper stated
after the advisory meeting:

“In my opinion, the advisor did not have
enough experience in aavising on cli-
mate-friendly products.”

3.1.2 Qualification

In this phase of the consultation interview,
the bank advisors first ask for all essential
client information as a sound basis for the
subsequent presentation of correspond-
ing financial products. A new regulation
within the framework of the Financial Mar-
kets Directive MIFID II* stipulates that as of
August 2022, advisors must also gather
sustainability preferences of their respec-
tive customers. Considering this, all Mys-
tery Shoppings were conducted after the
2" of August 2022.

The recording of investor preferences for
sustainable or climate-friendly products
did not take place by default as a part of
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the Mystery Shoppings. Since sustainabil-
ity is a very complex topic, a more specific
questioning of the Mystery Shoppers
should have been carried out at the latest
after the corresponding indication by the
Mystery Shoppers. This is also required by
law.

Even after a respective remark by the mys-
tery shoppers, the advisors did not ask fur-
ther questions about sustainability prefer-
ences in 37% of the consultation inter-
views.

Without a corresponding remark from
more than half of the Mystery Shoppers,
sustainable and climate-friendly products
would probably not have been offered
during the consultation at all. This practice
ignores the increasing demand for sus-
tainable financial products and slows
down investments in sustainable capital
investments. It can be assumed that pro-
actively offering sustainable investment
options would have a positive influence on
sales as well.

The reasons for this may be multi-layered.
Possible causes are a lack of knowledge of
the legal requirements and limited advi-
sory competence, as well as a lack of prod-
uct alternatives for very specific sustaina-
bility needs.

NEXTRA &
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“What I noticed negatively is that the ad-
visors are not experts.”

3.1.3  Product presentation

After all Mystery Shoppers had informed
the advisors about their desire to invest in
a climate-friendly way, the advisors identi-
fied the products they considered most
suitable for the Mystery Shoppers and
presented them in more detail.

In the survey following the Mystery Shop-
ping, the Mystery Shoppers stated that de-
spite the expressed investment prefer-
ences, the main part of the product
presentation was spent on the classic
questions about return and risk.

In less than 50% of the cases, the sustain-
ability of the investments was discussed in
detail and in not even 20% of the inter-
views was a detailed discussion of climate
compatibility. One Mystery Shopper ap-
propriately described:

"The advisor didn't give me any explana-
tion about green funds: for her, a fund is
green [f it says ESG on the fund sheet.”
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In some cases, considerable gaps in
knowledge about the characteristics of
sustainable investments were reported.
For example, one Mystery Shopper de-
scribed in view of the scope of application
of sustainability criteria:?

"The aadvisor believes that 70% of assets
that meet the ESG criteria are sufficient
for sustainable investment. More than
that is not possible.”

Overall, in 52% of the conducted inter-
views, the investment strategy of the of-

fered capital investments was not

NEXTRA '
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transparent in terms of climate compati-
bility, even after the explanations of the
advisors.

In about half of the consultation inter-
views, conventional products were (addi-
tionally) offered despite the expressed
preference for climate-friendly capital in-
vestments, which is a clear contradiction
to the current legal situation.

"The advisor replied that the product
range at the moment in the bank is nei-
ther very broad nor very sustainable.”

After I explicitly expressed the wish to invest in a
climate-friendly way, I received a product proposal.
Select the most appropriate answer to this product

proposal.

The advisor only presented me with climate-
friendly investment products and actively

recommended them to me.

The advisor only presented me climate-friendly

investment products.

The advisor presented me both climate-friendly

and non-sustainable products.

The advisor presented me climate-friendly products

but actively recommended non-sustainable
products.

The advisor did not present me with any climate-
friendly investment products, even when | asked.

3 The definition of the scope of application is a weak

spot of many investment products. In the case of high-
quality products, 100% of the securities contained in

o

.
N
w
.;>
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the fund should be analysed from a sustainability per-
spective. See also chapters 4.1 and 6.2.
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3.1.4 Provision of information

The last step of the customer journey, that
we are looking at, includes the provision
or use of information materials by the ad-
visors. These are utilized by customers as
a support during the consultation inter-
view, as well as in the decision-making
process afterwards.

In 25 of the 27 interviews, information ma-
terial was used and partially handed out to
the Mystery Shoppers. In about 60% of the
Mystery Shoppings, the Mystery Shoppers
found the information materials utilized in
the consultation interview helpful in as-
sessing the product suggestions. In more
than one third of the consultation inter-
views (9), the used or handed out docu-
mentation was not considered helpful for
the assessment of the product sugges-
tions.

"I also found it unfavourable that I
wanted a climate-friendly product and
was then sent an email with 70 attach-

ments that I, as a layman, am over-
whelmed with."”

NEXTRA &
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3.2 Conclusion

The above analysis results show that there
are currently considerable deficits in the
provision of advice on sustainable or cli-
mate-friendly capital investments. Already
during the appointment scheduling, the
opportunity is missed to specifically assign
clients to bank advisors who have the cor-
responding expertise in the field of sus-
tainability.

In the following qualification process, the
sustainability preferences are often not
asked for consistently. At present, there
are obviously still considerable deficits re-
garding the implementation of the MiFID
II requirements that have been in force
since 2 August 2022.

Contrary to the legal requirements, sus-
tainably oriented clients are momentarily
regularly offered conventional products as
well. Moreover, advisors still focus strongly
on the traditional topics of return and risk
during the consultation and only margin-
ally consider sustainability- or climate-re-
lated product features in most cases. This
seems to be mainly due to a lack of advi-
sory competence, as on one hand the
Mystery Shoppings revealed considerable
knowledge gaps on the part of the advi-
sors and on the other hand more than half
of the Mystery Shoppers stated that they
were unable to comprehend the pre-
sented investment strategy.

The often-used information materials do
not enable customers to make a qualified
decision on the offered products. In the
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end, they are left alone with the task of
evaluating the sustainability of different
investment products.

"Despite my beginner level, the advisor
had the opinion that I had to take certain
steps myself: Monitor investments, re-
search myself whether an investment is
sustainable or not.”

Overall, despite the described deficits,
50% of the Mystery Shoppers rated the
consultation interview as good or very
good. Above all, the often very open and
honest tone of the bank advisors regard-
ing the fulfilment of investment prefer-
ences was positively emphasised by sev-
eral Mystery Shoppers.

10
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4 Assessment of the product quality

Sustainable investments have been one of
the core trend topics in the financial sector
for several years. For a long time, there
were no clear guidelines based on which
the sustainability of funds could be as-
sessed. As a result, an increasing number
of cases occurred, where financial institu-
tions chose investment approaches with
minimal sustainability value, while adver-
tising their products as sustainability
funds.

A study  commissioned by
Greenpeace Switzerland and
Greenpeace Luxembourg from the
Swiss rating agency Inrate in the
summer of 2021 also showed that
sustainable funds in the countries
mentioned do not sufficiently
support the redirection of capital
into sustainable activities. Although
it was shown that sustainable
capital investments can usually
achieve a significantly  lower
exposure to environmental
controversies, the experts from
Inrate found hardly any significant
differences to conventional funds,
especially with regard to the
sustainability impact.

The EU has also recognised that guidelines
are needed to prevent greenwashing in re-
lation to sustainable investments and de-
fined disclosure requirements in spring
2021. These requirements seek to enable a
clear distinction between "light green" and

According to the EU Sustainable Finance Disclosure
Regulation (SFDR), conventional funds are referred to
as Article 6 funds, whereas light green funds fall under
Article 8 and dark green funds under Article 9 of the
SFDR. Light-green financial products take environ-
mental or social criteria into account when making

NEXTRA &
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"dark green" funds versus conventional
funds.*

A recent analysis by Morningstar found
that the financial industry has now
adapted to the new requirements. Figures
from Q2 2022 show that more than half of
the capital invested in funds in the EU is
currently invested in products categorised
as light green or dark green.”

SFDR Fund Type

m Article 6
459

Article 8

Article 9

Figure 1. Share of total invested capital in the EU per
SFDR Fund Type in Q2 2022

In the case of new funds coming onto the
market, the proportion of sustainably clas-
sified products is even higher (approx.
60%).

However, a deeper look into the invest-
ment approaches of the supposedly sus-
tainable products reveals that there are
considerable differences in the design and
on the level of ambition.

investment decisions, while dark-green funds pursue a
sustainable investment objective (e.g., the reduction of
emissions or the creation of affordable housing).

> See MORNINGSTAR (2022). In total, this represents an
investment volume of more than four trillion euros.

11
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The clear recommendation for sustainably
oriented investors is as follows:

Otherwise, there is a great danger that the
money will not be used solely to finance
sustainable activities.

The central question is: How can (margin-
ally) more sustainable fund products be
distinguished from truly sustainable ones?

Although the EU's SFDR disclosure obliga-
tion is aimed at precisely this demarcation,
it currently falls short with its guidelines on
"dark green" Article 9 funds. For example,
Article 9 requires that a fund must pursue
at least one specific sustainability goal and
may not cause "significant harm" regard-
ing other sustainability dimensions ("Do
no significant harm"). Conversely, this
means: Damage to other sustainability di-
mensions is thus permissible in principle, it
must just not be significant. What exactly
"significant harm" means remains to be
defined by the EU within the next few
years. At present, the responsibility lies
with the product suppliers, who are devel-
oping their own definitions, which pro-
vides considerable room for manoeuvre in
this respect.

6 ESG, E =environmental, S = social, G = Governance

NEXTRA &
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4.1 Criteria for climate-friendly
investment products

Regarding social and governance issues in
the context of sustainable investment®, the
complex discussion regarding hard
boundaries for "significant harm" is quite
understandable. For instance, the per-
ceived harm in both categories is in part
decisively shaped by changing value con-
cepts over time. However, with regard to
ecological aspects and especially with re-
gard to climate aspects, these boundaries
are scientifically justifiable and quantifia-
ble: Ecological sustainability can be de-
fined as economic activity that simultane-
ously preserves the natural regenerative
capacity of the ecosystems involved.

This regenerative capacity of ecosystems
has been the focus of extensive research
for several years. It is largely undisputed in
the scientific community that, regarding
climate change for example, a limitation of
global warming to well below 2 degrees —
ideally 1.5 degrees — must be achieved to
keep the planet in balance and avert the
most serious consequences of climate
change.

12



Climate-friendly investments — An advisory check at Luxembourg banks

To make fund portfolios more sustainable,
however, fund providers use a variety of
different investment approaches — often in
combined form. Assessing the added
value of individual approaches is by no
means trivial. However, very few of these
approaches are actually able to achieve
Paris compatibility:

For instance, the vast majority of sustaina-
bility funds use exclusion criteria to re-
move investments that are exposed to ac-
tivities that are particularly harmful to the
climate from their investment portfolio.
This is undoubtedly a sensible approach
from a climate perspective. Ideally, atten-
tion should be paid to ensuring that these
exclusions for coal, oil and gas are in line
with the requirements of Paris-compatible
transition scenarios.” Nevertheless, the
1.5-degree  compatibility cannot be
achieved by excluding individual particu-
larly critical, non-transformable compa-
nies® or states alone.

Furthermore, so-called positive criteria
are regularly applied as well. In doing so,
companies are identified that contribute
to solving the sustainability or climate
problems of specific sectors. Although the
definition of positive criteria should overall

7 e.g. the IEA NET Zero scenario
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make an amplifying contribution towards
a more sustainable orientation of the fund
portfolio, positive criteria alone cannot en-
sure Paris compatibility either. This is
partly due to the fact that fund providers
already include companies in the potential
investment portfolio if a relatively small
share of turnover (e.g., 10%) is achieved
with products that contribute to solving
climate or sustainability problems, without
checking the climate compatibility of the
company's other products and services.

Moreover, to achieve 1.5-degree compat-
ibility, it is not only the nature of a compa-
ny's products and services that is crucial.
The emissions intensity of the company
and its value chains, which should evolve
over time according to the emission re-
duction requirements of a <1.5-degree cli-
mate change scenario, are part of this na-
ture as well.

Another approach that attempts to con-
sider the sector-specific climate or sustain-
ability performance of companies is the
so-called best-in-class approach. With
this approach, the companies of a sector
are evaluated relative to each other based
on a specific criterion (e.g., emission inten-
sity or an ESG rating). The worst compa-
nies in the sector are then removed from
the potential investment spectrum. If this
approach is applied ambitiously, then a
targeted investment in the most sustaina-
ble companies within a sector is possible.

Assumption: Pure players, e.g., in the coal industry, will
hardly be able to transform their entire business
model in the shortest possible time.

13
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Although this approach does not rule out
the possibility that the entire sector is too
emissions-intensive, it does increase the
probability that more climate-friendly
companies can be found within the invest-
ment portfolio. In practice, however, the
approach is mostly used to exclude only
the worst companies (e.g., the worst 20%).
If applied in such an unambitious way, it is
not suitable to ensure Paris-compatible in-
vesting.

The best-in-progress approach is based
on a similar understanding. Here, however,
the companies are evaluated based on
their speed of transformation. On this, it is
important that the fund manager should
only compare companies in one sector as
well, as emissions can be reduced very
easily in some sectors, whereas in other
sectors even small emission reductions re-
quire large investments.

While the best-in-class approach, if ap-
plied correctly, would in principle be suit-
able for identifying current climate pio-
neers in a sector, the best-in-progress ap-
proach enables the identification of
transformation leaders.

Both approaches do not align their invest-
ment strategy with clear reduction or sus-
tainability targets, but rather evaluate their
investment decisions along the relative
sustainability performance of different
companies in a sector. If climate-friendly
investing is to succeed, however, it is

9 The sale or renunciation of investments in one or more

companies.
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necessary to select companies that reduce
their greenhouse gas emissions at least as
much as a 1.5-degree scenario would re-
quire within their sector.

Other approaches frequently used in sus-
tainable capital investments are, for exam-
ple, engagement and the active exercise
of voting rights. In the engagement ap-
proach the fund manager regularly ad-
dresses the issue of sustainability or cli-
mate compatibility with the companies in
the investment portfolio (e.g., in individual
discussions or in writing). Thus, fund man-
agers can use their mandate and given
voting rights, e.g., in the context of general
meetings, to influence the future direction
of the company through their voting be-
haviour. Although both approaches have
their raison d'étre, an actual sustainability
performance can only be proven in very
few cases. Additionally, fund providers
lack clear sanction mechanisms for unsuc-
cessful engagement in most cases. For ex-
ample, there would need to be a clear
guideline stating that after three years
without remedying or adequately ad-
dressing the existing deficit, a divestment®
of the fund is mandatory.

Consequently, engagement approaches
alone are unsuitable for Paris-compatible,
climate-friendly investing and should only
be understood as a positive add-on.

Finally, due to its frequency, the approach
of so-called ESG integration is also worth

14
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mentioning. Here, sustainability ratings
are used for the companies in the fund.
Climate aspects play a subordinate role in
these ratings as a sub-area of the environ-
mental dimension, which is why the invest-
ment on the basis of such ratings can cer-
tainly bring sustainability advantages, but
no Paris compatibility is guaranteed. This
shows that:

Paris-compatible, climate-friendly in-
vesting can only succeed if a fund's in-
vestment approach addresses the de-
velopment of companies’ emission in-
tensity over time while taking into
account the company's sector affilia-
tion and the emission reduction re-
quirements of a 1.5-degree scenario.

4.2 Results of product analysis

Against the background described above,
all eleven of the fund products offered as
climate-friendly in the 27 Mystery Shop-
ping sessions were subjected to a more
detailed analysis.

The small number already shows that
there was a certain sensitivity on the part
of most bank advisors with regard to mak-
ing ambitious climate performance prom-
ises for the products.

1% This indicates an advisory error on behalf of the bank
advisor.
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Nevertheless, in the detailed analysis
we found that products were advertised
as climate-friendly that either have no
climate focus or no sustainability focus
at all.

The Lux Portfolio Growth fund offered by
Spuerkeess should be emphasised here, as
the fund provider, Spuerkeess Asset Man-
agement, believes that this is a product
that does not pursue a goal linked to sus-

tainability factors. 1°

All products advertised as climate-friendly
are listed in the table below:

BNP Paribas BNP Paribas Climate | LU0406802339
Impact CIC

BNP Paribas BNP Paribas Energy |LU0823414635
Transition C

BNP Paribas Smart Food CI Cap | LU1165137149

Spuerkeess Lux Portfolio Growth | LU0091958313

Spuerkeess Lux Equity Green LU2173353967

Spuerkeess Lux Bond Green LU2065937091

Banque Inter-  |Invest Patrimonial LU0049911091

nationale a Lux- | Low

embourg

Banque Raif- UniNachhaltig Ak- | DEOOOA2H9AX8

feisen tien Global

Banque Raif- Vontobel Clean LU0384405600

feisen Technology B

Banque de Lux- | BL Sustainable Hori- | LU0093570173

embourg zon

ING Aria Lion Balanced R | LU1014948613

Table 1: Products offered as climate-friendly

15
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The detailed analysis of the products
showed that none of them fully met the
requirements for a truly climate-com-
patible capital investment.

The limitation of the scope of
application creates considerable
leeway for fund managers. For
instance, a fund manager could
exclude investments in coal for 75%

of the fund volume, but invest the
remaining 25%, to which the
sustainability criteria do not apply,
entirely in coal. In sum, this results
in a sustainably labelled fund

portfolio with a very high exposure
to the coal sector.

The assessment of the scope of criteria for
sustainability already showed that 90 % of
the funds limit the scope of the applied
sustainability criteria (sometimes consid-
erably). Only one'" of the eleven products
advertised as climate-friendly prescribed
the application of sustainability criteria for
100% of the securities in the fund.

NEXTRA '
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This aspect is even more problematic
when funds are based on the fund-of-
funds concept and thus reinvest their cap-
ital in other allegedly sustainable funds.™
A fund that invests 75% of its investments
in other sustainability funds, which in turn
limit the scope of application of the sus-
tainability criteria to 75%, can in the worst
case consist of almost half (44%) of highly
problematic investments (see figure 2).

Moreover, with such "nested" investment
approaches, it is hardly possible for pri-
vate investors to obtain an overview of
the sustainability criteria that actually ap-
ply, since theoretically the investment ap-
proaches of each individual sustainability
fund in the fund portfolio would have to
be examined.

Sustainability fund invests 3/4 of
the fund volume in other
sustainability funds

Other sustainability funds invest
3/4 of the fund volume in
sustainable investments

43,75 % without sustainability

56,25 % with

focus sustainability focus

Figure 2: Sustainability in the fund-of-funds concept

A more in-depth analysis of the funds' in-
vestment objectives also shows that in
most cases they have no clear reference to
the Paris Climate Agreement. Only four of

" Vontobel Clean Technology B

the eleven funds state in the definition of
the investment objective that they want to
contribute to achieving the Paris climate
goals. In none of these funds, however, is

12 See, for example, the concept of ING's Aria Lion Bal-
anced R fund, which is advertised as climate friendly.
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this equated with the ambition level of a
1.5-degree scenario. Vontobel, one of the
best-performing fund providers in this cri-
terion, writes in this regard:

... the Vontobel Fund — Clean Technol-
ogy portfolio [...] is aligned with a 2 °C
trajectory, in accordance with the Paris

Agreement.

For example, exclusion criteria, one of the
most common approaches, are applied in
eight of the eleven funds. However, these
are never in accordance with a 1.5-degree
scenario. Additionally, several fund provid-
ers do not allocate any further information
on turnover thresholds. This is problematic
as an unambitious interpretation of these
turnover thresholds can quickly lead to the
inclusion of highly diversified companies
such as Glencore (at the same time one of
the largest coal companies in the world) in
the investment portfolio, although the
sustainable investment strategy explicitly
excludes coal companies.

Engagement or the active exercise of vot-
ing rights is carried out by eight of the
eleven funds. In none of the funds, how-
ever, solid guidelines could be found for
the exclusion of companies in the case of

13 See VONTOBEL ASSET MANAGEMENT AG (2021). p.
23.
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unsuccessful engagement. Often the
wording in the corresponding guidelines
remain rather vague:

“Where these engagements do not pro-
gress in the direction that the investment
team believe is in the best interests of
shareholders or the shareholding is insuf-
ficient for an effective escalation on a
standalone basis, other options are con-
sidered including, but not limited to: Vot-
ing against resolutions at shareholder
meetings; Collaborating with other insti-
tutional investors; andyor Selling some or
all of the investment in the context of the
value proposition of the investment as a
whole.”

Although some funds provided transpar-
ency on the number of engagements in
the fund portfolio as well as the thematic
allocation (ESG), concrete objectives or
more in-depth information on the suc-
cesses and failures of the engagement
were mostly not accessible.

ESG integration was also used by almost
all funds (ten out of eleven providers). In
general, however, no further information
on the utilized ESG scores was made avail-
able. In this way, it remains completely
non-transparent for the investor on which
logic companies were classified as investi-
ble or not investible. In most cases, the ap-
proach was designed rather unambi-
tiously. In fact, five of the eleven funds fil-
tered out only the worst 20% of
companies from the potential investment

4 See VONTOBEL (2020). p.4.
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universe. A best-in-progress approach was
not used in any of the funds.

On top, five of the eleven funds provide
information on their climate impact via
various climate indicators. Two of the
funds even state that they have aligned
their portfolio with a <2-degree scenario:

Product Path in °C
Spuerkeess Lux Equity Green 1,98
Vontobel Clean Technology B 19

Table 2: Products with stated temperature path

Even though the transparency of the cal-
culation logic of these indicators is largely
lacking and should be compulsorily estab-
lished, it is fundamentally commendable
that funds report these metrics.

NEXTRA &
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It is also positive to note that some fund
providers'™ publish quite comprehensive
"performance reports" on an annual basis
by now to describe the sustainability im-
pact of their products.

For instance, BNP Paribas states that by in-
vesting one million euros in the BNP En-
ergy Transition Fund compared to an in-
vestment in a benchmark fund'®, investors
avoid emissions equivalent to 3,900
tonnes which corresponds to the annual
emissions of 848 cars.

(Potential) Avoided Emissions are intended to quantify how great the contribution to the avoidance of
greenhouse gases is made by companies that offer solutions in the fight against climate change. The basic

avoided emissions from fossil energy production can be attributed to the wind turbine producer and

idea is that by producing a wind turbine, for example, less fossil energy tends to be generated and thus the @

ultimately also to the shareholder (investor). The main problem here is that there are no standards for
calculating such avoided emissions and that there is a great danger of double counting. The avoided
emissions could ultimately be attributed not only to the wind turbine producer, but also to the energy
supplier operating the wind farm or the railway company that ultimately consumes this wind energy.

With its Clean Tech Calculator, Vontobel
also delivers promises that are difficult to
comprehend. For example, it suggests that
an investment of one million euros will
supply 35 people with clean energy and
113 people with drinking water, or that
emissions equivalent to the annual emis-
sions of 1,343 cars will potentially be
avoided. We consider the concept of Po-
tential Avoided Emissions (PAE) to be

> The reports by Vontobel and BNP Paribas in particular
provided extensive information for our analysis.

problematic due to numerous methodo-
logical weaknesses. Appropriately, the rat-
ing agency ISS ESG, which was commis-
sioned by Vontobel to calculate the
avoided emissions, states:

“..1t Is important to note that ISS ESG's
PAE methodology does not allow for any
claims about direct investor impact. [...]
Consequently, an investment in a

6 Meant here is an MSCI ACWI fund.
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company whose products deliver PAE However, statements on the impact of in-
may not necessarily translate into a re- vestments, as those found in the impact
duction in emissions to the extent reports of BNP Paribas and Vontobel, can-
claimed™” not be proven on a regular basis and have

already led to various lawsuits in other

In general, the desire of providers to quan- .
9 P 9 countries.'®

tify the positive impacts associated with
"green" products is understandable.

What’s the potential impact of your investment in the fund? Try our Clean-Tech
calculator

Enter the amount of your potential investment

EUR 1,000,000 CALCULATE
Generation of renewable energy: ‘Shipment of renewable energy devices: Circular economy (recovery, reuse):
55,364 KkWh 112 kW 31t
Provide clean energy to Replacing Saving raw materials that
35 people ’*‘ 225t 779 people
for one year of annual coal consumption consume in one day

mwmm Water saved, recycled or treated: Waste management:

5,960 m* 7,901 m® 49t

mmh T Treating waste water of Treating waste of |
113 people f 150 people 98 people .
bl‘ﬂby!i' 5 for one year for one year

Cargo / passenger transport by rail:

267,143 km

Saving

5,041 liters E

of diesel / gasoline

The Clean Tech calculator is provided for informational purposes only to illustrate the potential impact that an investment may represent in the
fund. The figures are based on the latest Impact Report. See below a link to download the full report. The companies in which the fund is
invested fit in at least one of the six core impact pillars of the fund and not all companies will have an impact on all of the nine environmental
indicators. Impact investing must take into consideration the capital allocation and engagement strategies of the fund. The figures are based on
the fund currency (euro), hence any calculation based on a different currency may vary due to changes in rates of exchange between
currencies.

Figure 3: Vontobel Clean-Tech Calculator™

7 See VONTOBEL ASSET MANAGEMENT AG (2021). p. 8 See HANDELSBLA 7T (2022).
31.
9 See VONTOBEL HOLDING AG (2022).
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Moreover, the analysis of the funds re-
vealed that fund providers are currently
facing considerable problems in apply-
ing the EU taxonomy.

The EU Taxonomy is a list of

sustainable economic activities that

contribute to the achievement of six

EU environmental goals. The

climate criteria in the taxonomy are
mostly in line with the Paris climate

goals. In future, large companies
must  disclose which of their
activities fit the taxonomy, and

providers of sustainable funds must
in turn disclose how high the
proportion of taxonomy-compliant
investments in the fund portfolio is.
In this way, greenwashing shall be
avoided and investments in
ecologically sustainable activities
are to be pushed.

According to the SFDR, providers of dark
green Article 9 funds must disclose how
high the current proportion of taxonomy-
compliant investments in the fund is. How-
ever, as data on the taxonomy compliance
of companies is only very rarely available
at the moment, fund providers developed
their own workarounds to implement the
taxonomy concept. Thus, information on
taxonomy compatibility is vague at best.
This also explains why 90% of the Article 8
and Article 9 funds reporting on the tax-
onomy currently report an alignment of
0%.%°

Overall, our analysis revealed not only
shortcomings regarding the implementa-
tion of disclosure obligations.

20 See MORNINGSTAR (2022).
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In general, it can be stated that for most
products advertised as climate-friendly,
there is a considerable lack of transpar-
ency regarding the concrete design of
sustainability approaches and criteria.

Nowadays, it is hardly possible for inves-
tors to assess the level of ambition of the
approaches for most products, even with a
high search effort. For example, BIL de-
scribes its ESG integration approach as fol-
lows:

"The contribution of each investment to
the Sub-Fund's overall ESG score will be
taken into account prior to investment,
with the value determined using an inter-
nally developed methodology."*'

However, BIL Invest does not provide in-
depth information on its internal method-
ology in the fund documents. The analysis
showed as well that the search for infor-
mation on the sustainability criteria of in-
dividual funds can be very time-consum-
ing. In addition to sales brochures, some
of which are several hundred pages long,
important customer information, websites,
sustainability reports and, in some cases,
guidelines and methodology documents
must be perused to get the best-possible
overview of the fund approach. As a result,
the selection of a fund becomes a lengthy
procedure.

In summary, it can be said that nowa-
days investors have hardly any chance
of obtaining a well-founded estimate of
the level of ambition of the investment

21 See BIL INVEST (2021). p. 56.
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4.3 Conclusion

The detailed analysis of the offered prod-
ucts during the Mystery Shopping re-
vealed that none of them sufficiently ful-
filled the requirements for climate com-
patibility of capital investments. Instead,
some products were offered as climate-
friendly in the consultation interview, alt-
hough they did not have a climate focus
and in some cases not even a sustainability
focus.

Considerable shortcomings exist espe-
cially regarding the Paris-compatibility —
none of the offered funds specifically re-
fers to the 1.5-degree reduction pathway.
Two investment products with a <2-de-
gree temperature path were identified.
However, transparency regarding the cal-
culation methods behind the pathways
were not established.

The analysis of the funds revealed that
fund providers are currently facing

NEXTRA &
CONSULTING

considerable problems in the application
of the EU taxonomy. Most of them are far
from being able to provide reliable infor-
mation on the taxonomy compliance of
their investment portfolio.

The product analysis revealed that some
funds are advertised with impact promises
that will hardly pass a reality check.

Overall, a significant lack of transparency
can be observed in a large number of the
offered products. Although the provided
information material was a helpful support
for the Mystery Shoppers, the detailed
analysis, however, revealed that in most
cases only few conclusions can be drawn
from the material regarding the concrete
sustainability aspects or the climate per-
formance of the respective investment
strategy.

There is also a frequent lack of appropriate
reporting that would provide a sounder
basis to assess the level of ambition of the
investment strategy and the actual climate
performance. Based on the information
that is currently available, it is difficult for
customers to understand sustainability
approaches or the climate compatibility of
financial products.
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5 Implications

The following implications can be derived
from the results of the Mystery Shopping
on the quality of advice and products for
sustainable and climate-friendly financial
products.

1. Luxembourg banks must imple-
ment Mi-FID II consistently.

The analysed banks have only inade-
quately implemented the law (MiFID II) on
the mandatory enquiry of sustainability
preferences in consultation interviews so
far — the regulation has been in force since
August 2022. Most clients' sustainability
preferences are recorded insufficiently or
not at all. Greenpeace sees a need to im-
provement on this matter and calls on the
banks to comply with the legal require-
ments. It is not permissible to offer con-
ventional products without a focus on sus-
tainability, contrary to investor prefer-
ences.

2. Luxembourg banks must ensure
professional expertise for the im-
plementation of the regulatory re-
quirements under MiFID IL

Bank advisors lack the professional exper-
tise to offer appropriate advice on sustain-
ability or climate compatibility. Currently,
there is a knowledge deficit and advisors
are neither able to understand sustainabil-
ity approaches in investment strategies
nor to explain them to clients. Greenpeace
calls on the banks to train their employees
accordingly.

NEXTRA &
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3. Information materials must be de-
signed in a comprehensible way.

The banks' information material lacks tar-
get-group-oriented information on sus-
tainable or climate-friendly investment
strategies. Therefore, bank advisors lack
the foundation in the consultation inter-
view to communicate sustainable invest-
ment strategies of fund products in a com-
prehensible way. Appropriately prepared
information materials, in conjunction with
staff training, could reduce the identified
deficits in advisory skills on sustainable or
climate-friendly investments and improve
the overall quality of the consultation in-
terview.

4. Investment approaches for fund
products advertised as climate-
friendly must follow an emissions
reduction path in line with the Paris
climate goals.

Paris-compatible, climate-friendly invest-
ing can only succeed the respective invest-
ment approach addresses the develop-
ment of companies' emissions intensity
over time while considering the company's
sector affiliation and the emissions reduc-
tion requirements for a 1.5-degree sce-
nario.

5. Financial institutions should refrain
from making promises regarding
the climate performance of their
funds.

Promises about potential impacts
through making an investment do not
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stand up to a reality check and are mis-
leading for customers. For banks, prom-
ises about impacts can also lead to repu-
tational and legal risks. Thus far, numer-
ous lawsuits from other countries show
that caution is advisable. Initially, clear
cross-institutional standards should be
developed as a solid basis for reporting
on positive sustainability impacts of the
companies in the portfolio.

6. Fund providers should make trans-
parent that their information on
taxonomy compatibility currently
remains very imprecise.

The analysis of the funds also revealed that
fund providers are facing considerable
problems at the moment in the applica-
tion of the EU taxonomy. They are far from
being able to provide reliable information
on the taxonomy compliance of their in-
vestment portfolio. Some workarounds, as
identified in the analysis, tend to lead to
an overvaluation of the taxonomy-com-
patible parts of the investment portfolio.

7. Banks must apply transparent crite-
ria for sustainable and climate-
friendly financial products.

For most products, it is hardly possible for
investors to find out about the level of
ambition and the sustainability or climate
compatibility of investment strategies,
even with a great deal of research. Hence,
there is a lack of suitable reporting

NEXTRA &
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facilitate the assessment of the actual cli-
mate performance.

8. Investors should therefore ask
themselves the following ques-
tions when evaluating fund
products:

1. Do the sustainability criteria fully

cover the securities in the fund?

2. Is there a target formulation in the

sense of the Paris Climate Agreement
or the EU taxonomy, e.g., by anchor-
ing the 1.5-degree target for the en-
tire investment portfolio?

3. Are there low turnover thresholds

(ideally in line with Paris-compatible
scenarios) for exclusion criteria for
fossil energy sources such as coal, gas
or oil?

4. Are specific details provided on the

design of sustainable investment ap-
proaches?

5. Isaregularreport (ideally once a year)

on the climate performance of the
fund published?

6. Additional question for more sustain-

ability:

Are further exclusion criteria defined
for controversial weapons, arms, nu-
clear energy, tobacco, alcohol and
violations of the UN Global Compact?
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6 Annex

6.1 Characteristics of the Mystery Shoppers

Age Distribution Mystery Shoppers

O = NN W M UT O N 0O O O

18-40 40-60 60+ not specified

Gender Distribution Mystery Shoppers

= male = female not specified
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6.2 Detailed assessment of the Mystery Shopping products

The assessment of the proposed fund
products was conducted along nine key
sustainability criteria for financial prod-
ucts. Each one of these criteria was as-
sessed on a scale of five ambition levels.
The top level for each ambition level of the
nine key sustainability criteria is outlined
below.

1. Formulation of goals
Top level: Anchoring the 1.5-de-
gree goal of the Paris Climate
Agreement for the entire invest-
ment portfolio.

2. Existence of exclusion criteria
for fossil energy sources, such as
coal, gas or oil.

Top level: Exclusion criteria are in
line for coal, gas, and oil with IEA
Net Zero scenario.

3. Existence of further exclusion

criteria.
Top level: For full points, exclusion
of investments in armaments, to-
bacco, alcohol, nuclear energy, and
companies that violate the guide-
lines of the UN Global Compact or
the OECD.

4. Engagement
Top level: Full transparency on ac-
tive engagement, including histor-
ical results and target setting for
future engagement activities.

5. Carbon footprint
Top level: Carbon footprint of the
entire portfolio volume is transpar-
ently disclosed, including both
past and target figures.

6. ESG integration
Top level: ESG integration for the
area of climate as well as complete
transparency on climate criteria.

7. Existence of temperature path-
ways
Top level: Temperature pathways
are in line with the 1.5-degree tar-
get.

8. Best-in-Class / Best-in-Progress
Top level: Financial product de-
monstrably performs best regard-
ing the transformation to more
sustainability or already belongs to
the best products in the area of cli-
mate (best-in-progress or best-in-
class).

9. Regular Reporting
Top level: There is regular report-
ing (at least once a year) on the
sustainability and climate perfor-
mance of the investment.

Ultimately, the scope of the applied sus-
tainability criteria was assessed within the
respective investment portfolio — with 100
% coverage constituting the top level. A
five-level colour scale was developed for
all nine criteria (see table 3).
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. N Portfolio share R . . N Alignment with . R Reporting on
Financial focus of investment exclusion of fossil . . Disclosure of Carbon N . . Best-in-Class/ Best-in- -
o Fund name ISIN covered by sus- . ddi | N ESG climate Sustainability /
Institution - o target fuels [coal, oil, gas] Footprint N Progress N
tainability criteria scenarios. Climate Impacts
BNP Paribas Climate Impact CIC LU0406802339
BNP Paribas Energy Transition C LU0823414635
BNP Paribas Smart Food CI Cap LU1165137149
Spuerkeess Lux Portfolio Growth  (LU0091958313
Spuerkeess Lux Equity Green LU2173353967
Spuerkeess Lux Bond Green LU2065937091
BIL Invest Invest Patrimonial Low |LU0049911091
e . UniNachhaltig Aktien

Raiffeisen DEO00A2H9AXS

Global
Vontobel Clean Technology B LU0384405600
Banque de . R

BL Sustainable Horizon (LU0093570173
Luxembourg
ING Aria Lion Balanced R LU1014948613

Table 3: Detailed assessment of the Mystery Shopping products
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