Imperial Tobacco Pension Fund (the “Fund”) is the pension arrangement for employees and
former employees of Imperial Tobacco Limited. The Fund’s trustee is Imperial Pension
Trustees Ltd.
Here are a number of compliance statements relating to the Fund.
Statement of Investment Principles
The Statement of Investment Principles helps you understand the Trustee's strategy
for the Scheme's investments. There are two documents here: one for the Defined
Contribution section of the Scheme, and one for the Defined Benefit section of the
Scheme.
Implementation Statement
The Implementation Statements tell you how the Trustee has followed the above
Statement of Investment Principles in the year to 31 March 2022.
Chair’s statement
Included in the Chair’s statement for the year to 31 March 2022 is information to help
members of the Defined Contribution section understand costs deducted from the
investment funds and illustrations showing the effect of charges on the value of pension
savings.

Imperial Tobacco Pension Fund
Statement of Investment Principles – Defined Contribution Section
March 2022
1.

Introduction

1.1

Imperial Tobacco Trustees Limited (“the Trustee”), as the Trustee of the Imperial
Tobacco Pension Fund (the “Fund”), has drawn up this Statement of Investment
Principles (the “Statement”) to comply with the requirements of the Pensions Act 1995
(the “Act”) and subsequent legislation. The Statement is intended to affirm the
investment principles that govern the decisions about the Fund’s investments. The
Trustee’s investment responsibilities are governed by the Fund’s Trust Deed and Rules.

1.2

In preparing this Statement, the Trustee has consulted a suitably qualified person by
obtaining written investment advice from its Investment Consultant Isio Group Limited
(“Isio”). In addition, consultation has been undertaken with Imperial Tobacco Ltd (“the
Sponsor”) in agreeing this Statement and changes to it, the Fund’s investment
arrangements and, in particular on the Trustee’s objectives.

1.3

This Statement applies to the Defined Contribution (DC) Section only. There is a
separate Statement for the Defined Benefits Section.

1.4

This Statement is available to Fund members on request and is published publicly at
imperialbrandsplc.com/about-us/governance.

1.5

The Trustee will monitor compliance with and review this Statement at least once every
three years and will review it without delay if there are relevant, material changes to the
investment arrangements, the Fund and/or the Sponsor. Any such review will be based
on written expert investment advice and will be in consultation with the Sponsor.

For and on behalf of Imperial Tobacco Trustees Limited, as Trustee of the
Imperial Tobacco Pension Fund

Signed

H F Clatworthy

Date

1

29 March 2022

March 2022

2.

Trustee Investment Objectives

2.1

In relation to the DC Section, the Trustee views its role as the following:
• To establish a default investment option appropriate for the needs of the
membership.
• To make available a range of pooled investment funds which serve to meet the
needs and risk tolerances of the members in a DC pension arrangement. The
Trustee recognises that members of the Fund have differing investment needs and
that these may change during the course of members’ working lives. They also
recognise that members have different time horizons and attitudes to risk. The
Trustee believes that members should be able to make their own investment
decisions based on their individual circumstances.

3.

Fund Governance

3.1

The Trustee takes advice from its Investment Consultant and other professional advisers
as appropriate. Fees for the Investment Consultant are based on an annually agreed
retainer fee, with any work not covered by the retainer charged as a fixed fee or on a
time costs basis as agreed in advance.

3.2

The Trustee is responsible for the investment of the Fund’s assets and has ultimate
control over the decisions on investment strategy. The Trustee decides what to delegate
after considering whether it has the necessary internal skills, knowledge and
professional support to make informed and effective decisions.

3.3

The Trustee has delegated certain investment powers to an Investment Committee
with separate Terms of Reference.

4.

Responsible Investment and Corporate Governance (Voting and Engagement)

4.1

The Trustee believes that environmental, social, and corporate governance (“ESG”)
factors may have a material impact on investment risk and return outcomes, and that
good stewardship can create and preserve value for companies and markets as a whole.
The Trustee also recognises that long-term sustainability issues, particularly climate
change, present risks and opportunities that increasingly may require explicit
consideration.

4.2

The Trustee has given appointed Investment Managers full discretion in evaluating ESG
factors, including climate change considerations, and exercising voting rights and
stewardship obligations attached to the investments, in accordance with their own
corporate governance policies and current best practice, including the UK Corporate
Governance Code and UK Stewardship Code.

4.3

The Trustee considers how ESG, climate change and stewardship are integrated within
investment processes in monitoring existing Investment Managers. Monitoring is
undertaken on a regular basis and is documented at least annually. In particular, the
Trustee makes use of ratings provided by Isio, the Fund’s Investment Consultant, to
facilitate this.

4.4

A separate ESG Policy, which was approved by the Trustee on 15 December 2020, sets
out the Trustee’s ESG beliefs and clarifies how they will be incorporated into investment
decision making.

4.5

The Trustee has not set any investment restrictions on the appointed Investment
Managers in relation to particular products or activities but may consider this in future.
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5.

Investment Policies

5.1

The Trustee has made available a range of individual self-select fund options for
investment in addition to the default investment option. All of the funds allocated to within
the default investment option are also available as self-select options. More details
specifically related to the default investment option are provided in a separate section of
this Statement.

5.2

The Trustee delegates the day-to-day investment decisions of the assets in the DC
Section of the Fund to a range of Investment Managers through the DC service
provider’s (Aegon) Platform. The Trustee is responsible for the selection, appointment,
removal and monitoring of these external Investment Managers. The Trustee has taken
steps to satisfy itself that the managers have the appropriate knowledge and experience
for managing the Fund’s investments and that the managers are carrying out their work
competently.

5.3

In considering appropriate investments for the Fund, the Trustee has obtained and
considered the written advice of its Investment Consultant, whom the Trustee believes
to be suitably qualified to provide such advice. The advice received and arrangements
implemented are, in the Trustee’s opinion, consistent with the requirements of Section
36 of the Pensions Act 1995 (as amended).

5.4

The Trustee’s policies in relation to the Fund’s investment management arrangements
with the investment managers are set out in Appendix A.

5.5

In selecting assets, the Trustee considers the liquidity of the investments in the context
of the likely needs of members. All funds are daily-dealt pooled investment
arrangements, with assets mainly invested on regulated markets and therefore should
be realisable based on member demand. It is the Trustee’s policy to offer both active
and passive management options to members, depending on asset class.

5.6

A range of asset classes has been made available, including developed market equities,
money market investments, index-linked gilts, diversified growth funds and annuity
protection funds. The Trustee has also made available Shariah-compliant and
sustainable fund options.

5.7

Members can combine the investment funds in any proportion in order to determine the
balance between different kinds of investments. This will also determine the expected
return on a member’s assets and should be related to the member’s own risk appetite
and tolerances.

5.8

In addition, the Trustee has made available three different lifestyle investment options
built to be suitable for a member who wishes to take either cash, an annuity (secured
income) or follow income drawdown (variable income) at retirement. The lifestyle
switching periods commence eight years before a member’s Selected Retirement Age
in the Fund.

5.9

The Trustee has considered risks from a number of perspectives. The list below is not
exhaustive but covers the main risks that the Trustee considers and how they are
managed.
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Risk

How it is managed

Inflation Risk

The Trustee provides members
with a range of funds, across
various asset classes, with the
majority expected to keep pace
with inflation (with the exception
of the money market and fixed
interest bond funds).

The real value (i.e. post
inflation) value of members’
accounts decreases.

Members are able to set their
own investment allocations, in
line with their risk tolerances.
The Trustee makes available
three lifestyle strategies for DC
members, each targeting either
cash, drawdown or annuity.
Pension Conversion
Risk
Member’s investments do
not match how they would
like to use their pots in
retirement.

Market Risk
The value of securities,
including equities and
interest bearing assets, can
go down as well as up.

Counterparty Risk
A counterparty, either an
underlying holding or
pooled arrangement,
cannot meet its obligation.

Currency Risk
The value of an investment
in the member’s base
currency may change as a
result of fluctuating foreign
exchange rates.

These lifestyle strategies
increase the proportion of
assets that more closely match
the chosen retirement
destination as members
approach retirement. This aims
to reduce the risk of a
substantial fall in the purchasing
power of their accumulated
savings near retirement.
The Trustee provides members
with a range of funds, across
various asset classes. Members
are able to set their own
investment strategy in line with
their risk tolerances.
For the multi-asset funds which
are targetting non-market
benchmarks this is delegated to
Investment Managers.
Delegated to external
Investment Managers.
Members are able to set their
own investment allocations, in
line with their risk tolerances.
The Trustee provides diversified
investment options that invest in
local as well as overseas
markets and currencies.
Delegated to Investment
Managers.
Members are able to set their
own investment allocations, in
line with their risk tolerances.
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How it is measured

Considering the real
returns (i.e. return above
inflation) of the funds, with
positive values indicating
returns that have kept
pace with inflation

Considering the returns of
the funds used within the
switching phase of the
lifestyle strategy both in
absolute terms as well as
relative to inflation, cash
or annuity prices
(depending on their
selected retirement
destination).

Monitors the performance
of investment funds
regularly.

Monitors the performance
of investment funds
regularly.

Monitors the performance
of investment funds
regularly.
Considers the movements
in foreign currencies
relative to pound sterling
in performance reporting.
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Risk

How it is managed

How it is measured

Operational Risk

The Investment Consultant’s
ratings for fund managers
include consideration of
management of operational risk.

Concerns regarding
operational risk are raised
by the Investment
Consultant.

The Trustee accesses daily
dealt and daily priced pooled
funds through a unit-linked
insurance contract from Aegon.

The pricing and dealing
terms of the funds
underlying the unit-linked
insurance contract.

Some multi-asset managers
may hold illiquid assets. In such
cases, the management of
valuation risk is delegated to the
external Investment Manager.

The Trustee monitors
performance of funds.

A lack of robust internal
processes, people and
systems.

Liquidity Risk
Assets may not be readily
marketable when required.

Valuation Risk
The value of an illiquid
asset is based on a
valuer’s opinion, realised
value upon sale may differ
from this valuation.

Environmental,
Social and
Governance Risk
ESG factors can have a
significant effect on the
performance of the
investments held by the
Fund e.g. extreme weather
events, poor governance.

Manager Skill /
Alpha Risk
Returns from active
investment management
may not meet expectations,
leading to lower than
expected returns to
members.

5.10

The majority of Investment
Managers invest solely in liquid
quoted assets.
The Trustee has given
appointed Investment Managers
full discretion in evaluating ESG
factors.
A separate ESG Policy sets out
the Trustee’s ESG beliefs and
clarifies how they will be
incorporated into investment
decision making.

The Trustee reviews its
Investment Managers’
policies and actions in
relation to this regularly.

The Trustee makes available a
sustainable global equity fund in
the self-select range.
The Trustee makes available a
number of actively managed
funds to DC members where
they deem appropriate.
The actively managed funds
made available are highly rated
by its Investment Consultant,
based on forward-looking
expectations of meeting
objectives.

The Trustee considers the
ratings of investment
strategies from their
Investment Consultant
during the selection
process.
Trustee monitors
performance and rating of
funds on an ongoing
basis relative to the
fund’s benchmark and
stated targets/objective

The above items are in relation to what the Trustee considers ‘financially material
considerations’. The Trustee believes the appropriate time horizon for which to assess
these considerations within should be viewed at a member level. This will be dependent
on the member’s age and their Selected Retirement Age. It is for this reason that a
number of lifestyle options have been made available to members.
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Member views, when expressed, relating to all financial and non-financial matters are
considered.
DEFAULT INVESTMENT OPTION
The Trustee recognises that not all members wish to make an active choice that is tailored to
their individual circumstances. The vast majority of DC Fund members do not make an active
investment decision and are, therefore, invested in the default option. However, it is expected
that a proportion of members will actively choose the default option because they feel it is most
appropriate for them.

6.

Aims and Objectives

6.1

The lifestyle strategy targeting variable income drawdown has been chosen as the
default investment option by the Trustee. This strategy initially aims to maximise returns,
at an appropriate level of risk, for the majority of the members’ working life before
switching as retirement approaches into diversified funds, to target income drawdown.

6.2

The lifestyle strategy’s growth phase invests in equities and other growth-seeking assets
that will provide growth with some downside protection and some protection against
inflation erosion.

6.3

As a member’s pot grows, investment risk will have a greater impact on member
outcomes. Therefore, the Trustee believes that a default strategy which seeks to reduce
investment risk as the member approaches retirement is appropriate.

6.4

An investment strategy that targets income drawdown at retirement is likely to meet a
typical member’s requirements for income in retirement. This is based on the Trustee’s
understanding of the Fund’s membership profile. This does not mean that members
have to take their benefits in this format at retirement – it merely determines the default
investment strategy that will be in place pre-retirement. Members who intend to take
their retirement benefits through other formats have the option of switching to an
alternative lifestyle strategy prior to retirement or choosing their own investment strategy.

7.

Investment Policies

7.1

In selecting assets, the Trustee considers the liquidity of the investments in the context
of the likely needs of members. All funds are daily-dealt pooled investment
arrangements, with assets mainly invested on regulated markets and therefore should
be realisable based on member demand. The default investment option includes both
active and passive management, depending on asset class.

7.2

The default variable income lifestyle strategy aims to target an allocation which provides
an appropriate retirement position for members wishing to take income drawdown in
retirement. The target allocation consists of 30% cash, with the assumption that the
average member opting for drawdown will want 25% tax free cash at retirement and then
sufficient cash thereafter to meet the first year’s expected income requirements. In
addition, 50% is allocated to diversified growth assets, with the intention that this is the
growth engine for the drawdown portfolio (with lower volatility than an explicit equity
allocation given the path dependency issues associated with regular withdrawals).
Finally, there is a 20% allocation to a Pre-Retirement Fund as a more defensive
allocation as well as being an on-going source of liquidity. The strategy is as follows:
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7.3

When designing the current default lifestyle strategy, the Trustee explicitly considered
the trade-off between risk and expected returns. Risk was not considered in isolation,
but in conjunction with expected investment returns and outcomes for members. The
default investment option allocates to a diversified strategic asset allocation consisting
of traditional and alternative assets. The asset allocation is consistent with the expected
amount of risk that is appropriate given the age of a member and their Selected
Retirement Age.

7.4

The Trustee has considered risks from a number of perspectives. The list below is not
exhaustive but covers the main risks that the Trustee considers and how they are
managed.

Risk

Inflation Risk
The real value (i.e.
post inflation) value of
members’ accounts
decreases.

Pension
Conversion Risk
Member’s
investments do not
match how they
would like to use their
pots in retirement.

How it is managed
During the growth phase of the
default investment option the
Trustee invests in a diversified
range of assets which are likely
to grow in real terms. The
Trustee monitors the
performance of the growth phase
against the change in CPI.
The default investment options
invests in a diversified range of
assets which are considered
likely to grow in excess fo
inflation.
The default investment option is
a lifestyle strategy which targets
flexible access income
drawdown as a retirement
destination.
The Trustee believes that a
strategy targeting drawdown
minimises the overall pension
conversion risk for the relevant
members accessing pots in a
different manner (annuity or
drawdown).
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How it is measured

Considering the real returns (i.e.
return above inflation) of the
funds, with positive values
indicating returns that have kept
pace with inflation

Considering the returns of the
funds used within the switching
phase of the lifestyle strategy
both in absolute terms as well as
relative to inflation (the
retirement destination).
As part of the triennial default
strategy review, the Trustee
ensure the default destination
remains appropriate.

March 2022

Risk

How it is managed

Market Risk

The default investment strategy
is set with the intention of
diversifying this risk to reach a
level of risk deemed appropriate
for the relevant members by the
Trustee.

The value of
securities, including
equities and interest
bearing assets, can
go down as well as
up.

Counterparty
Risk
A counterparty, either
an underlying holding
or pooled
arrangement, cannot
meet its obligation.

Currency Risk
The value of an
investment in the
member’s base
currency may change
as a result of
fluctuating foreign
exchange rates.

For the diversified growth funds
which are targeting non-market
benchmarks this is delegated to
Investment Managers.

How it is measured

Monitors the performance of the
default investment strategy
regularly.

In line with the main DC section.
Investment strategy is set with
the intention of diversifying this
risk to reach a level of risk
deemed appropriate for the
relevant members by the
Trustee.
The equity allocation of the
default investment option is
invested in a fund without a
currency hedge. Within the
diversified growth funds the
currency risk management is
delegated to Investment
Managers.
Investment strategy is set with
the intention of diversifying this
risk to reach a level of risk
deemed appropriate for the
relevant members by the
Trustee.

Environmental,
Social and
Governance
Risk

The Trustee has given appointed
Investment Managers full
discretion in evaluating ESG
factors.

ESG factors can have
a significant effect on
the performance of
the investments held
by the Fund e.g.
extreme weather
events, poor
governance.

A separate ESG Policy sets out
the Trustee’s ESG beliefs and
clarifies how they will be
incorporated into investment
decision making.
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Monitors the performance of the
default investment strategy
regularly.

Monitors the performance of the
default investment strategy
regularly.
Considers the movements in
foreign currencies relative to
pound sterling in performance
monitoring.

The Trustee reviews its
Investment Managers’ policies
and actions in relation to this
regularly.
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Risk

How it is managed

Manager Skill /
Alpha Risk

In line with the main DC Section.

Returns from active
investment
management may not
meet expectations,
leading to lower than
expected returns to
members.

The default investment strategy
is set with the intention of
diversifying this risk to reach a
level of risk deemed appropriate
for the relevant members by the
Trustee.

How it is measured

In line with the main DC Section.

7.5

The above items listed in this section of this Statement are in relation to what the Trustee
considers ‘financially material considerations’. The appropriate time horizon for which to
assess these considerations is the same as for the main DC Section.

7.6

Member views, when expressed, relating to all financial and non-financial matters are
considered.

8.

Member’s Best Interests

8.1

Taking into account the demographics of the Fund’s membership and the Trustee’s
views of how the membership will behave at retirement, the Trustee believes that the
default strategy outlined in this document is appropriate.

8.2

In order to ensure this remains appropriate the Trustee will undertake a review the
default investment option, at least triennially, or after significant changes to the Fund’s
demographic, if sooner.
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Appendix A
The Trustee has the following policies in relation to the investment management
arrangements for the Fund:
How the investment managers
are incentivised to align their
investment strategy and
decisions with the Trustee’s
policies.

•

How the investment managers
are incentivised to make
decisions based on
assessments of medium to longterm financial and non-financial
performance of an issuer of debt
or equity and to engage with
them to improve performance in
the medium to long-term.

•

How the method (and time
horizon) of the evaluation of
investment managers’
performance and the
remuneration for their services
are in line with the Trustee’s
policies.

•

•

•

•

•
The method for monitoring
portfolio turnover costs incurred
by investment managers and
how they define and monitor
targeted portfolio turnover or
turnover range.

•

The duration of the Fund’s
arrangements with the
investment managers

•
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The Fund is invested in pooled funds, there
is no scope for these funds to tailor their
strategy and decisions in line with the
Trustee’s policies. However, the Trustee
invests in a portfolio of pooled funds that are
aligned to the Fund’s strategic objective.
The Trustee reviews the investment
managers’ performance relative to medium
and long-term objectives as documented in
the investment management agreements.
The Trustee monitors the investment
managers’ engagement and voting activity
on an annual basis as part of their ESG
monitoring process.
The Trustee does not incentivise the
investment managers to make decisions
based on non-financial performance.
The Trustee reviews the performance of all
of the Fund’s investments on a net of cost
basis to ensure a true measurement of
performance versus investment objectives.
The Trustee evaluates performance over the
time period stated in the investment
managers’ performance objective, which is
typically 3 to 5 years.
Investment manager fee rates are reviewed
annually to ensure that they remain
competitive.
The Trustee does not directly monitor
turnover costs. However, the investment
managers are incentivised to minimise costs
as they are measured on a net of cost basis.
The investment managers are required to
provide transaction cost information on an
annual basis, on the slippage cost
methodology, for disclosure to members.
The Fund invests in pooled funds, the
duration of which is flexible and the Trustee
will from time-to-time consider the
appropriateness of the fund range and
whether they should continue to be held.
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Imperial Tobacco Pension Fund
Statement of Investment Principles – Defined Benefits Section
March 2022

1.

Introduction

1.1

Imperial Tobacco Trustees Limited (“the Trustee”), as the Trustee of the Imperial
Tobacco Pension Fund (the “Fund”), has drawn up this Statement of Investment
Principles (the “Statement”) to comply with the requirements of the Pensions Act 1995
(the “Act”) and subsequent legislation. The Statement is intended to affirm the
investment principles that govern the decisions about the Fund’s investments. The
Trustee’s investment responsibilities are governed by the Fund’s Trust Deed and Rules.

1.2

In preparing this Statement, the Trustee has consulted a suitably qualified person by
obtaining written investment advice from its Investment Consultant Isio Group Limited
(“Isio”). Where matters described in this Statement may affect the Fund’s funding policy,
input has been obtained from the Fund Actuary. In addition, consultation has been
undertaken with Imperial Tobacco Ltd (“the Sponsor”) in agreeing this Statement and
changes to it, the Fund’s investment arrangements and, in particular on the Trustee’s
objectives.

1.3

This Statement applies to the Defined Benefit (DB) section only. There is a separate
Statement for the Defined Contribution (DC) section.

1.4

This Statement is available to Fund members on request and is published publicly at
imperialbrandsplc.com/about-us/governance.

1.5

The Trustee will monitor compliance with and review this Statement at least once every
three years, and will review it without delay if there are relevant, material changes to the
investment arrangements, the Fund and/or the Sponsor. Any such review will be based
on written expert investment advice and will be in consultation with the Sponsor.

For and on behalf of Imperial Tobacco Trustees Limited, as Trustee of the
Imperial Tobacco Pension Fund

Signed

H F Clatworthy

Date 29 March 2022
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2.

Fund Governance

2.1

The Trustee takes advice from its Investment Consultant, the Fund Actuary and other
professional advisers as appropriate. Fees for the Investment Consultant are based on
an annually agreed retainer fee, with any work not covered by the retainer charged as a
fixed fee or on a time cost basis as agreed in advance.

2.2

The Fund purchased a bulk annuity policy in December 2021 to reduce risk. The
policy is held as an asset of the Fund by the Trustees. After taking specialist advice,
receiving a number of competitive insurance quotations, and consulting with the
Sponsor, the Trustee agreed to purchase a bulk purchase annuity policy from
Standard Life.

2.3

The Trustee is responsible for the investment of the Fund’s remaining assets (outside
the bulk annuity policy) and has ultimate control over the decisions on investment
strategy. The Trustee decides what to delegate after considering whether it has the
necessary internal skills, knowledge and professional support to make informed and
effective decisions.

2.4

The Trustee has delegated certain investment powers to an Investment Committee
with separate Terms of Reference.

3.

Responsible Investment and Corporate Governance (Voting and Engagement)

3.1

The Trustee believes that environmental, social, and corporate governance (“ESG”)
factors may have a material impact on investment risk and return outcomes, and that
good stewardship can create and preserve value for companies and markets as a whole.
The Trustee also recognises that long-term sustainability issues, particularly climate
change, present risks and opportunities that increasingly may require explicit
consideration.

3.2

Standard Life is responsible for investing its assets underlying the bulk annuity policy,
so this section relates to the remaining assets held by the Trustee outside the bulk
annuity policy.

3.3

The Trustee has given appointed Investment Managers full discretion in evaluating ESG
factors, including climate change considerations, and exercising voting rights and
stewardship obligations attached to the investments, in accordance with their own
corporate governance policies and current best practice, including the UK Corporate
Governance Code and UK Stewardship Code.

3.4

The Trustee considers how ESG, climate change and stewardship are integrated within
investment processes in monitoring existing Investment Managers. Monitoring is
undertaken on a regular basis and is documented at least annually. In particular, the
Trustee makes use of ratings provided by Isio, the Fund’s Investment Consultant, to
facilitate this.

3.5

A separate ESG Policy, which was approved by the Trustee on 15 December 2020, sets
out the Trustee’s ESG beliefs and clarifies how they will be incorporated into investment
decision making.

3.6

The Trustee has not set any investment restrictions on the appointed Investment
Managers in relation to particular products or activities, but may consider this in future.
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4.

Investment Objectives

4.1

The Trustee’s primary investment objective for the DB section is to invest the Fund’s
assets in an appropriate and secure manner such that members’ benefit entitlements
can be paid as and when they fall due.

4.2

In consultation with the Sponsor, the Trustee has adopted the following specific
objectives:
4.2.1

to target an expected return in excess of the growth in the liabilities, which in
conjunction with the contributions to be paid by the Sponsor under the agreed
Recovery Plan, is consistent with the following funding objective.

4.2.2

To achieve and maintain an ongoing funding level of at least 100% on a buy-out
basis by 2028.

4.3

With advice from Isio and the Fund Actuary, the Trustee has determined a target mix of
asset types set out in Section 7. It is the intention of the Trustee to review the investment
strategy on a regular basis, taking account of all financially material considerations over
the Fund’s anticipated lifetime. The Trustee intends to review the investment strategy
following the purchase of the bulk annuity policy, and as part of the 2022 Actuarial
Valuation process, in consultation with the Sponsor.

5.

Investment Policies

5.1

Overall investment policy falls into two parts:
5.1.1

The strategic management of the assets, which is fundamentally the
responsibility of the Trustee; and

5.1.2

The day to day management of the assets, which is delegated to professional
investment management firms, described in Section 8.

5.2

Member views, when expressed, relating to all financial and non-financial matters are
given due consideration.

5.3

In considering appropriate investments for the Fund, the Trustee has obtained and
considered the written advice of its Investment Consultant, whom the Trustee believes
meet the requirement of Section 35 (5) of the Pensions Act 1995. The advice received
and arrangements implemented are, in the Trustee’s opinion, also consistent with the
requirements of Section 36 of the Pensions Act 1995 (as amended).

6.

Risk and Return Targets

6.1

In order to meet the long-term funding objective, the Trustee takes investment risk in
order to target a greater return than a pure liability matching portfolio.

6.2

Before deciding to take investment risk, the Trustee received appropriate advice and
consulted with the Sponsor on the Strategic Investment Benchmark. In particular, the
Trustee considered carefully the following possible consequences:
6.2.1

The assets might not achieve the excess return relative to the liabilities
anticipated over the longer term, potentially resulting in a deterioration of the
Fund’s financial position. This may result in a requirement for higher contributions
from the Sponsor.
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6.2.2

The relative value of the assets and liabilities may be more volatile over the short
term than if investment risk had not been taken. This volatility may expose the
Fund to placing more reliance on the support of the Sponsor. This consequence
is particularly serious if it coincides with the Sponsor being unable to make good
an increased deficit.

6.2.3

This volatility in the relative value of assets and liabilities may also increase the
short-term volatility of the Sponsor’s contribution rate set at successive actuarial
valuations.

The Trustee’s willingness to take investment risk is dependent on the continuing financial
strength of the Sponsor and its willingness to contribute appropriately to the Fund. The
financial strength of the Sponsor and its perceived commitment to the Fund is monitored,
and the Trustee will review the investment strategy should either of these deteriorate.
6.3

In determining its investment policy, the Trustee has considered a number of financially
material investment risks to which the Fund is exposed. As part of this, analysis has
been undertaken to understand the Fund’s funding level sensitivity to:
•

Interest rates

•

Inflation

•

Credit risk

6.4

In addition, when considering the implementation of the investment policy, the Trustee
has considered the risk associated with longevity, exposure to overseas currencies and
illiquidity. The Trustee also considered the strength of the insurer when purchasing the
bulk annuity policy.

6.5

The Trustee has implemented the following measures to manage the risk associated
with the investments:
6.5.1

To protect the Fund against changes to interest rates and market-implied
inflation, the Trustee has implemented a Liability-Driven Investment (“LDI”)
strategy designed to replicate the majority of the sensitivities of the Fund’s
uninsured liabilities to these risk factors;

6.5.2

To diversify the risks that the Fund faces, the Trustee has set an investment
strategy that uses multiple asset types, strategies, regions and sectors;

6.5.3

The Investment Managers are responsible for hedging any currency risk to
reduce the potential impact of overseas currency exposure on the performance
of mandates with exposure outside of the UK; Counterparty risk in derivatives is
mitigated by both the Fund and the counterparty posting collateral to the other
party on a daily basis to account for market movements in the value of derivatives
held;

6.5.4

The assets are divided between a number of Investment Managers. This reduces
the risk associated with one manager having responsibility for all of the Fund’s
assets;

6.5.5

The Trustee has a written agreement in place with the custodian (Northern
Trust), which provides reasonable assurances of the physical security of the
Fund’s assets held by the custodian;
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6.5.6

The Trustee has considered the liquidity of the Fund’s assets in the context of
likely cash flow needs, and is comfortable that the Fund’s assets strike a suitable
balance between accessing higher expected returns from less liquid investments
and being able to meet these cash flow needs.

6.6

The Trustee monitors these risks on a regular basis and will consider any new financially
material risks that may emerge from time to time.

7.

Strategic Investment Benchmark

7.1

The Trustee’s current target investment strategy is set out in the table below. The Fund’s
actual allocation is compared to this at regular Investment Committee meetings and
adjustments are made as appropriate. There are no set ranges around the asset
allocation and there may be substantial deviations from the below where the Trustee
believe it is appropriate.
Asset Class
Bonds
Liability Driven Investments
Corporate Bonds
Bulk annuity policy*

Strategic Benchmark
70.0
-

Cashflow-Driven Alternatives
Property
Private Debt
Ground Lease Property
Secured Finance
Multi-Asset Credit
Cash
Total

29.0
6.0
5.0
6.0
8.5
3.5
1.0
100.0

*In December 2021, the Trustee purchased a bulk annuity policy which was funded using
c.£1.8bn from the Liability Driven Investments and Corporate Bond portfolios shown
above.
7.2

Using capital market models, the above investment strategy is expected to strike the
appropriate balance between expected return and risk, resulting in an acceptable
probability of achieving the Trustee’s objectives set out in Section 4.

7.3

The Trustee, with advice from the Fund’s Investment Consultant and Fund Actuary, and
in consultation with the Sponsor, reviews the Fund’s investment strategy regularly.
These reviews consider the Trustee’s investment objectives, its ability and willingness
to take risk and the appropriate mixture of the different types of investment risk.

8.

Investment Manager Structure

8.1

Day-to-day management of the assets is delegated to professional Investment
Managers who are all regulated.

8.2

The Investment Managers have full discretion to buy and sell investments on behalf of
the Fund, subject to agreed constraints and applicable legislation. They have been
selected for their expertise in different specialisations and each manages investments
for the Fund to a specific mandate, which includes performance objectives, risk
parameters, and timescales over which their performance will be measured.

5

March 2022

8.3

The Trustee assesses the continuing suitability of the Fund’s Investment Managers via
quarterly reporting, the services provided by their Investment Consultant and when
meeting each Investment Manager.

8.4

The Trustee invests the assets of the Fund via a mixture of pooled funds and direct
holdings, under a mixture of active and passive management. The Trustee is satisfied
that the spread of assets by type and the spread of individual securities within each type
provides adequate diversification of investments for risk management purposes.

8.5

The Trustee’s policies in relation to the Fund’s investment management arrangements
with the investment managers are set out in Appendix A.

9.

Cashflow Policy

9.1

The Trustee has adopted a rebalancing policy to keep the Fund assets broadly in line
with the overall strategic benchmark. This is monitored at each Investment Committee
meeting.

10.

Additional Voluntary Contributions (“AVCs”)

10.1

The Trustee has made available a range of unit-linked funds for members of the Fund
to invest their AVCs, having taken account of factors such as expected investment
performance, risks, charges and administrative efficiency. Some members of the Fund
hold AVCs in with-profits investments.

11.

Realisation of Investments

11.1

The Investment Managers have discretion in the timing of realisations of investments
and in considerations relating to the liquidity of those investments. When disinvestment
is required in order to meet benefit outgo etc, the Trustee’s agreed policy is for the
Investment Committee to determine the necessary disinvestments so as to maintain, as
far as possible, the Fund’s overall asset allocation in line with its strategic benchmark as
set out in Section 7 of this Statement.
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Appendix A
The Trustee has the following policies in relation to the investment management
arrangements for the Fund (excluding the bulk annuity policy):
How the investment managers
are incentivised to align their
investment strategy and
decisions with the Trustee’s
policies.

•

•

•

How the investment managers
are incentivised to make
decisions based on
assessments of medium to longterm financial and non-financial
performance of an issuer of debt
or equity and to engage with
them to improve performance in
the medium to long-term.

•

How the method (and time
horizon) of the evaluation of
investment managers’
performance and the
remuneration for their services
are in line with the Trustee’s
policies.

•

•

•

•

•

The method for monitoring
portfolio turnover costs incurred
by investment managers and
how they define and monitor
targeted portfolio turnover or
turnover range.

•

•
•
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The Fund is invested in some pooled funds,
there is no scope for these funds to tailor
their strategy and decisions in line with the
Trustee’s policies. However, the Trustee
invests in a portfolio of pooled funds that are
aligned to the Fund’s strategic objective.
The Trustee also has some segregated
arrangements with the investment
managers, thereby allowing investment
managers to align their strategy with the
Trustee’s policies. This is reviewed on an
ongoing basis.
The Fund’s investments in the Hayfin Private
Debt mandates and the M&G Secured
Finance fund are subject to a performance
related fee.
The Trustee reviews the investment
managers’ performance relative to medium
and long-term objectives as documented in
the investment management agreements.
The Trustee monitors the investment
managers’ engagement and voting activity
on an annual basis as part of their ESG
monitoring process.
The Trustee does not incentivise the
investment managers to make decisions
based on non-financial performance.
The Trustee reviews the performance of all
of the Fund’s investments on a net of cost
basis to ensure a true measurement of
performance versus investment objectives.
The Trustee evaluates performance over the
time period stated in the investment
managers’ performance objective, which is
typically 3 to 5 years.
Investment manager fees are checked
quarterly to make sure the correct amounts
have been charged, and the fee rates are
reviewed annually to ensure that they remain
competitive.
Investment managers are asked to discuss
portfolio turnover costs as part of their
regular presentations to the Investment
Committee.
The Trustee are working with a third party to
analyse and optimise the Fund’s investment
costs.
In practice, the investment managers are
incentivised to minimise costs as they are
measured on a net of cost basis.
March 2022

The duration of the Fund’s
arrangements with the
investment managers

•

8

The duration of the arrangements is
considered in the context of the type of fund
the Fund invests in.
o For closed ended funds or funds with
a lock-in period the Trustee ensures
the timeframe of the investment or
lock-in is in line with the Trustee’s
objectives and Fund’s liquidity
requirements.
o For open ended funds, the duration is
flexible and the Trustee will from
time-to-time consider the
appropriateness of these investments
and whether they should continue to
be held.
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Background and Implementation
Statement
Background
The Department for Work and Pensions (DWP) is increasing regulation to improve disclosure of financially material
risks. This regulatory change recognises Environmental, Social and Governance (ESG) factors as financially material
and schemes need to consider how these factors are managed as part of their fiduciary
duty. The regulatory changes require that schemes detail their policies in their Statement of Investment Principles
(SIP) and demonstrate adherence to these policies in an implementation statement.
Statement of Investment Principles (SIP)
The Imperial Tobacco Pension Fund (“Fund”) has updated its Defined Benefit (“DB”) SIP to reflect the bulk annuity
purchased from Standard Life during the reporting year.
In addition, the Defined Contribution (“DC”) SIP has been updated to reflect the addition of a Shariah-compliant fund
and a sustainable equity fund to the self-select fund range.
The SIP can be found online at https://www.imperialbrandsplc.com/about-us/governance.html and changes to the SIP
are detailed on the following pages.
Implementation Statement
This Implementation Statement is to provide evidence that the Fund continues to follow and act on the principles
outlined in the SIP. This statement details:
•

actions the Trustee has taken to manage financially material risks and implement the key policies in its SIP

•

the current policy and approach with regards to ESG and the actions taken with managers on managing ESG risks

•

the extent to which the Trustee has followed policies on engagement, covering engagement actions with its fund
managers and in turn the engagement activity of the fund managers with the companies they invest

•

voting behaviour covering the year up to 31 March 2022 for and on behalf of the Fund including, where available,
the most significant votes cast by the Fund or on its behalf.
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Summary of key actions undertaken over the Fund’s reporting year
-

In December 2021, the Trustee purchased a bulk annuity policy from Standard Life. The policy was funded
using c£1.8bn across the AXA and LGIM Buy & Maintain Credit mandates and the LGIM LDI mandate.

-

As part of the transition to fund the bulk annuity policy, the Trustee took the opportunity to introduce a
Climate Alignment objective into the LGIM Buy & Maintain Credit mandate. This was achieved by transferring
out bonds issued by companies with higher carbon emissions, thereby leaving behind a lower carbon bond
portfolio. The Trustee is currently in the process of formalising the mandate objectives with LGIM.

-

The Trustee is reviewing the investment strategy following the purchase of the bulk annuity policy, and as
part of the 2022 Actuarial Valuation process, in consultation with the Sponsor.

-

During the previous reporting year, the Trustee conducted a review of the DC Section’s default investment
strategy, alternative lifestyle strategies and self-select range. Following that review, the Trustee decided to
expand the fund range by making available to members two new self-select funds, the ITPF Islamic Global
Equity fund and the ITPF Sustainable Global Equity fund.

Implementation Statement
This statement demonstrates that the Trustee of the Imperial Tobacco Pension Fund has adhered to its investment
principles and its policies for managing financially-material considerations including ESG factors and climate change.

Signed H F Clatworthy
Position Chair
Date

17 June 2022

80

Managing risks and policy
actions
Trustee policies for managing risks
The Trustee has identified the following risks that it has considered in the Fund’s SIP. These risks and the Trustee’s
policies are set out in the tables below.
The key actions the Trustee has taken over the accounting year to address some of these risks have been highlighted in
the table.

Defined Benefit Section
Risk / Policy

Definition

Policy

Actions

Interest rate
and inflation

The Fund suffers a financial
loss through exposure to
interest rate and inflation
risks on its liabilities or
through exposure to
interest rate and inflation
risks on its assets, which
differ from those on the
liabilities.

The Trustee uses LDI to
hedge the interest rate and
inflation exposure, reducing
the risk as far as practically
possible.

The Trustee has a
segregated LDI portfolio to
provide a bespoke interest
rate and inflation hedge
that replicates the majority
of the sensitivities of the
Fund’s liabilities to these
risk factors.

Credit

Default on payments by
issuers of corporate bonds
and other debt assets the
Fund holds or through
reductions in the market
values of those assets.

The Trustee diversifies this
risk by investing in a range
of credit opportunities.

No action.

Longevity

The risk that life expectancy
and actual survival rates
exceed expectations or the
Fund’s pricing assumptions.

The Trustee considers the
risks associated with
longevity when
implementing the
investment policy.

Over the period, the Fund
purchased a bulk annuity
policy which covers part of
the Fund’s overall longevity
risk.

Concentration

Over-exposure to a single
asset which suffers losses
relative to the Fund’s
liabilities.

The Trustee has set an
investment strategy that
uses multiple asset types,
strategies, regions and
sectors to ensure
diversification.

No action.

Currency

The Fund suffers a financial
loss through exposure to
currencies other than
sterling.

The Investment Managers
are responsible for hedging
any currency risk to reduce
the potential impact of
overseas currency exposure
on the performance of
mandates with exposure
outside of the UK.

No action.

Counterparty

The Fund suffers a financial
loss as a result of the failure
of a counterparty to meet
its obligations to the Fund

The Fund and the
counterparty both post
collateral to the other party
on a daily basis to account
for market movements in

No action.
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(or to a fund in which the
Fund invests).

the value of derivatives
held.

Manager

The risk associated with
one manager having
responsibility for all of the
Fund’s assets.

The Trustee reduces this
risk by dividing the assets
between a number of
investment managers.

No action.

Custodian

A custodian defaults or fails
in its safekeeping of the
Fund’s assets leading to a
financial loss for the Fund.

The Trustee has a written
agreement in place with the
custodian to assure the
physical security of the
Fund’s assets held by the
custodian.

No action.

Liquidity

The Fund is unable to raise
cash when it needs to
without incurring excessive
costs.

The Trustee considered the
liquidity of the Fund’s
assets in the context of
likely cash flow needs.

No action.

Environmental,
Social and
Governance

Exposure to Environmental,
Social and Governance
factors, including but not
limited to climate change,
which can have a material
impact on investment risk
and return outcomes.

The Trustee has a separate
policy for ESG factors, and
this can be found later in
this document.

ESG actions undertaken:
• The managers’ ESG
policies were reviewed
and presented to the
Investment Committee
in an Impact
Assessment report.
More details of the ESG
policy and how it was
implemented are presented
later in this statement.
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Defined Contribution Section
Risk / Policy

Definition

Policy

Actions

Inflation Risk

The real value (i.e. post
inflation) value of
members’ accounts
decreases.

The Trustee offers a default
option which invests in a
diversified range of assets
which are likely to grow in
real terms. There are also selfselect fund options available
across a range of asset classes,
with the majority expected to
keep pace with inflation.
Members can set their own
investment allocations, in line
with their requirements
versus inflation.

The Trustee reviewed the
ongoing suitability of the
investment arrangements as
part of their quarterly
reporting and meeting
structure.

Pension
Conversion Risk

Member’s investments
do not match how they
would like to use their
pots in retirement.

The Trustee makes available
three lifestyle strategies, each
targeting either cash,
drawdown or annuity
purchase at retirement. The
default investment option is a
lifestyle strategy which
targets flexible access income
drawdown as a retirement
destination.

No action.

Market Risk

The value of securities,
including equities and
interest-bearing
assets, can go down as
well as up.

The default investment
strategy is set with the
intention of diversifying this
risk to reach a level of risk
deemed appropriate for the
relevant members by the
Trustee.

The Trustee reviewed the
ongoing suitability of the
investment arrangements,
throughout the year as part of
their quarterly reporting and
meeting structure.

Counterparty
Risk

A counterparty, either
an underlying holding
or pooled
arrangement, cannot
meet its obligation.

Investment strategy is set
with the intention of
diversifying this risk to reach
a level of risk deemed
appropriate for the relevant
members by the Trustee.

No action.

Currency Risk

The value of an
investment in the
member’s base
currency may change
as a result of
fluctuating foreign
exchange rates.

Investment strategy is set
with the intention of
diversifying this risk to reach
a level of risk deemed
appropriate for the relevant
members by the Trustee.
Within the diversified growth
funds the currency risk
management is delegated to
Investment Managers.

The Trustee regularly
reviews the impact of
currency movements on the
performance of funds as part
of their quarterly meetings.

Operational Risk

A lack of robust
internal processes,
people and systems.

The Investment Consultant’s
ratings for fund managers
include consideration of
management of operational
risk.

The Investment Consultant
monitors the fund managers
on an ongoing basis,
including changes to the
team, business, risk
management process and
operations.

Liquidity Risk

Assets may not be
readily marketable
when required

The Trustee accesses daily
dealt and daily priced pooled
funds through a unit-linked

The Trustee monitors the
liquidity risk of assets
regularly throughout the year
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Valuation Risk

Environmental,
Social and
Governance Risk

Manager Skill /
Alpha Risk

insurance contract from
Aegon.

at the quarterly Trustee
meetings.

The value of an illiquid
asset is based on a
valuer’s opinion,
realised value upon
sale may differ from
this valuation.

The investment strategy
predominantly invests in
liquid assets.

The Trustee regularly
reviews the performance of
funds as part of their
quarterly reporting and
meeting structure.

ESG factors can have a
significant effect on
the performance of the
investments held by
the Fund e.g. extreme
weather events, poor
governance.

The Trustee has a separate
policy for ESG factors, and this
can be found later in this
document.

Returns from active
investment
management may not
meet expectations,
leading to lower than
expected returns to
members.

The Trustee makes use of a
number of actively managed
funds to DC members where
they deem appropriate.

The diversified growth funds
may hold illiquid assets.
However, the management of
valuation risk is delegated to
Investment Managers.

Over the year the ITPF
Sustainable Global Equity
Fund was made available to
members.

In addition, the Trustee has
made available a sustainable
global equity fund in the selfselect range.
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The Trustee monitors the
performance and ratings of
the active funds regularly
throughout the year at the
quarterly Trustee meetings.

Changes to the SIP
Defined Benefit Section
Policies added to the SIP
Date updated: March 2022. The SIP was updated to reflect the new bulk annuity policy purchase.
2.
2.2

3.
3.2

Fund Governance
The Fund purchased a bulk annuity policy in December 2021. The policy is held as an asset of the
Fund by the Trustee. After taking specialist advice, receiving a number of competitive insurance
quotations, and consulting with the Sponsor, the Trustee agreed to purchase a bulk purchase
annuity policy from Standard Life.
Responsible Investment and Corporate Governance (Voting and Engagement)
Standard Life is responsible for investing its assets underlying the bulk annuity policy, so this
section relates to the remaining assets held by the Trustee outside the bulk annuity policy.

Defined Contribution Section
Policies added to the SIP
Date updated: March 2022. SIP was updated to reflect the addition of new funds to the self-select fund
range. No other changes were made to the investment policies.
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Implementing the current ESG policy
and approach
ESG as a financially material risk
The SIP describes the Trustee’s policy with regards to ESG as a financially material risk. This section details the
Trustee’s ESG policy and how it is implemented, as well as the Trustee’s ESG beliefs.
The Trustee agreed the ESG beliefs set out in the ESG policy in December 2020. The policy will be updated in 2022 to
reflect climate related ESG beliefs as part of the TCFD requirements.
Rationale for the policy
The Fund is a large institutional investor, investing on behalf of its members. As part of the Trustee’s fiduciary duty,
which includes a comprehensive approach to risk management, it has been recognised that ESG factors, including, but
not limited to, climate change, can be financially material. The Trustee recognises that there is a need for the Fund to
be a long-term, responsible investor to achieve sustainable returns.
The Trustee believes that it should be a responsible steward of its assets and consider the wider impacts, where
possible, of its investment decisions on the environment and society. Where possible, and in line with the beliefs set
out in the Policy, positive ESG outcomes will be targeted within the investment portfolios.
Impact of the policy on investment decision making
The Trustee decides the Fund’s investment strategy and asset allocation. This includes which asset classes the Fund
should be invested in. In making any portfolio construction decisions, the Trustee will have regard for the policy.
Within each asset class, the Trustee delegates the day-to-day investment decision making to the investment managers
e.g. holding a bond issued by a particular company or exposure to a particular sector. In appointing and reviewing the
Fund’s investment managers, the Trustee, with the assistance of its investment consultant, considers the managers’
expertise, track record and stated policies and frameworks on ESG related issues. As part of the initial and ongoing due
diligence of the Fund’s investment managers, the Trustee assesses and monitors their considerations of ESG factors
and how these are incorporated into their investment decision making.
In addition, the Trustee will consider opportunities that may arise from regulation on ESG factors or market
dislocations and will receive training and updates periodically to update them on these trends and opportunities.
Implementing the policy
The Trustee will implement the policy through the following steps:
i.

The Trustee will continue to develop its understanding of ESG factors through annual training on ESG and
keep themselves up to date on the latest sustainable investment opportunities.

ii.

The Trustee’s ESG beliefs will be formally reviewed annually or more frequently if required by the Trustee.

iii.

The Trustee will incorporate ESG criteria as part of new manager selection exercises, with explicit
consideration of ESG factors for any segregated mandates.

iv.

The Trustee, with support from its investment consultant, will undertake annual reviews of the investment
managers’ approach to integrating ESG factors.

v.

Following the initial review, actions will be identified where investment managers are misaligned with the
Trustee’s ESG beliefs. The investment consultant will engage with each manager on the Trustee’s behalf to
remedy these issues where possible.
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vi.

The investment managers’ stewardship and engagement activities will be monitored on an ongoing basis and
the Trustee will seek to understand the effectiveness of these activities.

Monitoring and reviewing the policy
The Trustee will monitor the Fund’s assets against this policy on an ongoing basis, with the assistance of its investment
consultant. The Trustee views the development of the policy as an ongoing process as approaches to integrating ESG
factors continue to evolve over time. When reviewing the policy, the Trustee will take account of any significant
developments in the market to ensure they are taking a best practice approach.
The Trustee’s ESG beliefs
The Trustee has formulated a set of ESG beliefs to help underpin overall investment decision making. The Trustee’s
ESG beliefs have been summarised below.
Risk
Management

Approach /
Framework

1.
2.

3.
4.

5.

Voting &
Engagement

6.
7.
8.

Reporting &
Monitoring

9.
10.
11.

Collaboration

12.
13.

ESG factors can be financially material; identifying and mitigating these risks
where possible forms part of the Trustee’s fiduciary duty.
Whilst the Trustee wishes to invest in managers and funds that exhibit best
practice in terms of ESG integration, the Trustee will continue to maximise the
risk / reward profile of any investment. Any positive tilts to ESG factors will be
made where the Trustee feels that these investments will generate superior longterm returns and/or lower risk.
The Trustee will consider the ESG values and priority areas of the sponsor. t
The Trustee will seek to understand how investment managers integrate ESG
considerations into their investment decisions and include reference to ESG
capabilities in future evaluation criteria when selecting new investment
managers.
Specialist ESG fund/s will be offered in the self-select range in the DC section.
The Trustee will seek to understand each investment manager’s approach to
engaging with portfolio companies and the effectiveness of these activities.
Managers investing in companies’ debt, as well as equity, have a responsibility to
engage with the management of investee companies on ESG issues.
Engaging with investment managers is an effective way of initiating change and
ensuring better alignment with the Trustee’s ESG beliefs. There is a desire to
engage with investment managers in the first instance rather than sell the Fund’s
holdings if issues are identified.
ESG factors are dynamic and continually evolving; therefore, the Trustee will
receive training to develop and maintain an understanding of these factors.
Through the Trustee’s regular reporting and ongoing due diligence of the Fund’s
investment managers, supported by its investment consultant, the Trustee will
seek to monitor suitable ESG metrics to understand the impact of investments.
The Trustee will take advice from its investment consultant to set appropriate
ESG targets for the Fund.
Investment managers should sign up and comply with common codes and
practices such as the UN PRI and the UK Stewardship Code. If they do not sign up,
they should provide a valid reason why.
Investment managers should engage and collaborate with other market
participants to encourage best practice on various issues such as board structure,
remuneration, sustainability, social issues, risk management and debtholder
rights.
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ESG summary and engagement with
the investment managers
Impact Assessment results
In Q1 2022, Isio assessed the ESG processes of the Fund’s investment managers. The results were reported back to the
Investment Committee in the form of an Impact Assessment.
The review was conducted in line with the Trustee’s ESG beliefs and Isio gave each manager an overall ESG rating and
rated them in each of the following areas:
-

Risk Management

-

Investment Approach/Framework

-

Voting and Engagement

-

Reporting

-

Collaboration

Using the results, Isio advised the Trustee on the potential engagement points, and progress against these points will
be monitored over time.
A summary of Isio’s view on each of the managers’ ESG process, and the key engagement points, is outlined in the
following table.

Defined Benefit Section
Manager and
Fund
DTZ Property
Portfolio

ESG Summary

Actions identified

DTZ have demonstrated that ESG
integration is an increasingly core aspect of
their investment process, which includes
detailed asset management plans with a
demonstrable impact, notably from an
environmental perspective.

DTZ should develop temperature pathway
modelling in line with TCFD reporting
requirements to better manage climate risks
within the portfolio.

ESG is considered throughout the life of an
investment, from initial due diligence,
through to ongoing asset management
plans.
Apollo MultiAsset Credit

Apollo integrate ESG considerations into
the fund’s risk management framework,
and in the due diligence process. Apollo can
also evidence a variety of engagements on
ESG issues.
Whilst ESG risks are assessed in initial due
diligence, it is not clear how Apollo
maintains ESG oversight throughout the
credit holding period, and there are no
priority areas identified for each holding.
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Also, in line with TCFD reporting
requirements, DTZ should increase
coverage of relevant carbon emission
metrics.

To drive ESG and climate outcomes, Apollo
should identify fund and issuer ESG priority
areas with objectives and quantitative KPIs.
Apollo should evidence active management
of ESG risks throughout the credit holding
period and undertake scenario analysis to
understand the fund’s portfolio alignment
with explicit climate scenario outcomes.
Apollo should evidence relevant
engagement activities and enhance their
governance reporting capabilities.

Apollo should also collaborate more actively
with market participants and ESG/climate
organisations.
AXA Secured
Finance

AXA apply firm-wide ESG standards and
principles as part of their portfolio
construction and management. However,
they do not employ any fund specific
processes for managing ESG risks and they
are unable to identify ESG risks within the
specific portfolio.
ESG scoring is focused on the ABS issuers,
rather than the underlying assets. This is
common for securitised funds due to the
difficulty around collecting asset data.

M&G Secured
Finance

M&G have a firm wide ESG policy in place
and have integrated ESG considerations
into their investment and risk management
processes.
While ESG is considered in initial due
diligence for public and private assets,
there is a lack of ongoing engagement for
private assets. There is also a difficulty in
sourcing ESG data from private assets. M&G
therefore lag peers when reporting on ESG,
however the manager is actively working to
improve their data quality, engagements,
and reporting.

Hayfin Private
Debt

Hayfin integrate ESG throughout all stages
of the investment cycle as a risk
management exercise, rather than as an
objective. Their level of reporting is behind
industry peers, as is their engagement with
the underlying companies.
Hayfin show a commitment to global bodies
and efforts to improve ESG data in the
industry and also the new Head of ESG, who
is driving improvements in reporting to be
in line with TCFD requirements.

PGIM Ground
Lease Property

The nature of the strategy means PGIM
hold the assets at an “arm’s length”,
resulting in a limited influence over the
management of ESG related issues. PGIM
have a firm-wide risk management
structure in place but the application of it to
this portfolio is limited.

AXA should develop fund specific ESG goals
with the aim to increase the ESG score of the
portfolio.
AXA should develop transition pathways
and quantitative measures of the climate
impact of the portfolio.
To improve their engagement process, AXA
should establish a framework for
engagements with private holdings.
AXA’s standard reporting should include
more in-depth details on the ESG risks in the
portfolio.
M&G should set fund specific ESG objectives
that are quantifiable to drive ESG outcomes.
M&G could develop a scorecard for private
assets as well as develop scenario analysis
tools (incl. climate modelling).
M&G should conduct more active
engagement on an ongoing basis with
further details on ESG issues
raised/addressed and outcome.
M&G should develop reporting on climate
metrics and provide greater ESG coverage at
the asset and portfolio level.
Hayfin should introduce a quantifiable ESG
assessment framework.
Hayfin needs to continue to improve firm
level diversity.
Whilst there is a good level of engagement
with sponsors, Hayfin should actively
engage with the underlying companies in
which they are invested in.
Hayfin should introduce ESG metrics and
engagement summaries in regular fund
reporting.
PGIM should set quantifiable ESG objectives
and specific engagement priorities for the
portfolio.
The fund’s quarterly reports should detail
recent engagement activities and their
outcomes.

The portfolio was closed before PGIM’s ESG
scorecard was introduced but assets are
regularly monitored against it, including
climate risk analysis.
LGIM LDI

LGIM have evidenced their ability to
integrate ESG factors in their LDI mandates
through counterparty review and
engagement.
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LGIM should include the ESG scoring of
counterparties in regular client reporting.

LGIM is working towards including ESG
metrics and a counterparty engagement
summary in regular client reporting.
LGIM Buy &
Maintain
Credit

LGIM’s approach satisfies ESG
requirements for the asset class. LGIM are
also able to provide engagements for the
segregated account however engagement is
done at a firm wide level rather than on a
portfolio basis.
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LGIM should develop specific ESG objectives
for the portfolio and quantify these targets.
LGIM should include portfolio specific
engagement activity in regular reporting
and provide ESG ratings for assets held
within the mandate.

Defined Contribution Section
The funds below are part of the Fund’s default lifestyle strategy and self-select fund range.
Manager and
Fund
BlackRock
Passive Equity
funds

BlackRock
Diversified
Growth fund

Insight
Diversified
Growth fund

BlackRock PreRetirement
fund

BlackRock
Passive Gilts
fund

ESG Summary

Actions identified

Given these are passive funds, the level of
ESG integration that is possible is limited.

BlackRock could establish a clearer link
between stewardship priorities and
engagement.

The BlackRock passive equity range is
constrained in respect to directly
incorporating ESG integration to the
investment process due to the nature of
index-tracking mandates. However, at a
firm level, a key focus is a commitment to
the climate transition framework by
developing sustainable investment
solutions.
We view the link between stewardship
priorities and implementation through
ongoing engagement to be not fully clear.
There are also improvements to be made in
carbon and ESG metric reporting across
their fund range.

BlackRock should improve the scope of
carbon reporting, and clearly break down
ESG risk metrics

The fund benefits from the BlackRock’s
scale to drive improvements in its ESG
capabilities. The integration of ESG factors
is clearly evident in the identification of
risks and opportunities which ultimately
translate into investment decisions.

BlackRock should produce regular diversity
reports including diversity metrics and the
progress made towards any targets.

The fund is, to a degree, restricted by its
investment approach. The lack of stock
selection and significant use of derivatives
means voting and engagement is severely
limited within the portfolio.

Insight could introduce the use of
quantifiable ESG objectives for the mandate.

We are pleased to see Insight taking into
account material ESG risks through the
increased use of ESG related derivatives
within the strategy, as well as their
commitment to further enhancing their
reporting capabilities.

Insight should introduce ESG metrics as part
of regular reporting and align to TCFD.

The fund’s approach to the majority of ESG
practices is best practice. The fund though
does not have a specific fund ESG policy
which is what we believe is best practice,
and there is a lack of fund specific reporting
which is an area of improvement.

BlackRock should create a fund specific ESG
policy.

BlackRock has demonstrated active
participation on ESG matters and
comprehensive risk monitoring for
assessing ESG risks.

BlackRock should produce regular diversity
reports including diversity metrics and the
progress made towards any targets.

BlackRock’s list of affiliations with ESG
focussed organisations is particularly
impressive.
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BlackRock could consider running climate
change scenario analysis on the portfolio
and including ESG metrics and voting &
engagement data in quarterly reporting to
clients.

Insight could also improve the consistency
in policy implementation and engagement
across the business.

BlackRock should provide fund specific
engagement details.
BlackRock should include ESG metrics and
engagement activity in regular reporting.

BlackRock should also develop and include
an engagement summary in regular
reporting.

Engagement details
Isio will be engaging with the managers on the Trustee’s behalf, to review their ESG policies and set actions and
priorities. Isio will report back to the Trustee on a periodic basis on any progress the investment managers have made
against these proposed actions.
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Engagement
As the Fund invests via fund managers, the managers provided details on their engagement activity including a
summary of the engagements by category.

Defined Benefit Section – 12 months to 31 March 2022
Fund name

Engagement summary

Commentary

DTZ Property
Portfolio

Total engagements: 203

DTZ operates a stakeholder engagement programme, to
engage with all stakeholders and ensure they are supportive
of the ESG programme, procedures, and objectives DTZ have
in place. An annual survey is distributed to tenants to gauge
satisfaction and to understand their ESG needs.

Environmental and
Social: 21

Apollo MultiAsset Credit

Environmental: 182

Over the year, DTZ have continued to make efforts towards
engaging with tenants to provide energy and waste data.
Whilst they reached out to 182 tenants, only 31 provided
data. DTZ further engaged with some occupiers on the energy,
water and waste performance and efficiency of the asset. The
discussions also raised topics such as air and noise pollution,
biodiversity, and wellbeing.

Total engagements: 82

Apollo integrate ESG considerations into the fund’s risk
management framework, and in the due diligence process.
Apollo can also evidence a variety of engagements on key ESG
issues. ESG engagements are managed by the portfolio
management team and any ESG issues are escalated to the
ESG Steering Committee.

All ESG: 30
Environmental: 14

Examples of significant engagements include:
Social: 2
Governance: 36

Adani Ports and Special Economic Zone Limited – Apollo
engaged with the company on the steps it has taken to
improve their ESG credentials. The company provided
information on the trajectory of coal through its ports over
the next 10 years and confirmed that no investments into the
Carmichael mine would be made from Adani Ports. The
company has also established a Corporate Responsibility
Committee comprising of Independent Directors to provide
assurance on all ESG commitments.
Ecopetrol SA – Apollo engaged with the company in relation
to their efforts to reduce gas flaring and encourage spending
on alternative energy. Ecopetrol confirmed that from 20222024, ESG investment will be $1.4bn, with a focus on
developing their own renewable power sources. With regards
to governance, 80% of the board members are independent
and a new President would require a simple majority vote to
change this.

AXA Secured
Finance

Total engagements: 9
Environmental: 8

AXA’s engagement focusses on ESG issues that have a
material impact on issuer performance or reputation and opt
to prioritise their key company exposures to maximise the
likelihood of engagement success. Most engagements are
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Governance: 1

undertaken at the firm-wide level, rather than at the fundlevel.
Examples of significant engagements include:

*AXA were unable to
provide data for the year
to 31 March 2022.
Engagement activity
shown is for the year to
31 December 2021.

BNP Paribas SA – AXA met with the Chairman during the
annual investor outreach that occurs pre-AGM. In relation to
climate commitments and specifically SDG 13, AXA asked for
any new update to the coal policy, including a strict energy
mix condition on financing. The Chairman presented
ambitious announcements, but the path towards the coal exit
needs to be monitored closely to understand challenges and
future areas of concentration.
PGIM – Prior to investing in the CLO, AXA discussed ESG
exclusions in the documentation to align it with AXA IM
requirements to push for an enhanced investment policy. This
included exclusion of companies that derive revenue from
non-sustainable palm oil activity and thermal coal activity.
The CLO manager agreed to align its ESG policy within the
CLO transaction with AXA IM requirements.

M&G Secured
Finance

Total engagements: 8

*M&G were unable to
provide data for the year
to 31 March 2022.
Engagement activity
shown is for the year to
31 December 2021.

M&G engage with borrowers with respect to ESG factors
during initial due diligence and ongoing monitoring for public
assets. However, M&G recognise that ongoing engagement is
difficult for private assets, and it is reliant on data they
receive from sponsors.
Examples of significant engagements include:
Element Materials – M&G engaged with the company to
support them in working towards establishing a
sustainability rating and improved ESG disclosure. Elements
recognised that their current level of disclosure was not
sufficient and were receptive to M&G’s recommendations.
This recognition was supported by their recent sustainability
bond issuance. Elements are working towards making further
improvements and M&G will continue to engage on their
process.
Avantor Sciences – M&G contacted the biopharma and
healthcare provider for greater customer due diligence
disclosure following a Bloomberg article which raised
concerns over the potential misuse of acetic anhydride. The
company published its first ESG report and no additional due
diligence steps had been taken for high-risk products and
regions. M&G think Avantor are not doing as much as they
would have hoped to prevent a similar situation in the future,
so they will continue to monitor them for additional due
diligence and disclosure of the process.

Hayfin Direct
Lending fund II

Hayfin currently do not
provide details of their
engagement activity for
DLF II.

Given DLF II ended its investment period in 2019 and Hayfin
are only the lenders, Hayfin’s ability for engagement is
limited. However, they do take corporate engagement
seriously and it is reflected in the other vintages in their
funding/investment period.
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Hayfin Direct
Lending fund
III

Hayfin currently do not
provide details of their
engagement activity for
DLF III.

Hayfin integrate ESG throughout all stages of the investment
cycle as a risk management exercise, rather than as an
objective. There is a good level of engagement with sponsors,
but little to none with the underlying companies they are
invested in.
Hayfin have started introducing ESG margin ratches or
information disclosures to new investment opportunities.
Hayfin have provided examples of these investments and
their ESG terms, including:
The Collinson Group – Hayfin agreed no ratchet but instead
a mandatory ESG information requirement. The Company will
start tracking greenhouse gas emissions, energy efficiency,
composition of the workforce, removal or change of nonexecutive directors and the number of independent nonexecutive directors. These will be reported to Hayfin annually.
FE Fundinfo – Hayfin set out four ESG trigger tests which
would reduce margins by 0.05% if three of the tests were
met. This includes an annual carbon footprint assessment,
setting and achieving carbon emissions reduction targets,
gender diversity, and staff inclusion. Hayfin will monitor the
company throughout 2022.

PGIM Ground
Lease Property

PGIM currently do not
provide details of their
engagement activity for
the Ground Lease
Property portfolio.

The nature of the Ground Lease Property portfolio means that
PGIM hold the assets at an “arm’s length”, resulting in a
limited influence over the management of ESG-related issues.
PGIM would be able to engage with the leaseholder in the
event of discussing an asset management deal but there have
been no instances of this across the portfolio during the
reporting year.

LGIM LDI

LGIM currently do not
provide details of
engagement activity for
individual accounts.

LGIM engage with counterparties, regulators, governments
and other industry participants with the aim of influencing
and instigating change.
ESG engagement with counterparties is through LGIM’s
Investment Stewardship team, analysts, portfolio managers
and traders. Information from these engagements is used to
identify ESG risks which is embedded within LGIM’s
counterparty review process.

LGIM Buy &
Maintain
Credit

LGIM currently do not
provide details of
engagement activity for
individual accounts.

Engagement is carried out at a firm wide level which allows
the firm to utilise all of its leverage when engaging with a firm
on an issue which is best practice. LGIM are able to provide
some details on portfolio specific engagement albeit limited
to metrics with no information on specific company
engagements.
LGIM’s top engagement topics over the 12 months to 31
March 2022 for the Buy & Maintain Credit portfolio were
climate change, board composition, climate impact pledge,
remuneration, public health, and company disclosure and
transparency.

95

Defined Contribution Section – 12 months to 31 March 2022
Aegon has not been able to provide the requested information in the required Pensions and Lifetime Savings
Association (PLSA) template. However, Aegon has confirmed that they are working on a long-term solution to provide
the information in the required format in future.
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Voting
As the Fund invests via fund managers, Aegon was asked to collate and provide details on the voting actions of the
underlying managers of the Fund’s default lifestyle strategy funds, including a summary of the activity covering the
reporting year up to 31 March 2022. Aegon was also asked for examples of any significant votes.
As at the time of preparing this Statement, Aegon was not able to provide the requested information.
Given the DB Section does not have any equity investments, there are no voting actions to report.
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The Chair’s Annual Governance Statement
This statement has been prepared by the Trustees of the Imperial Tobacco Pension Fund
(‘ITPF’ or the ‘Fund’) to demonstrate how the Fund has complied with the governance
standards required by legislation and expected by the Pensions Regulator. The statement
relates to the Defined Contribution Section (the ‘DC Section’) of the Fund and also, where
appropriate, to the Additional Voluntary Contribution (‘AVC’) arrangements in the
Defined Benefit (‘DB’) Section.
This statement covers the Fund year ended 31 March 2022.
Investment strategy and the default investment option
Introduction
The Trustees undertake a review, at least every three years, of both the default investment
strategy and the funds underlying the default arrangement. They will undertake a more frequent
review if there are significant changes to investment policies.
The Trustees have prepared a Statement of Investment Principles covering the DC Section (the
‘DC SIP’), a copy of which is appended to this report (page 68 and a copy is also available to
members online at https://www.imperialbrandsplc.com/about-us/governance.html or on
request to the Pension Fund Office – see page 60). The DC SIP is reviewed regularly by the
Trustees, at least every three years and without delay after any significant change in investment
policy. Over the Fund year the SIP was reviewed and updated to reflect the addition of two selfselect funds: a Shariah-compliant and a sustainable fund. The DC SIP governs their decisions
about investments, including their aims, objectives and policies for the DC Section’s default
investment arrangement. In particular it covers the Trustees’ investment policies on risk, return
and environmental, social and corporate governance matters, and how the DC Section default
investment strategy is intended to ensure that assets are invested in the best interests of
members.
The Trustees recognise that members have differing investment needs and that these may
change during the course of members’ working lives. The Trustees also recognise that members
have different time horizons for investing and different attitudes to risk. The Trustees believe
that members should make their own investment decisions based on their own individual
circumstances. The Trustees main objective is therefore to make available a range of investment
options to meet this purpose.
The Trustees also recognise that not all members wish to make an active investment choice that
is tailored to their individual circumstances and would prefer to follow a ‘default’ investment
strategy. The Trustees have therefore designated a default fund within the range of lifecycle
funds on offer to members, described as the ‘Variable Income’ lifecycle strategy set out below.
The Trustees consider risk from a number of perspectives. Broadly, these are:
1) The risk that the investment return over a member’s working life will not keep pace
with inflation and will not therefore secure an adequate benefit at retirement;
2) The risk that investment market movements in the period immediately prior to
retirement will lead to a substantial reduction in the level of pension which can be
purchased;
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3) The risk that relative market movements in the period immediately prior to
retirement lead to a substantial reduction in the anticipated cash lump sum benefit
available;
4) The risk that the investment funds in which monies are invested under-perform;
5) The risk that the counterparty cannot meet its obligations;
6) The risk that the value in pounds sterling of monies invested change as result of
fluctuating exchange rates.
The Trustees believe that the investment strategy outlined in this statement and the DC SIP is
appropriate for managing the risks outlined above. It is noted however, that, due to the nature
of the differing requirements of individual members it may not be possible to mitigate against
all the risks outlined above. Significant risk areas are documented in the risk register, and these
risks are monitored and reviewed regularly (at least annually) by the Trustees.
The default investment option
The Trustees agreed to review the existing investment arrangements of the DC section of the
Fund, including the default investment option. This review was started in February 2021 and
was completed in September 2021.
The initial conclusions of the review carried out on 23 February 2021 was that the default
structure remains broadly appropriate in the short-term. The default strategy was assessed
against a set of criteria aimed at creating a default arrangement that is in the best interests of
members, covering the areas of strategic considerations, structural considerations and
performance considerations.
In the growth phase the default option has growth potential and is generally well diversified.
The eight year de-risking approach used is not uncommon. The integration of environmental,
social and governance (ESG) factors in the default fund were considered and in most areas the
fund mandates used within the default arrangement met or partially met the criteria set. The atretirement phase has performed in line with the peer group median over the quarter to 30
September 2020 and three years to 30 September 2020, although it slightly underperformed the
benchmark over the periods considered. During the growth phase, ITPF default is towards the
lower end of the risk and return spectrum compared to its peers. The lower expected return is a
product of its high diversification.
On 21 September 2021 as part of the strategic review it was agreed to add two additional selfselect funds to the range offered: the ITPF Sustainable Global Equity Fund and the ITPF Islamic
Global Equity Fund. The ITPF Sustainable Global Equity Fund tracks the performance of the
Solactive L&G ESG Global Markets Index (less withholding tax where applicable) to within
+/-0.60% p.a. for two years out of three. The index aims to provide exposure to developed and
emerging equity markets while reflecting significant environmental, social and corporate
governance (ESG) issues. The ITPF Islamic Global Equity Fund invests in company shares
from around the world and is compliant with Islamic Shariah principles.
The Trustees also carry out an annual review of both the DC Section and the AVC
arrangements, the most recent being carried out in September 2021. The review included
analysis of administration service levels and, where applicable, a comparison against other
trust-based DC arrangements. This annual governance review of the DC and AVC
arrangements with AEGON concluded that AEGON remained a suitable provider. There were
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no significant concerns in relation to AEGON’s arrangements, including its administration
service, its investment capability, its communication channels and content.
In addition the Investment Committee of the Trustee Board monitors the investment
performance of the DC section at its quarterly meetings. The Investment Committee provides
the Trustees with a report on its activities and any recommendations arising after each meeting.
Over one, three and five years, the ITPF Diversified Growth Fund (‘DGF’) has outperformed
against its benchmark due to the outperformance of the BlackRock DGF, with a performance
drag from the Insight DGF. The ITPF DGF has lagged performance of global equities. The
ITPF Global Equity Fund has tracked its benchmark within an appropriate tolerance range over
all periods.
The table below shows performance of the lifestyle funds for periods ended 31 December 2021.
Past performance is net of fees for the main default funds and gross of fees for the underlying
funds.
Actual

Benchmark

Actual

Benchmark

Actual

Benchmark

1 Year

1 Year

3 Years

3 Years

5 years

5 years

(% p.a.)

(% p.a.)

(% p.a.)

(% p.a.)

(% p.a.)

(% p.a.)

ITPF Global Equity
Fund

20.7

20.7

17.5

17.8

11.8

12.2

Aegon BlackRock
MSCI World Index
Fund
Aegon BlackRock
MSCI World Currency
Hedged Index Fund
Aegon BlackRock
Emerging Markets
Equity Index Fund
ITPF Diversified
Growth Fund

23.5

22.9

19.9

19.2

13.6

12.9

24.2

23.9

20.3

20.2

-

-

-2.2

-2.3

8.5

8.5

7.7

7.7

5.3

4.0

6.8

4.1

5.0

4.0

Aegon BlackRock
Diversified Growth
Fund
Aegon Insight Broad
Opportunities
Fund
ITPF Annuity
Protection Fund
ITPF Cash Fund

5.0

3.6

8.3

3.9

6.2

3.9

7.5

4.5

6.8

4.8

5.0

4.8

-6.0

-5.7

4.1

4.2

3.0

3.2

-0.4

-0.1

0.0

0.2

0.0

0.2

Fund
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The performance for the self-select funds (net of fees) were:
Actual

Benchmark

Actual

Benchmark

Actual

Benchmark

1 Year

1 Year

3 Years

3 Years

5 years

5 years

(%)

(%)

(% p.a.)

(% p.a.)

(% p.a.)

(% p.a.)

ITPF Global Equity
Fund

20.7

20.7

17.5

17.8

11.8

12.2

ITPF Diversified Growth
Fund

5.3

4.0

6.8

4.1

5.0

4.0

ITPF Overseas Equity
Fund

22.4

22.4

19.8

19.8

13.5

13.5

ITPF UK Equity Fund

18.0

18.3

8.1

8.3

5.2

5.4

ITPF Annuity Protection
Fund

-6.0

-5.7

4.1

4.2

3.0

3.2

ITPF Index Linked Gilt
Fund

3.7

4.2

7.4

7.7

4.7

5.0

ITPF Cash Fund

-0.4

-0.1

0.0

0.2

0.0

0.2

Fund

Last year the Trustees agreed its ESG beliefs and clarified how these will be incorporated into
investment decision making, set out in a separate ESG Policy, which is available to members
on request. The Trustees monitored the Fund’s investment against the policy on an ongoing
basis, with the assistance of its investment consultant. It prepared an ESG impact assessment
report, evaluating the investment mangers’ approach to the management of ESG risks and
opportunities. The DC Section partially met the ESG criteria set. ESG is integrated across the
BlackRock passive equity range, although the integration of such risks and opportunities is
lacking in some funds such as the Insight Broad Opportunities Fund and BlackRock Passive
Gilt and Cash Funds. The DC Section partially met the criteria for risk management and
reporting. For risk management, some of the managers could improve their data on ESG
metrics and climate scenario analysis. For reporting, engagement activities are not detailed in
some of the underlying funds quarterly reporting.
The AVC arrangements
In respect of the AVC arrangement the Trustees recognise that members who pay AVCs do so
as a ‘top up’ to their DB section benefits. The Trustees also recognise that members have
differing investment needs and that these may change during the course of members’ working
lives. The Trustees also recognise that members have different attitudes to risk. The Trustees
believe that members should make their own investment decisions based on their own
individual circumstances. The Trustees main objective is therefore to make available a range of
investment options to meet this purpose. There is no default fund for the AVC arrangement.
In respect of the AVC arrangement the Trustees consider risk from a number of perspectives.
Broadly, these are:
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1) The risk that the investment return over a member’s working life will not keep pace
with inflation and will not therefore secure an adequate benefit at retirement;
2) The risk that investment market movements in the period immediately prior to
retirement will lead to a substantial reduction in the level of pension which can be
purchased;
3) The risk that relative market movements in the period immediately prior to
retirement lead to a substantial reduction in the anticipated cash lump sum benefit
available;
4) The risk that the investment funds in which monies are invested under-perform.
The Trustees believe that the investment strategy outlined below is appropriate for managing
the risks outlined. It is noted however, that, due to the nature of the differing requirements of
individual members it may not be possible to mitigate against all the risks outlined above.
The AVC arrangement for members of the DB Section of the Fund offers members a choice of
five different investment options:






A mixed fund,
A UK equity index tracker fund,
A global equity index tracker fund,
An over 5-year index-linked gilt fund,
A cash fund.

Additionally, the Fund had a legacy AVC arrangements associated with a small number of
former members of the Rizla Pension Scheme in respect of the DB Section were operated
through Aviva. The fund with Aviva was closed in the year with the funds from this
arrangement transferred to the Fund’s AVC arrangement with AEGON. Following this transfer
the Fund has no legacy AVC arrangements remaining.
As mentioned in the previous section the Trustees carry out an annual review of the AVC
arrangements, the most recent being carried out September 2021.
Monitoring core financial transactions
The Trustees have a specific duty to ensure that core financial transactions relating to the DC
Section of the Fund and the DB section AVC arrangements are processed promptly and
accurately.
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The DC Section
The Trustees regularly monitor the core financial transactions of the DC Section. These include
the investment of contributions, transfers into and out of the Fund, investment switches and
payments out of the Fund to and in respect of members.
This is achieved by the review of quarterly reporting from the DC Section’s administrators
(AEGON) and the monthly monitoring of contribution payments by Imperial’s payroll teams.
AEGON’s quarterly reports cover various work tasks that include core financial transactions
such as payment of retirement benefits, receipt of contributions, investment switches, transfers
in and transfers out. Where the agreed service standards were not met, the Pension Fund Office
(PFO) liaised with AEGON to ensure that steps were taken to improve the turnaround times.
Additionally, both the PFO and, on an annual basis, Willis Towers Watson (WTW), AVC
administration consultant, via their report to the Trustees, review performance of the DC
Section’s administrator (AEGON) against its Service Level Agreement. The Service Level
Agreement includes expected timescales for the administrator to process transactions, including
the investment of contributions and individual member transactions as well as the process by
which they report areas where agreed service levels have not been met. No significant
weaknesses were identified in the latest annual review..
AEGON has processes and controls in place covering core financial transactions that are carried
out in accordance with a strict governance framework that complies with International Standard
on Assurance Engagements 3402, “Assurance Reports on Controls at a Service Organisation”.
Checklists are used and reviewed to help ensure that all necessary information is received, and
that information is complete and accurate and processed on a timely basis. This includes
investment records and activities.
The Fund is compliant with the Code of Practice No. 5 on reporting late payments of
contributions and with relevant legislation. The PFO monitors the date contributions are paid
and contributions paid in the year were paid within 22 days of the end of the calendar month to
which they apply as set out in the schedule of contributions.
Based on the above the Trustees are satisfied that during the Fund year the DC Section’s
administrator was operating appropriate procedures, checks and controls and operating within
the agreed SLA, that there have been no material administration errors in relation to processing
core financial transactions; and all core financial transactions have been processed promptly
and accurately during the Fund year. Furthermore the Trustees are satisfied that the DC Section
has adopted the standards of practice set out in the DC code and associated regulatory guidance.
The AVC arrangements
The report prepared by WTW in September 2021 considered the core financial transactions
within the AVC arrangement with AEGON and the Trustees found that these were acceptable.
With regard to the legacy AVC arrangement with Aviva, the assets were held in a unitised fund
prior to the transfer to AEGON. The PFO maintains a log of the total units held, split by
member, any units redeemed when a member retires and the unit prices on a monthly basis.
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Charges and transaction costs
Charges – the DC Section
AEGON, the administrator, and investment manager for the DC Section of the Fund, imposes
charges on member’s DC funds. Each fund carries a total charge known as the Total Expense
Ratio (TER) which is expressed as a percentage of the fund value. The TER consists
predominantly of the Annual Management Charge (AMC), which is AEGON’s cost for
administration and investment management, but also includes additional expenses such as
custody costs, auditor fees and other operational expenses, excluding transaction costs. The
TER is paid by the members and is reflected in the unit price of the funds.
The AMC and TER currently applicable to each of the AEGON funds is shown in the table
below:AEGON Investment Fund
ITPF Diversified Growth Fund*
ITPF Global Equity Fund*
ITPF Overseas Equity Fund
ITPF UK Equity Fund
ITPF Annuity Protection Fund*
ITPF Index-Linked Gilt Fund
ITPF Cash Fund*
ITPF Islamic Global Equity
ITPF Sustainable Global Equity

AEGON AMC
(% p.a.)
0.67
0.35
0.32
0.32
0.32
0.32
0.32
0.60
0.43

Total Expense
Ratio (% p.a.)**
0.78
0.36
0.33
0.32
0.32
0.32
0.35
0.60
0.43

* These funds are used in the Variable Income Lifecycle, the default investment option.
** as at 31 March 2022
As the default is a lifestyle approach, members’ assets are automatically moved between
different investment funds as they approach their target retirement date. This means that the
level of charges varies from between 0.53% and 0.58% depending on how close members are
to their target retirement date.
It is a legal requirement that total member-borne charges for default investment strategies
within DC Schemes used for automatic enrolment are capped at 0.75% p.a. AEGON’s AMC
and TER across the mix of funds invested in the default arrangement is less than 0.75% p.a. and
therefore complies with the charge cap.
The Trustees will review the costs associated with the DC Section (and the AVC arrangements
of the DB Section) as they see appropriate, and at least annually, as part of the Fund’s value
for members assessment.
Transaction costs – the DC Section
The Trustees are also required to separately disclose transaction cost figures that are borne by
members. In the context of this statement, the transaction costs shown are those incurred when
the Fund’s fund managers buy and sell assets within investment funds. The charges and
transaction costs have been provided by AEGON, the platform provider, calculated on a
methodology known as ‘slippage cost’. This compares the price of the stocks being traded when
a transaction was executed with the price at which the transaction was requested. Market
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movements during any delay in transacting may be positive or negative and may also outweigh
other explicit transaction costs. For this reason, overall transaction costs calculated on the
slippage cost methodology, as shown in the table below, can be negative as well as positive:
AEGON Investment Fund

AEGON Total
transaction costs
(% year to
31/12/2021)
ITPF Diversified Growth Fund*
0.2764
ITPF Global Equity Fund*
-0.0103
ITPF Overseas Equity Fund
0.0263
ITPF UK Equity Fund
0.0736
ITPF Annuity Protection Fund*
0.0565
ITPF Index-Linked Gilt Fund
-0.0006
ITPF Cash Fund*
0.0176
* These funds are used in the Variable Income Lifecycle, the default investment option.
The effect of charges and transaction costs – the DC Section
A ‘£ and pence’ illustration example for the DC Section is attached as an Appendix to this
statement. This shows the cumulative effect over time of the charges and transaction costs on
the value of a member’s pension savings in the DC Section using a range of realistic and
representative funds, pot sizes and contribution rates.
The Trustees confirm that the assumptions used by AEGON when preparing the attached ‘£
and pence’ illustrations take account of the statutory guidance issued by the DWP (dated
September 2018).
Investment returns – the DC Section
The Occupational Pension Schemes (Administration, Investment, Charges and Governance)
Amendment) Regulations 2021 introduces new requirements for trustees of DC pension
schemes. From 1 October 2021, the Trustees are required to calculate and state the return on
investments from their default and self-select funds, net of transaction costs and charges.
AEGON has not been able to provide the information to enable these calculations to be carried
out. However, AEGON has confirmed that they are working on providing this information and
it will be disclosed online when available.
Value for members – the DC Section
The Trustees believe that the DC Section of the Fund represents “good value for members” for
the reasons outlined below.
The nature of the contribution structure on offer to members (including their ability to make
contributions at a rate above 7% of pensionable salary, with 7% being the highest contribution
rate which receives a 14% Company contribution, the range of investment funds available and
the level of the TER applied by AEGON, together with the flexibility of options available to
members on retirement are representative of good value. In addition, various tools are made
available to members, such as a contribution and benefit modelling tool, via the Fund website
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operated by AEGON. Members are also able to view their retirement account online via the
AEGON website.
The investment strategy review in February 2021 made a forward looking assessment of the
default investment design and it was assessed as suitable on a stand-alone basis but it is also in
line with other DC default arrangements in the market. The review considered developments
in the defined contribution market more widely, including the introduction of Master Trusts.
The introduction of Master Trusts has seen much competition and associated lower charges for
default arrangements. The Fund’s default arrangement charges were higher than a typical
Master Trust but were competitive for the trust-based structure that applies to the Fund and the
bespoke default strategy , with actively managed Diversified Growth Funds (DGF).
The Trustees assess the performance of the Fund’s investment funds (after all charges) in the
context of their investment objectives. This is completed through review of quarterly
performance reports from the advisors and regular strategic reviews, such as was undertaken in
February 2021. The returns on the investment funds members can choose during the period
covered by this statement have been consistent with their stated investment objectives, with
deviation from the benchmark or objective being within acceptable tolerances.
The DC Section also provides members with death in service lump sum cover and, in the event
of ill health, an income protection insurance. These benefits are insured and Imperial Tobacco
Limited meets the cost of this insurance together with the other costs of operating the DC
Section of the Fund including the fees of professional advisers to the Trustees.
All members of the DC Section (and the DB Section AVC arrangements) receive an annual
statement setting out their contributions paid and the current value of their investment, together
with a statutory money purchase illustration. Assessment of AEGON’s communication
capability by WTW was generally favourable, whilst there could be scope to improve on ESG
and financial wellbeing communications.
Part of the annual review of DC providers ranked AEGON compared to its peer group of DC
pension scheme providers. The 2021 review showed that AEGON’s ranking had move up one
place in the ranking since the previous year. This review assessed a range of areas:
administration, investment, communication and AEGON’s business.
The governance oversight of the DC section by the Trustees (including regular monitoring of
performance, taking action to address poor performance, reviewing the investment strategy and
risk management) adds comfort to members about the management of the DC arrangement.
Charges and value for members – the AVC arrangements
The AMC (which relates solely to investment costs) for the main AVC offering of the DB
Section of the Fund with AEGON is 0.5%. There is no charge applied for the administration of
these funds. The Trustees believe that overall the AVC offering for DB Section members
represents good value for money, based on the range of investment funds on offer and the level
of AMC applied by AEGON.
At the time of preparing the statement, the Trustees had not been able to obtain the transaction
costs relating to the AVC arrangements with AEGON. The Trustees will continue to liaise with
AEGON and will endeavour to provide this information in future statements.
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Trustee Knowledge and Understanding
The law requires the Trustees to possess sufficient knowledge and understanding to enable
them to properly exercise their functions as Trustees including that they must be conversant
with the trust deed and rules of the Fund, the statement of investment principles; and any other
fund administration policies or fund documents.
They must have appropriate knowledge and understanding of the law relating to pensions and
trusts, and the principles relating to the funding of occupational pension schemes and
investment of the assets of such schemes.
The Trustee has a TKU process in place which enables them, together with the collective
advice available to them, to exercise their duties as the Trustee of the Fund. In particular, during
the Fund Year, the Trustee has met the requirements of sections 247 and 248 of the 2004 Act
(requirements for knowledge and understanding) through:












Maintaining an annual programme of bespoke Trustee training, which is delivered at a
designated annual training day and within Trustee and sub-committee meetings where
appropriate. During the period covered by this statement, the Trustees received training
on the following topics at the dedicated training session on 20 September 2021: an update
on regulatory developments (such as pensions dashboard and ESG investing), report from
the PLSA on retirement living standards and what this meant for members’ retirement
options and support.
Attendance at appropriate external webinars and events.
Receiving updates (via ad hoc emails and quarterly newsletters) from its advisers about
matters relevant to the DC Section and Fund as a whole. Representatives from the
Trustees’ actuaries, legal advisers and investment consultants attend all Trustee board
meetings and are on hand to address any queries from the Trustees or explain the detail
of potential issues. Additionally, representatives from the Trustees’ Actuaries and
investment consultants attend all Investment sub-committee meetings.
Carrying out effectiveness self-assessment reviews.
As appropriate, completion of the relevant parts of the Pensions Regulator’s Trustee
Toolkit.
The use of pensions based software for the purpose of meeting management that includes
a document library which holds copies of all the DC Section’s and Fund’s key documents
such as the Trust Deed & Rules (together with subsequent amending deeds), the DC SIP,
actuarial valuation reports and annual reports. The Trustees can refer to these during
Board meetings. In particular, the Trustees refer to the Trust Deed and Rules as part of
considering and deciding to make any changes to the Fund and, where relevant, deciding
individual member cases.
Requiring newly appointed Trustees to undertake an induction process which includes
external training courses, the provision of an induction documents pack and continuous
training, including through attending Trustee board meetings and sub-committee
meetings.

The Trustee Board contains a diverse range of experience and skills and includes an
independent trustee. Their combined knowledge and understanding, together with advice and
support from their professional advisers enables them to properly exercise their duties as
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Trustees. When appointing new Trustees any gaps in the skills and experience of the Trustee
Board as a whole is taken into consideration as part of the selection process.
Over the year the Trustees carried out a review of their effectiveness through the completion of
effectiveness questionnaires, covering the range of skills required and tasks undertaken by the
Trustees and analysis of the feedback from the questionnaires which is used to identify areas
where there may be knowledge gaps or other areas for improvement. Where particular gaps in
knowledge and understanding are identified, the Trustees, in conjunction with their advisers
carry out specific training to improve their knowledge and understanding. An example of this
in the Fund year was the training undertaken on ESG matters.
The Trustees carried out an assessment of the Board’s governance and ambitions. There was a
strong alignment of Board members’ views about the running of the Fund. Minor changes have
been made to the operation of Board meetings as a result of the assessment, such as a
commentary on the agenda is included with within the meeting paper packs.
Member communication and engagement
The Trustees approved an engagement plan for DC members. The aim was at increasing
awareness of the main features of the DC section and the importance of paying higher
contributions to generate good outcomes on retirement. Members of the DC section are sent an
annual update from the Trustees (the “Pension Fund Report”) with separate reports issued to
members in the DB and DC sections of the Fund to provide content that is more relevant to
members in the different sections. The Report is used as an opportunity to ask members to
provide feedback on the DC section.
To help contributing members understand the importance of contribution rates and to promote
the key features of the DC section a series of webinars took place in December 2021. These
were well attended and had positive feedback from members. The webinars targeted segments
of the membership: new joiners and those approaching retirement, with the content tailored to
the group’s needs.
Impact of the COVID-19 pandemic
There was no significant impact on the DC arrangements from the pandemic through the year
and there is not expected to be any impact going forward. The DC administration has continued
to operate with minimal disruption to the service to members and processing of transactions
during the pandemic. COVID-19 has not affected the employer’s ability to pay the contributions
due. The Trustees consider the investment strategy remains appropriate.
Statement of compliance
On behalf of the Trustee of the Imperial Tobacco Pension Fund, I confirm that the Trustees are
comfortable that the Fund has met the minimum governance standards as defined in the
Occupational Pension Scheme (Charges and Governance) Regulations 2015 during the period
1 April 2021 to 31 March 2022

H F Clatworthy
Chair
17 June 2022
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Appendix - Example illustration
Purpose of this example illustration
This isn't a personal illustration; it is based on the assumptions detailed later on in this document.
The purpose of the illustration is to show how fund related costs and charges can affect the overall
value of the funds you invest in over time.
Fund transactional charges and costs total (%)

Growth
AMC
AAE
TC

Variable Income
Lifecycle
(Default)

ITPF Cash

ITPF Global
Equity

ITPF IndexLinked Gilt

-1.90% to 2.97%

-1.90%
0.32%
0.03%
0.01%

3.00%
0.32%
0.01%
0.02%

-1.80%
0.32%
0.00%
0.02%

0.32% to 0.67%
0.00% to 0.11%
0.00% to 0.34%

ITPF
Diversified
Growth
0.26%
0.67%
0.11%
0.34%

Growth is the assumed growth rate for the fund after taking into account assumed price
inflation of 2% per annum.
AMC is the Annual Management Charge, which is a yearly management charge expressed as
an annual percentage but calculated and deducted on a daily basis from the fund.
AAE are the Additional Annual Expenses, which are an estimate of any additional fees and
expenses that may apply, such as fees for custody, administration and trustee services that may
be incurred in addition.
TC are the Transaction Costs, which are an estimate of explicit and implicit costs incurred as a
result of buying, selling, lending or borrowing of investments in the fund, based on the average
of the actual annual transaction costs for the period 01/01/2018 to 31/12/2021.
The impact of transactional costs and charges on fund values (£)
The ‘Before Charges’ column shows each fund value without any transaction costs, charges
or expenses being applied to the fund’s holdings.
The ‘After all charges’ column shows the fund’s holdings after transaction costs, charges and
expenses have been deducted.

Years
1
3
5
10
15
20
25
30
35
40
44

Variable Income
Lifecycle (Default)
Before
After all
Charges charges

ITPF Cash
Before
Charges

After
all
charges

ITPF Global
Equity
Before
After
Charges
all
charges

ITPF Index-Linked
Gilt
Before
After
Charges
all
charges

ITPF Diversified
Growth
Before
After
Charges
all
charges

28393

28202

27506

27415

28740

28648

27532

27446

28046

27759

39670

38980

36480

36166

40951

40603

36569

36272

38390

37366

51635

50281

45413

44823

54192

53484

45582

45022

49079

47098

84824

81036

67633

66137

92272

90118

68064

66638

77376

72015

123260

115806

89817

87135

138455

133881

90597

88031

108064

97859

167742

155203

112121

108002

194159

185894

113327

109373

141324

124742

219192

199926

134696

128913

261029

247442

136400

130830

177355

152786

278674

250768

157693

150036

340979

319995

159963

152566

216369

182117

347412

308630

181260

171535

436230

405234

184161

174739

258593

212870

416852

363047

205549

193571

549363

505081

209142

197505

304275

245189

457748

392553

225601

211693

654740

596942

229792

216251

343486

272274
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About this illustration
Your current age is 21 and retirement age is 65. This is based on the age of the youngest person
in the scheme.
Your current salary is £42,000 and will increase each year by 3.5%.
Future contributions paid will be 12% of your salary (£420 each month increasing by 3.5% each
year in line with assumed salary increases).
The existing fund value is £23,000 which based on the median value of the total holdings within
the scheme. We calculate this by listing the total holdings of each member in the scheme, from
the lowest to the highest value and selecting the value in the middle.
We've shown the default Investment Option (Variable Income Lifecycle) that the majority of
members invest in.
We've also shown the ITPF Cash and ITPF Global Equity funds to show the asset classes with
the lowest and highest assumed growth, and the ITPF Index-Linked Gilts and ITPF Diversified
Growth funds as the funds with the lowest and highest charges.
Investment growth
The value of your investments will grow at a rate appropriate to the funds you're invested in
and inflation will be 2.0% every year. This is an illustrative growth rate only. The investment
growth achieved may be more or less than this and may vary depending on the fund(s) you're
invested in.
The assumed growth rate used for each fund is shown above. This rate is based on our view of
potential long-term returns of the main asset classes (equities, property, corporate bonds,
government bonds and cash) and will vary depending on the fund(s). The growth rates for mixed
asset funds are derived from the asset class growth rates based on the investment objectives and
asset allocation of the funds.
If the growth rate we've used is:
- the same as the rate of inflation this reduces the growth rate, after making an allowance for
inflation, to 0%;
- less than the rate of inflation, this produces a negative growth rate after making an allowance
for inflation.
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Investment returns
Investment returns – the DC Section
The Occupational Pension Schemes (Administration, Investment, Charges and Governance)
Amendment) Regulations 2021 introduces new requirements for trustees of DC pension
schemes. From 1 October 2021, the Trustees are required to calculate and state the return on
investments from their default and self-select funds, net of transaction costs and charges.
Below are the annualised net investment returns to 31 March 2022 for all funds where no
lifestyling takes place.
Fund Name
ITPF Index Linked Gilt Fund
ITPF Annuity Protection Fund
ITPF Islamic Global Equity
ITPF UK Equity Fund
ITPF Global Equity Fund
ITPF Diversified Growth Fund
ITPF Overseas Equity Fund
ITPF Cash Fund
ITPF Sustainable Global Equity
Source: Aegon, Isio calculations

1 year (%)
4.5
-5.9
n/a
12.1
11.3
1.5
13.9
-0.3
n/a

5 years (% p.a)
2.9
1.0
n/a
4.3
9.8
3.7
11.5
0.0
n/a

Note: The ITPF Islamic Global Equity and the ITPF Sustainable Global Equity Fund do not
have 1 year and 5 year performance returns available as they are new funds.
Below are the annualised net investment returns to 31 March 2022 for all funds where
lifestyling takes place.
Variable Income Lifecycle - Default
Time period
Age of member at beginning of period (years)
25
45
55
Secured Income Lifecycle
Time period
Age of member at beginning of period (years)
25
45
55

1 year (%)
31/03/2021 –
31/03/2022

5 years (% p.a)
31/03/2017 –
31/03/2022

6.4
6.4
6.4

6.9
6.9
6.5

1 year (%)
31/03/2021 –
31/03/2022

5 years (% p.a)
31/03/2017 –
31/03/2022

6.4
6.4
6.4

6.9
6.9
5.6

Cash Lifecycle
Time period
Age of member at beginning of period (years)
25
45
55
Source: Aegon, Isio calculations

1 year (%)
31/03/2021 –
31/03/2022

5 years (% p.a)
31/03/2017 –
31/03/2022

6.4
6.4
6.4

6.9
6.9
5.9

Notes:
• Returns calculated as the annual geometric average
• Age-related returns for members in lifestyle strategies assume annual switching in the
glidepath

