Tesco PLC Pension Scheme.
Stewardship Report 2021.

Background
The Tesco PLC Pension Scheme (‘the Scheme’) is a defined benefit Scheme with over
340,000 members. It was closed to future service benefits in November 2015.
Tesco Pension Trustees Limited is the ‘Trustee’ of the Scheme and has appointed Tesco
Pension Investment Limited (‘TPI’) as the Principal Investment Manager of the Scheme. This
report is a joint submission from the Trustee and TPI setting out how we have applied the
twelve principles of the Stewardship Code for the reporting period 1 April 2020 to 31 March
2021, with the Trustee as asset owner and TPI as asset manager.
Since stewardship is an ongoing and evolving process, we have also referenced activity
since the end of the reporting period. This activity will be outlined in greater detail in our
next submission.
This report also incorporates the activities of TPI Fund Managers Limited (‘TPIFM’). TPIFM
is a subsidiary of TPI which manages a large proportion of the equity assets invested on
behalf of the Legal & General Worksave Mastertrust (RAS) (the ‘L&G Mastertrust’) for the
Tesco Retirement Savings Plan (the ‘TRSP’, the DC Scheme for Tesco’s UK colleagues).
TPIFM is responsible for the portfolio and risk management of these equity assets which
are managed in parallel with the equity assets of the Scheme managed by TPI.
Because the DB and DC equity assets are managed in parallel, the stewardship activities
undertaken by TPI in relation to the DB equity assets as described in this submission
necessarily also apply to the equity assets which TPIFM manages for the DC Scheme.

Tesco PLC Pension Scheme Stewardship Report 2021

2

Welcome to our
Stewardship report.
Ruston Smith (Chairman of the Trustee), Danny Firth (CEO of TPI) and Jenny Buck
(CIO of TPI) are delighted to each personally welcome you to our joint report.

Ruston Smith – Chairman of the Trustee
Ruston Smith
Chairman of the Trustee

The Trustee has decided to make a joint submission under the FRC’s Stewardship Code
with TPI, our principal investment manager, and TPIFM because of our shared belief in the
importance of stewardship, the way we manage the assets together and our responsibility
to deliver members’ benefits.
Stewardship activity is relevant to this because environmental, social and governance
factors have a direct impact on the risks and the returns achieved by our Scheme’s assets.
Stewardship is also a responsibility that provides important opportunities to influence the
entities in which we invest around environmental, social and governance factors – giving
us the ability to make a real difference. Like others, we have the influence to improve
practices and outcomes through action including slowing climate change, reducing
pollution, ensuring fair treatment of workers, monitoring appropriate executive pay and
supporting human rights. These are important areas that are better for our society and
our planet but should also lead to sustainable, improved long-term net risk-adjusted
investment returns for the Scheme.
Managing these risks and returns directly underpins the main aim of the Trustee which is
to make sure the right benefits are paid to the right people at the right time, in line with
members’ and beneficiaries’ entitlements.
Stewardship is therefore a key part of the Trustee’s integrated approach to creating the
value needed to meet its aim. But we also recognise that asset owners and managers play
a critical role in shaping the future world we will live in by holding management teams to
account. Our engagement with the companies in which we invest, in collaborating with
other investors to influence positive change and by joining national and global initiatives
supporting positive change, all contribute to this powerful and important global aim.
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We have also spent time understanding what matters most to our members, listening
to how they talk about their pensions and responsible investment, particularly climate
change, and we have continued to communicate with them in a way that is most likely to
encourage a two-way conversation – as part of effective engagement. In this longer-term
conversation with members, there is much more to do.

Stewardship Highlights

I am proud of the work that the Trustee does in respect of the responsible stewardship of
the Scheme’s assets but also recognise the need to collaborate further, learn from others
and continuously improve all that we do so we remain effective and focus on what matters
most. In this report, we will share with you the progress we have made on our stewardship
activities so far and our plans for the future, recognising that this is an evolving journey.
I have summarised below the highlights of what the Trustee has done during and since the
reporting period but acknowledge the opportunity to do much more in the future.

300,000* +
members

5 associations
with collaborative
initiatives

£20.3bn AUM
Stewardship Priorities:
Environment: climate impact,
sustainability, and contamination
Social: human rights, diversity, and
the local community
Governance: management structure,
employee relations and executive
compensation

98% of
resolutions
voted

77 AGMs

97% of votable
meetings
voted at

* there are over 300,000 members of each of the DB and DC Schemes
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Danny Firth – CEO of TPI
Our purpose at Tesco Pension Investment (TPI) is to invest the assets of Tesco PLC’s UK
pension schemes under our care so that pensions benefits can be paid as expected for the
members of the schemes.

Danny Firth
CEO of TPI

We recognise that the real testimony of stewardship is whether we have had a positive
impact as well as delivering financial returns. We want to make sure that the members of
the schemes retire into a greener and healthier world. Our vision of that future world is
one in which climate change has slowed and where human rights are widely respected,
because these factors are likely to impact directly on the risks run, and returns achieved,
by the portfolios we manage. We will continue to play our part in delivering these ambitions
by embedding robust principles of good stewardship in all our investment activities. These
stewardship principles should enable us to deliver on our core purpose and provide a
strong underpinning to our culture - a culture of authenticity, transparency, teamwork and
excellence.
At TPI we are both honoured and humbled to be entrusted to manage the retirement
investments of Tesco’s past, present and future workforce. Our role is not only to ensure
these pensions can be paid, but to invest the assets in the responsible way expected of
us. In all our investment activities, we are in a position to be able to act in accordance with
these expectations and to play our part in driving change at the companies in which we
invest.
The new Stewardship Code requires a significant commitment to drive long-term,
sustainable outcomes for society, beneficiaries, and the economy, and we work hard to
deliver on that commitment. We recognise and accept the responsibility that asset owners
and asset managers can play a critical role in shaping the future world we will all live in
by holding management teams to account. Our activities in engaging with the companies
in which we invest, in collaborating with other investors to effect positive change and in
joining national and global initiatives supporting positive change, all support this end.
In this report we will share with you the progress we have made towards creating a better
future, focusing on areas including climate change, treatment of workers, executive pay,
and pollution. As Jenny Buck, CIO of TPI, explains below, we work to support better
outcomes in these and many other respects and I am proud of the work that we do in the
responsible stewardship of the assets entrusted to our care.
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Jenny Buck – CIO of TPI
The world is constantly changing, and navigating these changes has always been a core skill
of investment managers. However, the pace of change and the focus on stewardship have
accelerated over the last few years: climate change, the widening poverty gap, the Covid-19
pandemic, and the global financial crisis are just a few of the recent catalysts. The need for
change in the way investments are analysed is exciting, but I am also acutely aware of the
challenge this brings. It requires each and every one of us to change the way in which we
think, as well as how we measure “success”.
Our investment principles:
Jenny Buck
CIO of TPI

l

We are long-term investors, with a multi-year time horizon.

l

We aim to generate high returns within the allocated risk budget.

l

Fundamental, proprietary research adds value.

l

l

Good environmental, social and governance (‘ESG’) practice is good
business and affects the value of assets.
Climate change is a systemic risk.

We believe these principles will not only deliver the results sought by our clients but are
also fundamental to the meaning of good stewardship: a long-term perspective, considering
risk and not just financial reward; deep analysis and research as well as ongoing monitoring
to ensure investments continue to do what is expected of them; and a commitment to
properly take into account the externalities of our actions, particularly with respect to
climate change and society.

Our investment process
We are active managers and aim to create portfolios that meet our clients’ stated
investment objectives within an agreed risk budget. We do this by integrating ESG factors
alongside the financial components of an investment.
Monitoring and reviewing investments and engaging with management teams are
fundamental parts of our stewardship process. As the world has changed, our approach to
engagement and influence has changed too. We influence both in our bilateral relationships
with companies and fund managers, and by collaborating with other investors. We believe
engaging and working together are the best ways to accelerate change and address some of
the world’s most challenging problems. Where companies fail to engage or support changes
that are necessary then we will actively consider divestment.
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How TPI’s approach has evolved
We look to continuously improve our governance and investment processes. In the last
12 months to 31 March 2021 we have:
l

l

l

l

l

Introduced a Responsible Investment Committee specifically to oversee
Responsible Investment.

Over the next few years, our focus will be on:
l

l

Updated our Responsible Investment Policy. We have put a greater emphasis on
accountability for the implementation of the policy, called out climate change as a
systemic risk that needs to be specifically considered, and strengthened the oversight
of the implementation of the policy by making it systematic.
Our Private Markets Team, who cover direct property, private equity, infrastructure,
private credit, and hedge funds reports annually on its Responsible Investment
Business Plan. As part of continuous improvement, the team has developed specific
due diligence processes that are specifically relevant to responsible investment in
private markets.
The Equities team has developed a detailed ESG framework, to complement its existing
research, to enable it to be more systematic in the way it assesses companies.
Joined and supported a number of initiatives, as part of our engage and influence
initiatives, including the Institutional Investor Group on Climate Change (‘IIGCC’) and
the PRI, through which we are supporters of Climate Action 100+. The Trustee is also
one of only four asset owners in relation to UK pension funds that are part of the UK
Centre for Greening Finance and Investment’s working group of investors. This is a
government-mandated national centre to systematically accelerate the integration of
climate and environmental risk data analytics into finance and investment.

l

l
l

Playing our part in mitigating climate change: we will measure, monitor, and manage
a reduction in emissions right across our asset base and, as part of that, assess
achievable milestones to get to net zero carbon emissions by 2050.
Continuing to enhance the integration of ESG into our investment process. The level
of integration differs across asset classes as does the level of data and reporting
transparency. A particular focus will be on credit and private markets. We will also
continue to develop the risk weighting that we apply to environmental, social and
governance factors, as well as the use of scenario testing, particularly as the pace of
change is increasing.
Collecting more data to support our Responsible Investment work and to enhance
our reporting.
Collaborating with other investors and integrating this into our engagement activities.
Continuing to focus on performance and doing the right thing, driven by our
collaborative team approach.

We know that there is more that we can do, and the work that we have done in submitting
this report has identified several areas that we can improve upon. We are committed
to continuing to enhance our stewardship activities. I look forward to reporting back on
progress in future stewardship reports.
My mission is to ensure that the Tesco PLC Pension Scheme and the Tesco Retirement
Savings Plan are better positioned to ensure pensions can be paid securely and for them to
contribute to securing a sustainable future for us all.
I hope you enjoy reading about our achievements for the year and our plans for the future.
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Stewardship highlights.
The Trustee has:
l

l

l

Continued to review and update its governance structure and policies through its
regulatory horizon scanning, risk reviews, broader training agenda, simulation events
and input from its advisers. This is in addition to the formal review of its governance
structure and policies which takes place annually. The outcome has been a better
informed Trustee board, continuous improvement and raised standards of governance.
Focused on its asset managers integrating stewardship and ESG into their investment
processes, on its behalf, for all asset classes and not just listed securities. In particular,
greater reporting and discussion on the use of engagement and voting - as an important
influence to encourage companies and others to promote stewardship. The Trustee
receives regular reporting from TPI and uses this to assess the outcomes of
voting activity.

l

l

l

l

l

Increased its focus on stewardship, especially on engagement and voting, through its
training programme on climate change and ESG in the early part of 2021/22, and by
putting in place:

l

o a Responsible Investment Committee to further increase its focus on ESG and
climate change.

l

o a Responsible Investment Policy that incorporates Stewardship and Climate Policies.
l

As the principal investment manager of the Trustee, TPI has:

Received training at most Trustee and Committee meetings, supplemented by an annual
training away day for the Trustee board and each of its Committees. Individual training
plans are also put in place for those that require further training in specific areas –
acknowledging the different levels of knowledge of individual Trustee Directors and the
different times when they are each appointed.

Introduced a Responsible Investment Committee specifically to oversee
responsible investment.
Updated its Responsible Investment Policy. This puts a greater emphasis on
accountability for the implementation of the policy, calls out climate change as a
systemic risk that needs to be specifically considered, and strengthens oversight of the
implementation of the policy by making it systematic.
Ensured that its Private Markets Team, which covers direct property, private equity,
infrastructure, private credit and hedge funds reports to TPI’s CIO on its Responsible
Investment Business Plan. As part of continuous improvement, the team has developed
ESG due diligence questions that are specifically relevant to private markets.
Ensured that the Equities team has developed a detailed ESG framework, to
complement its existing research, to enable it to be more systematic in the way it
assesses companies.
Joined and supported a number of initiatives, as part of its engage and influence
initiatives, including the PRI, through which TPI are supporters of Climate Action 100+.
The Trustee is also a member of the Institutional Investor Group on Climate Change
(IIGCC) and one of only four UK pension funds that are part of the UK Centre for
Greening Finance and Investment’s working group of investors. This is a governmentmandated national centre to systematically accelerate the integration of climate and
environmental risk data analytics into financial institutions.

Ensured its governance structure provides clear and robust oversight of TPI’s activities
including: its performance; its compliance with the Trustee’s requirements through
the Trustee’s policies and the terms of its investment management agreement; the
Statement of Investment Principles; and its exercising of key aspects of the Trustee’s
Stewardship responsibilities, including voting.
Communicated with Scheme members, in simple language, to update them on the
Trustee’s approach to responsible investment, particularly climate and our net zero
target, and how we believe the Scheme’s investment risks and outcomes can be
enhanced by engagement with the businesses in which we invest and other
external parties.
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Looking to the future:
The Trustee and TPI recognise that engagement and responsible investment are an evolving
theme and that initiatives started in the reporting period, and subsequently, will take time
to bear fruit. Further information on the impact of these initiatives will be provided in
subsequent submissions.
Over the next few years, the focus of the Trustee and TPI will be on:
l

l

l
l

l

l

Climate change: to measure, monitor and manage a reduction in emissions right across
our asset base and, as part of that, to assess achievable milestones to get to net zero
by 2050.
Continuing to enhance the integration of ESG into our investment process. The level
of integration differs across asset classes as does the level of data and reporting
transparency. A particular focus will be on credit and private markets. The Trustee and
TPI will also continue to develop the risk weighting that we apply to ESG factors, as well
as the use of scenario testing, particularly as the pace of change is increasing.
Data collection, and enhanced reporting.
Collaborating with other institutional investors and integrating this with our
engagement activities.
Continuing to focus on performance and doing the right thing, driven by our
collaborative team approach.
Doing more on diversity and inclusion, including setting clearer targets on what we
expect of investee companies and embedding conversations on diversity into our
engagement processes.
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1. Purpose and Governance.
1.1 Purpose – The Scheme, Trustee and TPI
The Scheme:
The purpose of the Scheme is to pay the right benefits to the right people at the right time
– in line with members’ and beneficiaries’ entitlements.
Scheme’s asset allocation and manager structure:
The Trustee’s investment strategy is to generate the returns required in the Scheme’s
funding plan in a risk-controlled way, by investing in a range of different types of assets.
The Scheme also protects against any changes that interest and inflation rates may have
on the funding position. The initial and long-term target allocations are set out in Principle
6 with a breakdown of the Scheme’s public equity assets split by geographical region. We
also provide full details on how the assets are managed across asset classes, TPI as internal
manager and external managers.

TPI:
As the Trustee’s principal investment manager, the purpose of TPI is to invest the Scheme
assets in line with its Investment Management Agreement with the Trustee, its Statement
of Investment Principles and relevant policies including the Responsible Investment Policy
and the requirements of relevant law and regulation.
This means investing responsibly and delivering returns at least in line with the Trustee’s
investment targets for TPI.
TPI has in place its own policies and investment beliefs which it ensures are consistent with
the Trustee’s requirements. It also has responsibility for ongoing monitoring and oversight
of external managers, to ensure they are best placed to manage assets on behalf of the
beneficiaries.

The Trustee:
Until the final pension payment has been made, the Trustee is responsible for running the
Scheme to achieve the purpose of the Scheme, including setting the Scheme’s investment
strategy and securing appropriate funding from the sponsor in compliance with the
relevant legal requirements.
A key Trustee investment duty is to achieve the best realistic long-term net risk-adjusted
investment return. The Trustee believes that climate change is a material financial risk
to the Scheme and, alongside other ESG considerations, is likely to influence the risk and
return of the Scheme’s investments over the long term.
The Trustee’s investment beliefs and related duties enable effective stewardship by
focusing the Trustee’s stewardship and being clear on its purpose.
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1.2 Strategy
The Trustee’s investment strategy is to generate the returns required to deliver the
Scheme’s funding plan in a risk-controlled way, by investing in a range of different types
of assets and protecting against any changes interest rates and inflation may have on
the Scheme’s funding position. The initial and long-term target allocations are set out
in Principle 6 with a geographical split both of the overall assets and the equity assets
overseen by the TPI Equity Team. We also provide full details on how the assets are
managed across asset classes, by TPI as internal manager and external managers.
In 2020 the Trustee negotiated a £2.5bn special contribution in addition to its normal
annual contribution and a significantly de-risked funding plan to reach low dependency by
2034. The objective to deliver the benefits that are due to members and their beneficiaries
over the long term is therefore also underpinned by the successful implementation of a
further aspect of the investment strategy, which is to gradually reduce investment risk over
time.
As part of this strategy, the Trustee has considered the importance of investing responsibly,
the management and mitigation of systemic risks (such as climate change) and its ability to
use its ownership of assets for good through its ability to engage, influence and vote.

Alignment of strategy to objectives and reward:
The annual and longer-term objectives that the Trustee sets for its principal investment
manager, TPI, align with the CEO and CIO’s objectives and reward structure.
The Trustee has representation on both the Board of TPI and its Remuneration Committee
to oversee the alignment of those objectives with reward and to monitor their delivery.
Monitoring of Strategy:
The Trustee and TPI’s strategy is monitored quarterly at each Trustee meeting and more
regularly, and in more scrutiny, by its committees:
l

Operational delivery: through the Operations and Audit Committee (‘OAC’).

l

Investment delivery: through the Investment and Risk Committee (‘IRC’).

l

Stewardship delivery: through the Responsible Investment Committee (‘RIC’).

This monitoring is supplemented through investment desk reviews by the Trustee’s advisers
and through general and specific audits through its internal and TPI’s external auditors –
including the outsourced internal auditor appointed by TPI for its own operations.

The strategy is documented very clearly and is also reflected in:
l
l

The long-term funding plan and the 2021 Actuarial Valuation.
The asset strategy for the next decade – clearly showing risk and return
expectations and changes in the long-term asset allocation.

l

The Statement of Investment Principles.

l

The investment management agreement with TPI.

l

Expectations of TPI over the next decade.

l

The 2020/21 and 2021/22 Annual Objectives and Dashboard for TPI.
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1.3 Culture and Conduct – The Trustee
and TPI

more detailed governance training session to address any specific queries and concerns
arising from the session. This year, the Trustee introduced an additional Trustee meeting
to the annual calendar to focus on governance matters and intend to continue to adopt
this approach going forward. The next Regular External Board Effectiveness Review is
due to begin in November 2021, with the results collated and assessed in early 2022.

The Trustee:
The Trustee board is made up of six Trustee Directors appointed by the sponsoring
employer and three Trustee Directors nominated by the members – nine in total. The
Trustee also has a representative on the board of TPI to ensure a robust governance
framework and alignment of the Trustee’s investment policies and approach.
The Trustee tries to ensure that its Board members are diverse, and their knowledge and
experience reflects the membership they represent.
Culture and conduct are very important to the Trustee in the proper running of the
Scheme. The Trustee has a collaborative, open and honest culture underpinned by
continuous improvement through a programme of ongoing training to increase knowledge
and understanding.
Whilst appropriately collaborative, the directors of the Trustee are encouraged to provide
constructive challenge in meetings and to the advice that they receive from professional
advisers – to make sure that they reach the best decisions which lead to the best
outcomes.
The Trustee challenges its board effectiveness in a number of ways:
l

l

l

Board Discussion: There is a standard agenda item at each Trustee and Committee
meeting to discuss the effectiveness of the meeting, its decision making, the information
it had to support the Trustee in those decisions, the value of the advice it received and
each Board member’s ability to have the opportunity to contribute to the meeting.
Annual 360 degree reviews: Each Trustee director has an annual review where they
can confidentially share their thoughts on the effectiveness of the board and the Chair,
the support by the internal team and all aspects of the running of the Scheme.

l

Informal Feedback: The Trustee regularly invites its advisers to provide their thoughts
on the performance of the board and the governance of the Scheme based on their
wider experience of the industry.

These approaches foster effective stewardship by enabling the Trustee Board to
continuously improve its ability to make the right decisions relating to the responsible
allocation, management and oversight of the Scheme’s resources.
In the investment context, the Trustee’s role is to further the best financial interests of
the Scheme beneficiaries. The Trustee assesses its effectiveness in delivering on this
duty through the processes it has in place to measure the Scheme’s investment risks and
returns, the advice it receives from its investment advisers, the mandate it gives to TPI and
the reporting it receives from TPI.
TPI
TPI is an FCA approved limited company that is wholly owned by the Trustee.
Whilst a separate entity, TPI is part of Tesco PLC in the UK, and therefore its culture and
the principles around conduct are the same as those of the Trustee but also reflect those
acknowledged as best practice by the FCA.
The culture and conduct of both the Trustee and TPI highly influence ‘how’ it delivers on its
objectives making sure that behaviours are appropriate and aligned in all that it does.
The annual objectives of senior management and the running of TPI’s business are informed
by the outcome of colleague surveys and TPI’s responsible investment objectives. TPI’s
reward structure also supports and incentivises employees to reflect its responsible
investment objectives.

Regular External Board Effectiveness Reviews: An external review of the effectiveness
of the board is held every three years by a third party. The third party reports back
to the Board and from the output of that session, the Board implements areas for
improvements. The last review in 2019 highlighted that the Trustee board scored higher
than average compared to other boards which had participated in the survey. However,
one area where some of the board were less familiar included Trustee governance
documents and the governance of the administration of the Scheme. This led to a
governance-focused meeting to refresh on the Scheme’s governance framework, and a
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1.4 Investment Beliefs and Values –
The Trustee and TPI
The Trustee and TPI have shared investment beliefs which evolve over time. As at the
submission date, these were agreed in principle in June 2021 and the Trustee and TPI are in
the process of integrating these shared investment beliefs into their investment processes
(note that whilst these investment beliefs reflect the position outside the reporting period,
they have not changed substantially since 31 March 2021):
l

l

l

l

l

Investment strategy: We believe that climate change is a material financial risk to the
Scheme and, alongside other ESG considerations, is likely to influence the risk and return
of the Scheme’s investments over the long term.
Investment process: Climate related and other ESG factors should be integrated, with
other risks and opportunities, in our managers’ investment processes and decisions.
Governance, decisions and delegation: We should develop policies on responsible
investment and climate change, in particular, that provide clear direction on our
expectations of the investment managers we use and to whom we delegate investment
management and stewardship.
Engagement and stewardship: We are a responsible investor and believe the Scheme’s
investment risks and outcomes can be enhanced by engagement with businesses in
which we invest, and with other external parties where appropriate.

l

l

Net zero target: We should set an appropriate target for the Scheme’s assets to reach
net zero greenhouse gas emissions, which may change over time, to manage the
investment risk of the Scheme. Since the end of the reporting period, the Trustee and
TPI have set a target of net zero carbon emissions by 2050. We are a long-term investor
in governments and companies across the world and there may be reasons for our
target, milestones and approach to achieving net zero not to align with those of
Tesco PLC.
Disinvestment policy: As responsible long-term investors, in addition to divesting for
financial performance reasons, disinvestment from an asset should be considered
where the company fails to engage with our long-term goals or where poor ESG
behaviours are not remedied after engagement.

The Trustee has policies on Stewardship and Climate, which TPI takes into account in its
investment processes.
The strategic decisions of the Trustee are assessed against these investment beliefs to
make sure that both parties and any external managers that are appointed by TPI on behalf
of the Trustee, are aligned to them.
As we explain above, these investment beliefs enable effective stewardship by focusing
the Trustee’s stewardship and being clear on its purpose. Having the investment beliefs,
strategy and culture outlined above supports the Trustee with investing to achieve the best
realistic long-term net risk-adjusted investment return, and so serve the best interests of
Scheme members and beneficiaries.

Voting practices: We should use our ability to vote to influence in areas that the Trustee
considers to be a material financial risk or opportunity to the Scheme. More detail on
our voting practices is included in our reporting on Principle 12.
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2. Governance, Resources
and Initiatives.
This section explains the accountabilities, governance structure, and the resources
allocated to it, that support the Trustee and TPI, as its principal investment manager, in
delivering effective stewardship on behalf of the Scheme and its members.

2.1 Accountabilities
The Trustee is ultimately responsible for the effective stewardship of the Scheme.
The Trustee’s approach to stewardship includes:
Active ownership including engaging with investee companies and exercising voting rights
and responsibilities, including:
l
l

l

Decision making that is consistent with the Trustee’s Responsible Investment Policy.
Collaboration with others and working collectively to advocate for policies that support
long term value creation where appropriate.
Providing greater transparency and focus to its stewardship by delegating
responsibilities to the Responsible Investment Committee (RIC) and, through them,
ultimately to its principal investment manager, TPI.
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2.2 Trustee – Governance Structure
Ownership Structure:
As noted above, the Trustee is a corporate trustee owned by Tesco PLC. TPI is the principal
investment manager of the Trustee and is wholly owned by the Trustee.
Governance structure:

The rationale for this governance structure is that it ensures the Trustee, as the ultimate
fiduciary in relation to the Scheme, sets the overall strategy and maintains oversight, while
delegating monitoring and oversight activity to specialist committees – including the RIC.
The specialist committees are better equipped to tackle the detail and report back to the
Trustee Board with recommendations for action. Integrating the investment capability of
TPI as an in-house FCA authorised subsidiary throughout its governance framework brings
more clarity and focus to decision making than the average large pension scheme.
Note: the Trustee Directors and committee members change from time to time; the
organogram below gives the names of Trustee Directors and committee members as at the
submission date.

The governance structure for the Trustee is described in the following organogram.

Tesco Pension Trustees Limited
Ruston Smith
Kevin Tindall

Gareth Tuft

Alison Cheung

MND

Liz Parsons

Head of Pensions
Operations

MND

Gareth Tuft

Investment and Risk Committee (IRC)

MND

Appointment of TPI as principle fund manager
Appoint auditor and advisers

Responsible Investment Committee (RIC)

Operations and Audit Committee (OAC)

John Stannard

Ruston Smith

Ruston Smith

John Stannard

Ruston Smith

John Stannard

Kevin Tindall

Mitesh Bagoban

Mitesh Bagoban

Lynda Heywood

Liz Parsons

Gareth Tuft

(Chair) IPT

Managing Director - UK
Convenience Store Formats

MND

Mitesh Bagoban

MND

Strategic decisions, including:
• Funding journey plan
• Investment strategy

Oversight of overall risk management

Matt Guest (Chair)

IPT (Capital Cranfield)

Liz Parsons

Commercial Finance Director

Governance and delegation to sub-committees

John Stannard

Director

Chief People Officer

Managing Director - UK
Convenience Store Formats

Discretions Committee

Steve Rigby

Natasha Adams

(Chair) IPT

IPT

MND

Making certain discretionary decisions.
Supported by the Benefits Oversight Team

Lynda Heywood

Valuation Sub-committee (VSC)

Integrated risk management, by monitoring:
• Funding journey plan
• Investment risk and return
• Covenant

(Company Rep Group Treasurer)

(Chair) IPT

MND

IPT

(Company Rep Group Treasurer)

Consider responsible investment objectives,
including climate change risks and opportunities
and make recommendations to the Trustee
Obtain advice and climate change scenario
analysis on the resilience of the Scheme’s
investment strategy

(Chair) IPT

IPT

MND

MND

Julie Parker

(Company Rep Group Risk Manager)

Review the Scheme’s annual accounts
and the audit report
Oversight and governance of operational
functions, including administration and TPI

Ruston Smith

John Stannard
IPT

Manage investment de-risking plan

Alison Cheung

Recommend climate change related
metrics and targets to the Trustee

Mitesh Bagoban

Consider investment advice and
agree recommendations

Monitor operations risks and review the processes
used to provide assurance/compliance

Provide TCFD reports to the IRC or Trustee

Governance of AVCs

(Chair) IPT

Commercial Finance
Director

MND

Assist with the actuarial and
agree recommendations
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Responsible Investment Committee (RIC)

John Stannard (IRC Chair)

The Trustee created the RIC in 2021 to ensure it has a dedicated governance body
responsible for the Trustee’s focus on all aspects of responsible investment, including
stewardship and engagement.

John is an experienced professional pension trustee with extensive experience in the
investment and pension field.

The RIC works closely with the Investment and Risk Committee (IRC) to enable the Trustee
to appropriately address their responsible investment and ESG duties. This includes those
relating to:

John spent most of his career at Russell Investments, retiring in 2015. At Russell, John
initially advised pension funds, and later implemented pension portfolios through multimanager and fiduciary management arrangements. John worked with defined benefit (DB)
and defined contribution (DC) funds, and was a trustee of Russell’s UK DC scheme.

l

Climate change duties in the Pension Schemes Act 2021.

l

RI policy.

l

Climate governance framework.

He has extensive experience on boards and committees, chairing the board for the
Russell/Mellon Analytical services joint-venture. He has been actively involved in industry
initiatives, chairing the Global Investment Performance Standards Committee and later the
Board of Governors of the CFA Institute.

l

Commitments and communications on ESG matters (such as Net Zero).

The CFA Institute awarded John the Daniel Forestall III Leadership Award.

l

Participation in industry groups addressing ESG matters.

l

Wider stewardship and engagement activities.

Investment and Risk Committee (IRC)
The IRC’s terms of reference require it to follow “guidelines, policies or instructions from
the Trustee including the Trustee’s policy on environmental (including exposure to climate
change risks), social and governance issues, and any voluntary guidance the Trustee has
signed up to, such as the Principles for Responsible Investment”.
IRC and RIC members
The IRC and RIC includes Trustee Directors and a Tesco representative, as follows:
Ruston Smith (Trustee and RIC Chair)
Ruston Smith is chair of the Tesco PLC Pension Scheme Trustee board, non-executive chair
of Tesco Pension Investment Limited, independent trustee director of BAE Systems Pension
Funds, non-executive chairman of Smart Pensions and non-executive chairman of the UK
and international business of JP Morgan Asset Management. He sits on the Engagement
Group for the Stewardship Council. He is the non-executive chair of the Board of the
Pensions Management Institute, a Corporate Adviser at Stamford Associates and sits on the
Bank of England and FCA steering group on Investment in Productive Finance.
Ruston won Pensions Personality of the Year at the UK Pensions Awards 2020. He was
praised for “working tirelessly to advance standards in pensions”, for his “strong belief in
doing the right thing” and as someone who “always goes the extra mile to secure the very
best outcomes for members”.

Mitesh Bagoban (member nominated director)
Mitesh was elected as a member-nominated director of the Trustee Board in 2018.
Mitesh is a Chartered Accountant and joined Tesco in October 2012 after a varied career in
Audit and Management Consultancy. During his time at Tesco he has worked across several
business areas.
Lynda Heywood (Group Treasurer)
Lynda is one of Tesco PLC’s top two women in finance and sits on the Finance
Leadership Team.
She is a FTSE 100 executive with 30 years’ experience of retail, real estate and insurance.
Lynda has a deep corporate finance, risk, transformation, capital markets, governance and
ESG skillset.
Kevin Tindall (Managing Director, UK Convenience Stores)
Kevin has been with the Tesco group for over 25 years, and was appointed as the managing
director of UK convenience store formats at Tesco in March 2019.
In this role, he is responsible for the development and deployment of our convenience
strategy across the UK. Prior to his current role, Kevin was appointed as Chief Operating
Officer for Tesco’s markets in Central Europe, South Korea and Slovakia as well as a number
of UK based roles and has been part of the Tesco team for over 25 years.
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Other Trustee Directors

Gareth Tuft (Lead Manager)

The other Trustee Directors and key committee members who are not on the RIC or IRC
are as follows:

The newest member of the Trustee Board, Gareth has been with the Tesco Group for over
20 years and is now a Lead Manager. Gareth joined Tesco in 2000 and since then he’s held
a variety of roles in large format stores. He’s currently a lead manager in the Liverpool area
after a three-year stint on nights.

Natasha Adams (Chief People Officer)
Natasha is an experienced HR professional with 20 years’ experience at Tesco, enjoying a
varied career with people at the heart of her roles.
Starting in a store, Natasha has worked across a number of People/HR roles, from regional
based generalist HR to functional leadership roles, always enjoying the pace and people
retail environments bring.
Her first directorship role was as Customer Service Director for the UK, enjoying
operations so much she went on to be an Operations Director for retail support.
Natasha has recently been promoted from People Director for UK & ROI to the Chief
People Officer for Tesco Group. A huge opportunity at an exciting time for Tesco and
the retail industry.
As a Fellow of the Chartered Institute of Personnel & Development, learning and having a
curious mind is important for Natasha, as well as staying connected through a number of
HR leaders’ networks and forums.
She leads Tesco’s inclusion and diversity initiatives and is helping to bring this thinking to
the Trustee’s inclusion and diversity agenda.
Steve Rigby (group property director)
Steve is on the board of Tesco Stores Ltd.
Before joining Tesco, Steve worked in Healey & Baker (now Cushman & Wakefield) as a
Partner. He joined Tesco as Asset and Estates Director UK in 1995. He moved to the role of
European Property Director in 2001 and returned to the UK as Property Director in 2006.
He was appointed the Chief Property Officer of Tesco China in May 2012 returning to the UK
two years later as Chief Property Officer with overall responsibility and accountability for
Tesco Property over both UK and International markets.

Alison Cheung (Finance Director UK and ROI at Tesco PLC)
Alison has been with the Tesco Group for over 14 years and was appointed as the finance
director for the UK and ROI business in July 2021.
Alison is an experienced Finance professional with over 20 years’ experience.
Starting her career at Accenture, she joined Tesco in 2003 and has enjoyed a number of
roles within the Finance function. Alison was promoted to Product Finance Director in 2018
where she provides effective finance leadership across the Product division.
Alison is a qualified Management Accountant and has a BA in History from the University of
Birmingham.
Liz Parsons
Liz joined Tesco in 1988 as a part-time customer assistant while still at school. She has
worked in many stores in South Wales, starting her full-time career as a training manager
subsequently becoming a Personnel Manager, and now works as a Customer Assistant at
Neath Abbey store. She joined the Trustee board in March 2015.
Julie Parker
Julie is the Group Risk Manager for the Tesco Group. She sits as a Company Representative
on the Trustee’s Operations and Audit Committee (OAC).
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Diversity

Other details

The Trustee is very aware that, given the size and complexity of the Scheme, it is
necessary to have sufficient collective and individual skills, experience, expertise and
cognitive diversity to meet the purpose of the Scheme. As part of its reviews into Board
effectiveness, the Trustee assesses whether there are any skills gaps on the Board, which
it seeks to address through regular training, development and the ongoing recruitment and
appointment process for Trustee Directors.

The Trustee also added a specific Stewardship Policy to its RI policy in June 2021.
The Trustee receives reports from TPI regularly on its engagement, voting record and
discussions with companies. Although the Trustee does not direct any of these votes, the
Trustee expects TPI to report any key votes and discussions in its reporting to the Trustee.

As can be seen from the paragraphs above, the Trustee board (and TPTL staff) have a good
mix of genders and age. As Tesco Group entities, the Trustee, TPI and TPIFM will all have the
benefit of the excellent inclusion and diversity programmes that Tesco provides. This is led
by Natasha Adams, who sits on the Trustee board.
None of the Trustee, TPI nor TPIFM yet have formal diversity statistics, as the number of
employees is small and confidentiality must be respected. This is something which the
parties are working on however to see what data can appropriately be collated
and reported.

TPI also engages with corporate debt issuers, direct property holdings and fund managers
appointed by TPI in order to seek alignment with the Trustee’s principles.
TPI reports to the IRC on a quarterly basis, and the RIC and the IRC liaise closely on RI and
stewardship matters. The IRC reports formally to the Trustee on a quarterly basis which
ensures that the Trustee maintains oversight of all responsible investment and stewardship
activity carried out for the Scheme, and so can determine whether changes in approach
are needed.

The Trustee has been working on improving its diversity and inclusion for several years,
but it is now in the implementation phase of this initiative by starting to implement
formal training, policies and action. It has started its further focused work on inclusion
and diversity, having just had a training session on this in October 2021 in advance of the
Pensions Regulator publishing its diversity and inclusion strategy later this year (or early
2022). We expect our report next year will contain much more information about the work
done by the Trustee, TPI and TPIFM in this area.
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2.3 Trustee - Resources and Initiatives
While the Trustee believes it has the right level of resource, support and expert advice to
deliver its stewardship responsibilities, there is always more to be done. Along with the
Trustee, TPI is on a journey to further increase its resources to support its stewardship
activities.
The resources that the Trustee has include:
l

l
l

l

l
l

l

l

An experienced in-house team with a wide range of qualified experts – where all
operations are done ‘in house’ including operations and admin.
An in-house investment manager – TPI.
Specific sub-committees – the IRC and RIC – which are focused on the Trustee’s
approach to RI, including stewardship.
Investment, actuarial, covenant, legal, governance, auditors and other external
advisers - please see our response to Principle 5 for an overview of how the Trustee
reviews, monitors and incentivises its service providers to support its investment and
stewardship activities.
A broad industry network to call upon where appropriate.
Formal associations of which the Trustee is a member – at the corporate, Scheme
and professional level – in particular, the Trustee is part of the Occupational Pensions
Stewardship Council, with the purpose of collaborating with other asset owners to
improve the quality and quantity of stewardship activity across the pensions industry
and to set and encourage best practice.

The Trustee’s in-house team includes people with real expertise and experience.
They include:
Laura Hay (Co-head of Group Pensions)
After 13 years in the corporate pensions team at PwC, Laura moved to Tesco pensions in
2016 and became the co-head of Group Pensions in 2020.
Amy de Baat (Co-head of Group Pensions)
After 9 years in pensions consultancy with Mercer, Amy moved to Tesco pensions in 2010
and became the co-head of Group Pensions in 2020.
Eve Keith (Pensions Manager)
Eve has over 22 years of experience working in the pensions industry, including working as
the pensions manager to the Unison pension scheme.
Matt Guest (Head of Pensions Operations)
Matt has over 15 years working in pensions administration, and was appointed to his
current role in December 2017.
Additional Resource
The Trustee also calls on external providers to offer support to supplement the resources
of the Trustee and the in-house team. In particular, the Trustee works closely with LCP as
its appointed investment adviser.

Good relationships with government bodies, regulators and others who
can be consulted for guidance.
A supportive sponsor which also has extensive resources that can be used.
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RI training
In addition, the Trustee has embarked on a programme of training on its RI responsibilities,
including stewardship. The training programme was planned from the start of 2021, and
formally started at the Trustee meeting on 31 March 2021 (when the RIC was set up) and
within the relevant reporting period. There have since been further training sessions for
the RIC on 21 April 2021 and 8 June 2021. The topics covered at these sessions include:
The Trustee’s ultimate legal obligations:
l

ESG and Climate risks and how this fits in with the above.

l

TCFD requirements and basics of climate scenario analysis.

l

PRI.

l

UK Stewardship Code.

l

Investment beliefs.

l

Discussing and agreeing Responsible Investment beliefs.

l

Agreeing the Trustee Responsible Investment policy.

The training on the Stewardship Code included what is stewardship, what is the
Stewardship Code and the reporting requirements to be met. It also covered how this is
aligned with the Trustee’s beliefs and demonstrates a clear public commitment to high
stewardship standards.
TPI seeks to ensure that its staff are incentivised to integrate stewardship into investment
management decisions, in a way that is aligned to the Trustee’s stewardship principles, and
the formal reporting by TPI of its stewardship and voting activities to the Trustee board.

In terms of overall delivery, TPI, as the Trustee’s principal investment manager, implements
the Trustee’s Stewardship policy. However, the Trustee expects all its investment managers
- whether selected directly by the Trustee or indirectly by TPI - to take account of the
Trustee’s Stewardship Policy. Where this is not the case, the Trustee, through TPI, will
engage with the manager and encourage them to improve its practices.
The Trustee aims to appoint managers (including where appointed by TPI) that have
appropriate skills and processes to meet the requirements of its Stewardship Policy.
To ensure that external managers meet the requirements of the Trustee’s Stewardship
Policy, TPI’s approach to the ongoing monitoring of fund managers differs across each of its
investment desks, as described below.
Equities
The Equities team performs quarterly due diligence meetings with each external portfolio
manager. This covers what they are investing in, whether there have been any compliance
breaches and a range of other investment, business and stewardship issues.
Under normal circumstances, a member of the Equity team conducts an annual on-site
visit to each fund manager headquarters. In the last year, the Equity team conducted this
review virtually. The meeting includes discussions of ESG risks with managers, as well as
discussions with compliance officers and dealing desks, and a focus on strategy with the
investment teams.
In addition to this activity, the TPI Risk and Performance team performs a monthly review of
the risk characteristics of both the internally managed equity portfolio and the portfolios
run by external managers.

Senior members of all the investment teams have ESG practices expressly built into their
stated incentives. For all the investment-focused team members within TPI, individual
objectives and discretionary remuneration programmes include a specific element related
to Responsible Investment.
In our reporting on Principles 7 and 8 we report further on how stewardship is built into
our objectives for our service providers and feeds into our engagement and stewardship of
investee entities.
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Private Markets
The Private Markets team engages with its fund managers on an ongoing basis, with the
frequency dictated by the materiality of the position. Indirect investments in Private
Markets are monitored through a review of manager reports, meetings and site visits,
where possible. A log of engagements with managers is also maintained, to support ongoing
conversations and inform any necessary escalation activity.
Within the Property portfolio, the Private Markets team sets specific portfolio level targets
relating to factors such as energy use and waste management. TPI works with external
property managers to achieve these. Progress against these targets, and the targets
themselves, are reviewed at least annually.
The Private Markets team is also in the process of performing an ESG audit on positions
that were taken out before it introduced its ESG questionnaire. Whilst old contracts cannot
be changed, TPI can engage with these managers on ESG issues and the results of this
engagement will drive future engagement and investment decisions.
The Private Markets team meets quarterly to discuss Responsible Investment themes.
These include points of interest from recent due diligence questionnaires or from the
manager or engagement log.
Fixed Income
TPI did not use any external fund managers in fixed income in 2020, but will be using
external managers in 2021. As part of the due diligence process, TPI will review their ESG
credentials and require external managers’ investment processes to be consistent with
its own philosophy. TPI will also require external managers to provide regular reporting on
Responsible Investment policies and, where appropriate, comments on external initiatives.
TPI is satisfied that its governance processes allow it to manage exposure to manager risk,
but TPI is always looking for ways to enhance its processes, using best practice from within
the firm and the wider industry. Looking ahead, as with TPI’s other investment teams, it
will monitor managers through a structured review of manager reports and meetings,
and through site visits, when possible. As with the Equity team, the team will perform
quarterly due diligence meetings with each external portfolio manager covering what they
are investing in, whether there have been any compliance breaches and a range of other
investment, business and stewardship issues.
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2.4 TPI – Governance Structure
The Governance Structure of TPI is shown below outlining an enhanced structure for
Boards and Committees - proposed in FY2020/21 and implemented in FY2021/22.

Boards and committees:
The TPI Board delegates certain activities to the Business Management Committee (BMC)
plus its associated sub-committees. Each investment desk has its own process for making
investment decisions and reports into the CIO.
In the first half of 2021, TPI set up an Investment Management Committee (IMC). Whilst
each desk will continue to make decisions, the IMC will be a platform for desks to share
best practice. The IMC will also review how TPI implements its investment strategy from an
integrated ESG perspective.
In addition, TPI have recently put in place its own new Responsible Investment Committee
that reports into both the IMC and also when required the BMC. The IMC will consider the
day-to-day investment process, whilst the BMC will be responsible for the ESG framework,
including the ESG policy and approach.

Board

Business Management
Committee

Investment Management
Committee

Responsible Investment
Committee

Investment Desks
Existing governance

Future governance

Existing reporting/information flow

Future reporting/information flow

Tesco PLC Pension Scheme Stewardship Report 2021

23

2.5 TPI - Resources and Initiatives
TPI has a highly qualified team of more than 80 colleagues including across:
l

Front office investment desks.

l

Operations functions.

l

Professional services.

With the Trustee’s increased focus on ESG and Climate, TPI has started to build a
Responsible Investment team to work with the firm right across all investment desks. This
provides a truly integrated model.
The key leadership team members are:
Chief Executive Officer – Danny Firth
Danny has over 30 years’ experience in Financial Services including Investment
Management, Banking, Pensions and Life Insurance businesses. He has had held numerous
senior operations and transformation roles in both Investment Managers, and Global
Banks providing outsourced operations servicing to major UK asset managers. Previous
roles include Director of Administration at Legg Mason Investors, Director of Investment
Operations at Threadneedle Asset Management, Managing Director responsible for UK
Investment Operations delivery to Threadneedle Asset Management and Aviva Investors
(amongst others) at JPMorgan Worldwide Securities Services, and Global Account Manager
for Aberdeen Asset Management at BNP Paribas.
Danny joined Tesco Pension Investment in December 2011 as COO and had responsibility
for the set-up and day-to-day running of all operational aspects of the business. Danny
became the CEO of TPI in April 2021. He is a qualified accountant and an Associate of the
Chartered Institute of Management Accountants. He is also involved in mentoring younger
people from disadvantaged backgrounds, through a Tesco PLC programme.

Chief Investment Officer – Jenny Buck
Jenny has 28 years of global investment experience across all asset classes, which
includes working for a private property company, a bank and an asset manager, as well
as a fund manager. She has also sought to contribute to the investment industry through
her involvement in the Association of Real Estate Funds, the Cambridge University Land
Society, the RICS Commercial Property Market Forum and Pension Fund Investment Forum.
She has also been a board member of the Notting Hill Genesis Housing Association.
Jenny joined TPI in 2011 as Head of Property. Over her tenure with TPI her role has widened
from Real Estate to all Private Markets and now CIO.
She is passionate about education and giving young people an opportunity. She is also
particularly interested in “practical” responsible investing and thinking about how the
investment management industry needs to rapidly evolve in order to embrace and navigate
the challenges of technology and climate change.
Head of Responsible Investment – Ian King
Ian joined TPI in 2012 as Head of Global Equities, and in 2020 his role was expanded to
include responsibility for Responsible Investment across all asset classes. Responsible
Investment is a key focus for the business and his responsibilities include strategy,
implementation, and education as well as building out a dedicated team. He currently
manages a team of four people in the Responsible Investment Team at TPI.
Prior to joining TPI, Ian was Head of International Equities at Legal & General Investment
Management, with overall responsibility for equity assets worth £3.5bn. In his 30 years of
investment experience, Ian has managed equity portfolios in all emerging and developed
regions of the world. Ian is a CFA Charterholder and sits on the Asset Owners Committee
of the CFA UK Society. He is also the Treasurer of Diabetes UK, the leading UK charity
supporting people with diabetes.
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Head of Private Markets - Nadir Maruf

Head of Asset Strategy - Dagmar Dvorak

Nadir joined TPI in September 2020 as Head of Private Markets, overseeing the Alternatives,
Income Generating Assets and Property portfolios. Prior to joining the business, Nadir
was CIO of Alternative Investments and Head of Infrastructure for Eastspring in Singapore,
which is the asset management division of Prudential in Asia-Pacific. Nadir was responsible
for the investment and delivery of a portfolio of indirect global investments across
various asset classes and was additionally responsible for the establishment of a direct
infrastructure programme.

Dagmar joined TPI in October 2013 as a Senior Fund Manager in the Fixed Income team,
tasked with setting up the Fixed Income process and bringing all previously externally
managed assets in-house. She is currently responsible for tactical asset allocation as well
as coordinating the thinking around the future strategy of the Schemes.

Prior to Eastspring, Nadir spent 10 years with Deutsche Asset Management (later DWS),
where he was Head of Alternatives for Asia-Pacific. Nadir’s direct investment experience
encompasses a diverse set of infrastructure and real estate sub-sectors including
renewable power, gas, water and waste distribution, airports, ports, transport and logistics,
office, retail and parking in various geographies around the world. Nadir has led a number
of acquisitions, driving change and improving standards of governance and stewardship
through ownership.
Head of Fixed Income - David Brickman
David joined TPI in December 2013 and has 28 years fixed income experience across
investment banking and asset management. As Head of Fixed Income at TPI, David also has
responsibility for Liability-Driven Investments and chairs the Best Execution Committee.
Prior to joining TPI he spent five years managing the Sterling credit bond portfolio as
co-Head of Credit at Aerion Fund Management and was Head of European Credit Strategy
at Lehman Brothers from 2004 to 2008. Before that, David worked as a global credit
strategist at BNP Paribas and held global market economist roles at PaineWebber, Yamaichi
and LTBC International.

She has 20 years investment experience. Prior to joining TPI, she spent six years at Baring
Asset Management where she was Head of Global Aggregate Portfolio Management. She
was responsible for global benchmark-related and absolute return mandates for a wide
range of institutional clients. Before that she held portfolio management positions at
Raiffeisenlandesbank Niederoesterreich-Wien, Deutsche Bank and Barclays.
Head of Equities – Owen Thomas
Owen joined TPI in August 2012 as Fund Manager on the Equity team. He became a Senior
Fund Manager in 2016 and during 2020 transitioned into his current role of leading the
Equity team, overseeing the Scheme’s internal equity portfolio as well as allocations to
third-party equity managers.
Owen previously spent four and a half years on the European Equities desk at Aviva
Investors, initially as analyst before taking on fund management responsibilities. Prior
to this, he was an analyst at Bhramavira Capital Partners, a hedge fund focusing on
event-driven and long/short equity strategies, having spent the first three years of his
career at PwC specialising in business valuations. Owen graduated from the University
of Nottingham with a BSc (First Class) in Mathematics and is a CFA Charterholder.
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Training

Senior stakeholder engagement

Training on ESG risks is provided to the Board of TPI via the Business Management
Committee (BMC), and the Responsible Investment team regularly conducts training on
specific issues. Informal training is also provided to front office staff through the Head of
Responsible Investment.

There are high levels of engagement around ESG and stewardship at the most senior levels
of TPI, with the CEO, CIO and heads of each investment desk, as appropriate, in attendance
at stewardship strategy meetings.

TPI recognises the importance of ongoing training and is committed to extending further its
suite of training on specific ESG issues.
Recruitment
The Responsible Investment team is being expanded to six people, including the Head of
Responsible Investment, a senior manager and a team of ESG analysts.
As part of its recruitment process for all front office roles, TPI performs an assessment of
people’s thinking around governance and stewardship. TPI considers this to be central to
good investment decision-making.
Additional resources
Where TPI does not have sufficient resources or expertise, TPI calls on external providers
to offer support. The following table demonstrates the breadth of expert guidance that TPI
obtains, in order to deliver long-term value:

Relationship with the Trustee
TPI and the Trustee have an investment management agreement (‘IMA’), which sets out
TPI’s mandate in terms of what it invests in and how. The IMA states that TPI needs to have
regard to the Trustee’s Responsible Investment policy and its Statement of Investment
Principles and that it must ensure that any appointed fund managers also have regard to
the Trustee’s Responsible Investment policy.
In instances where TPI invests in a pooled fund and as such has no authority to state
that consideration of the Trustee’s Responsible Investment policy must take place, due
diligence is performed to see if the fund is managed appropriately. This due diligence
process allows TPI to assess whether the fund’s ESG credentials meet its standards and
also looks at how much discretion the manager has to change the fund.
For listed equities, the Trustee receives reports from TPI regularly on its voting record
and discussions with senior management. The Trustee Board also receives a quarterly Key
Performance Indicator report. Since 1 April 2021, this has included a dedicated ESG section.
Relationship with the Board of TPI FM
Please see Principle 6 for a description of the relationship with the Board of TPI FM.

ESG data and analytics
Bloomberg

Sustainalytics

Audit and Advisory
Consultancy Services
BDO

EY

CDP

BREEAM
Investment
Consultants

Lane, Clark
and Peacock

Hymans
Robertson

GRESB
Proxy voting
analysis

Communicating with the Trustee
Please see Principle 6 for a description of how TPI engages with the Trustee.

ISS

Under consideration
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3. Conflicts of Interest.
This section sets out the approach that is taken to identifying and managing conflicts of
interests and, where they have existed, examples of actual or perceived conflicts.

3.1 The Trustee – conflicts policy
The Trustee has a conflicts policy, controls and processes in place to effectively manage
actual and perceived conflicts of interest.
The Trustee applies its policy to ensure that any conflicts of interest do not compromise (or
appear to compromise) the Scheme’s purpose, which is to pay the right benefit to the right
person at the right time. This helps ensure that the allocation, management and oversight
of the Scheme’s resources support its objectives.
In summary the conflicts policy sets out the following:
l

l

l

l
l

Examples of the types of conflicts the Trustee could face, both financial and
non-financial.
How conflicts can be identified (e.g. through a register of interests which is updated
regularly, having a standing agenda item at the start of Trustee meetings where conflicts
should be declared, getting legal advice where appropriate, and ensuring the Trustee
Directors have training on conflicts of interest).
How Trustee Director conflicts can be managed, recognising that there is no
“one-size-fits-all” approach, but offering a flowchart that gives guidance.
How to deal with confidential information.
What the process is for recording hospitality and gifts – requiring all Trustee Directors to
comply with all applicable bribery prevention laws and also be familiar with, and comply
with, the Trustee’s separate anti-bribery and corruption policy.

l

What the non-conflicted Trustee Directors should consider where there is a conflict.

l

How compliance with the policy is monitored (see below).

l

How the policy is reviewed (see below).

Monitoring compliance and reviewing the conflicts policy
The Trustee requires Trustee Directors to complete (and update as needed) a register of
interests that may lead to conflicts, identify any perceived, potential or actual conflicts of
interest, report any potential or actual conflicts at the outset of any meeting, ensure any
potential or actual conflicts are addressed in line with the policy, report any breaches to
the Trustee secretary, and record in Trustee minutes any actions taken to resolve actual or
potential breaches.
The Trustee reviews its conflicts policy at least once a year and updates it following any
changes to the Trustee, its advisers, or the secretary. By regularly reviewing and updating
its policy in this way, the Trustee ensures that it, its advisers and its secretary, are regularly
reminded of their conflict management duties and prompted to continuously improve their
conflict management. No changes were made during the reporting period as a result of this
review.
In addition to a Conflicts of Interest Policy, the Trustee has put a number of controls and
processes in place to identify and manage conflicts which include:
l

l
l

l
l

l

l

The raising of conflicts by Trustee Directors or any attendees of meetings, including
advisers, at the start of every Trustee and Committee meeting.
Annual disclosure of directors’ interests.
Conflicts log that records interests and conflicts – in addition to the minuting of
conflicts and their management where they exist in meetings.
Hospitality and gifts register.
Consideration of conflicts ahead of the appointment of Trustee Directors, advisers
and agents.
Legal advice on the identification and management of conflicts (Trustee meetings are
attended by legal advisers who help the Trustee to identify potential conflicts).
Training on conflicts.
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The Trustee Directors are required to assess and take appropriate actions to manage
conflicts of interest.

3.1.1 Examples of Conflicts

This will be achieved by the Trustee Director:

In the last 12 months there has been one example of a conflict of interest. The Chair of the
Trustee was also the Chair of a company to whom a transfer was being considered to a
Master Trust which was owned by that company.

l

l

Considering (with legal advice) ways to manage conflicts of interest and putting in place
a conflict management strategy; and
Recording in the minutes of the Trustee’s meetings the way(s) in which the conflicts of
interest have been or will be managed.

There is no “one-size-fits-all” approach to managing conflicts of interest. Trustee Directors
should consider how best to manage each conflict of interest separately.
l

In some cases it may be enough to simply declare the nature of the conflict of interest.
An example might be: a matter relating to scheme benefits for some or all members,
where the Trustee Director may have an interest in the decision being made.

In other cases, it may be appropriate to leave the meeting altogether.
For example:
l
l

Legal advice was provided and it was agreed that the Chair should not participate at all in
any of the discussions around the proposal or decision. The Chair therefore stepped out of
the meeting for the relevant item.
The policy that applied, the advice that was given and the approach that was taken was
clearly minuted as a record of the process in action.

3.1.2 The Trustee’s relationship with TPI
In relation to Principle 3, it is relevant to note:
l

If the matter relates to their own benefits, and not to those of other members; or
(Depending on the facts) if the matter will involve negotiations with the Company and
they are already directly involved in the matter on behalf of the Company.

If there is any doubt about how to manage a conflict, the Trustee will get legal advice.
Ultimately, if the conflict is sufficiently serious that it cannot be managed, the Trustee
Director may need to step down from their role as Trustee Director. If this is something that
may be needed, the Trustee will get legal advice.

l

l
l

l

l

While TPI is a Tesco Group affiliate, it is an asset of the Scheme, set up (and funded) by
the Trustee to deliver services to the Trustee.
Given that TPI is the Trustee’s asset manager, it is good practice to have consistent and
uniform decision-making processes in the Trustee and TPI’s governance framework this is achieved by Ruston Smith sitting as the chair of both TPI and the Trustee.
Ruston Smith is also the chair of the DC Governance Committee on behalf of the TRSP.
The information in Principles 1 and 2 on how the investment beliefs of the Trustee
and TPI are aligned and TPI is required to invest in line with the Trustee’s Responsible
Investment, Stewardship and Climate Change policies.
Although TPI is a separate corporate entity with its own policies and plans, as an asset of
the Scheme, it exists to deliver to the Trustee and so is aligned with what the Trustee is
trying to do on Stewardship and ESG; and
TPI and the Trustee have thorough conflicts policies and processes in place, as
summarised in this submission, and take legal advice if conflicts issues arise.
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3.2 TPI – conflicts policy
TPI maintains a conflicts of interest policy which aims to identify potential conflicts and
establish controls to mitigate the risk of conflicts that could pose a material risk of damage
to the interests of clients.
Key elements of TPI’s conflicts policy include:
l

l

l

l

Contracts of employment prevent colleagues from accepting roles and directorships
with companies outside TPI, unless prior approval has been received from the TPI and
TPIFM Boards.
Internal controls and personal account dealing arrangements restrict employees from
dealing in securities held or proposed to be held by TPI, without prior approval from
investment teams.
New joiners are required to declare any Own Business Interests (OBI) on joining TPI,
which allows TPI to identify whether any potential conflicts of interest exist. Colleagues
are also requested on an annual basis to complete a declaration to confirm that they
have no new or changes to existing OBIs to disclose.
TPI prevents conflicts arising regarding the selection of suppliers by refusing to accept
fees, commissions and non-monetary benefits which do not directly enhance the
service offered. Any personal relationships are disregarded in the selection of service
providers and third-party suppliers to prevent inappropriate selection.

Stewardship Conflicts
The key conflict that could arise with regards to stewardship is if Tesco were to be flagged
as an engagement target. Regulatory requirements limit the extent to which TPI can invest
in Tesco assets to a maximum of 5% of the total portfolio. In practice, much less than 5%
of the total portfolio is invested in Tesco assets, and those investments are not in the listed
securities of Tesco as sponsor (but mostly in its property assets). To mitigate the conflict
further, it is TPI’s policy not to hold any known direct investments in Tesco. There may,
however, be some residual exposure through investment in tracker funds.
Insider Information
When engaging with companies on ESG issues, TPI may become aware of sensitive
information that makes them an insider. The firm maintains a Market Abuse policy to
minimise the risk of it or its colleagues entering into transactions or undertaking activities
that constitute market abuse. This policy states that in the event a colleague does come
into possession of inside information or not yet published information, they must report
this fact immediately to the Compliance and Risk Officer who will add the security to the
Restricted List.
Furthermore, TPI’s internal rules prevent colleagues in possession of price sensitive
information from taking advantage of that information by dealing in the respective security
or arranging for someone else to do so on their behalf.

Furthermore, TPI prevents conflicts arising by ensuring that no one individual can exercise
inappropriate influence over a particular process.
Where TPI is not reasonably confident that it is able to manage a particular conflict to
adequately protect the interest of its clients, the Compliance and Risk Officer reports to
the TPI BMC and clearly discloses this to its clients. This disclosure is given in writing and
provides a specific description of the conflict of interest and the risks that may arise as a
result of it.
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4. Promoting well functioning markets.
This section sets out the approach that is taken to identifying and managing conflicts of
interests and, where they have existed, examples of actual or perceived conflicts.

4.1 The Trustee: Promoting Well
Functioning Markets
A long-term strategic asset allocation is developed or is robustly reviewed at a minimum
as part of each actuarial valuation which is carried out at least every three years. The
purpose of this review is to develop a long-term investment strategy that has a level of
diversification that, through external investment analysis, has the future expected returns
to deliver the funding plan at a level of risk that is acceptable to both the Trustee and
Sponsoring Employer.
The asset strategy diversification is aimed at avoiding concentration risks and reducing
exposure to any systemic risk in the market. The risk and return characteristics of this
strategy are assessed and monitored through the use of some key metrics, which form
part of the Trustee’s own monitoring framework, including a detailed integrated monitoring
dashboard that considers the Scheme’s key risks and progress of the Scheme’s de-risking
plan. As part of the strategy, Climate Change Scenario Analysis will be integrated within
future valuations, and we look forward to reporting on this in future submissions.
By identifying, assessing and responding to market-wide and systemic risks applicable
to the Scheme, the Trustee promotes well-functioning markets and a well-functioning
financial system.
The Trustee’s high-level requirements around long-term risk and return characteristics are
included in their Statement of Investment Principles.
The following extracts from the Statement of Investment Principles state:
“When deciding how to invest the money, the Trustee needs to balance how much risk is
acceptable, Company affordability, and what investment returns are needed”.

“The Trustee considers, amongst other things:
l

The ability of Tesco PLC to fund the Scheme and how this may change in future.

l

The length of time until benefits have to be paid.

l

Expected returns and risk of a wide range of possible investments.

l

l

A range of possible outcomes, including the probability and impact of the funding
position worsening; and
Advice from the Scheme Actuary and other advisers. These considerations drive the
investment strategy, i.e. the combination of assets in which the Trustee invests.”

A link to the full Statement of Investment Principles can be found here:
https://pensionwebsite.co.uk/statement-of-investment-principles-gsi
As set out in its investment beliefs, the Trustee considers climate risk and the ability
of Tesco PLC to fund the Scheme as key systemic risks to the Scheme and it considers
changes in interest rates and inflation as key market-wide risks. The assessment and
on-going monitoring of these risks (amongst others across the wider market and economy)
drives the Trustee’s investment objectives and overall investment strategy to generate
the returns required in the Scheme’s funding plan in a risk-controlled way, by investing in a
range of different types of assets.
The Investment Management Agreement with the Trustee’s Principal Investment Manager,
TPI, also sets out further risk controls at the asset class and portfolio level. These include
restrictions on minimum/maximum deviation permitted from the target asset allocation,
as well as limits on currency hedging, collateral, and employer-related investments.
The Trustee also considers the identification and management of market-wide and
systemic risks through review of regular reporting and topical updates received from
the Scheme’s advisers, as well as TPI. This covers developments such as Brexit and its
implications for investment markets, RPI reform, and the impacts of Covid-19.
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Regular Trustee training sessions include market-wide topics, such as RPI reform, systemic
risks, such as climate change and broader ESG considerations such as diversity and
inclusion. Annual Trustee and IRC away days also include a diverse range of presenters
covering blue sky thinking or topical pieces and interactive sessions for the Trustee to
debate and identify key responses and takeaways. In these away days, contingency and
scenario planning exercises are also carried out to stress test the portfolio and identify
any new and developing risks. To the extent the Trustee identifies any new or developing
risks, it assesses their materiality to the Scheme with the support of its advisers, taking
into account the Trustee’s long-term risk and return characteristics (set out above). The
Trustee documents any new or evolving risks in its risk register, which is reviewed on a
quarterly basis (see more detail below). The Trustee also considers ‘movement in risk’ at
each trustee meeting, depending on changes to events on the Trustee’s risk register.

In addition to the actions discussed above, the Trustee evidences and robustly identifies,
reviews and manages, risks - including potential market-wide and systemic risks - through
the following:
l

l

Ensuring, monitoring, and considering the outcome of, clear investment reporting
around the key elements of the Statement of Investment Principles, the Investment
Management Agreement and the Trustee’s policies including Responsible Investment
and the newly developed policies, in 2021, that relate to Climate and Stewardship.
The Trustee’s governance infrastructure such as:
o At least an annual review of the key risk categories, sub risks, controls, gross and net
risks positions through the risk register processes carried out by the Trustee Board
but also each of its Committees which each have their own risk registers.

The Trustee also considers these risks through its approach to responsible investment –
when it specifically considers ESG expectations of the holdings in its portfolio which, more
recently, has included a heavy focus on climate risks and the associated systemic risks
within it.

o A risk relating to any item at Trustee and Committee meetings being captured and
the risk register reference being included against the actual item on the agenda for
that meeting.

Examples of systemic risk relating to climate include investment in legacy or stranded
assets where sectors and entities do not transform to a lower carbon standard as
expected by domestic and global standards. Equally, through transformations, there
are risks that enablers themselves could pose different risks such as the use of lithium
batteries which, at present, are understood not able to be re-cycled like existing batteries
and therefore will create risks through the excessive use of landfill. Property is another
example where buildings need to keep pace with regulatory expectations around safety
and clean energy with development and valuation consequences if they fail to do so.

o Importantly, a discussion at the end of each meeting, as a standard agenda item, on
any changes in gross risks, controls or control improvements, monitoring and the net
risk position. This approach brings ‘risk to life’ as a fully integrated part of all Trustee
related discussions and therefore influences decision making leading to better
outcomes.

o A description of the risk being captured on the covering sheet that is used for every
agenda item in the meeting pack.

Particularly through the lens of climate risk, it is recognised that systemic risks could
emerge across any specific asset class or sector. This means that the Trustee focuses
heavily on its governance policies, processes and controls to help it identify and manage
systemic risks – always considering its ultimate fiduciary obligation to deliver the
returns needed so it can pay the right benefits to the right person at the right time.
The Trustee has undertaken specific actions with the aim of understanding and addressing
climate-related risks. This included a detailed climate scenario analysis at the June 2021
Trustee away day to consider the potential impacts on the Scheme – looking at asset,
liability and covenant risks. The Trustee has set a target of achieving Net Zero emissions
by 2050, or sooner, to help reduce the systemic risk to the Scheme associated with
climate change.
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Through these measures, the Trustee promotes well-functioning markets by mitigating risk
(both market, systemic and other risks).
The focus on potential systemic risks has been a material influence on the review of the
Responsible Investment Policy and the Climate and Stewardship policies developed in 2021
as well as changes in the structure of agendas for the RIC, IRC, OAC and the Trustee Board.
The focus on the identification and management of potential systemic risks has also led to
further improvements in the governance, process and controls of the Trustee’s Principal
Investment Manager, TPI.
The Trustee’s approach to Stewardship plays an incredibly important role in the
identification and management of potential systemic risks through the engagement with
companies and, to a lesser extent, the voting on resolutions at AGMs. Engagement with
companies and their board of directors provides a greater level of transparency and
understanding of a company’s activities as well as the broader environment in which
they operate. This provides a greater indication of potential risks, including systemic
risks, at both the entity and sector level. Through this identification, choices can then be
considered to remove or diversify actual or potential risks.

The Trustee maintains a risk register, which covers a range of risks including those related
to market-risk. This risk register is monitored and assessed on a quarterly basis by the
Trustee. Where there is a change in risk factor identified on the risk register, the Trustee is
quick to step in and act. For example, the set-up of the RIC resulted from the identification
of growing risks in relation to Responsible Investment, that needed to be addressed by a
specialist and focused committee. The OAC, the IRC and the RIC all also have risk registers
which are regularly monitored and assessed.
Another example of identifying and responding to market-wide and systemic risks can
be seen in 2020 during the early stages of the Covid-19 crisis. Being a very large Scheme,
the Trustee is aware of the impact of material trading of the Scheme’s assets can have
on markets. During the extreme volatile markets in early 2020, the Trustee reviewed
the investment management agreement with TPI, to temporarily suspend the quarterly
benchmark rebalancing. The Trustee made this change, based on advice, to avoid the need
to be a forced seller or buyer of assets, which itself could have exacerbated
market volatility.

As part of the Trustee’s wider role in collaborating with industry, it also works
collaboratively with a range of stakeholders to promote continued improvement of
the functioning of financial markets. In 2018 the Trustee became a TCFD supporter,
demonstrating that it is taking action to build a more resilient financial system through
climate-related disclosure. The Trustee actively contributes to industry consultations, such
as the government’s climate consultation undertaken in 2020, with the aim of improving
the outcome and functioning of markets. The Trustee is also part of the Occupational
Pensions Stewardship Council, with the purpose of collaborating with other asset owners
to improve the quality and quantity of stewardship activity across the pensions industry
and to set and encourage best practice.
In relation to ongoing assessment of the effectiveness of risk controls, the Trustee regularly
and actively reflects on the effectiveness of its governance framework to monitor and
manage risks, including market-wide and systemic risks.
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4.2 TPI: Promoting Well Functioning Markets
4.2.1 Responding to market-wide
and systemic risks
TPI recognises the importance of identifying, mitigating and managing exposure to marketwide and systemic risks. TPI continually monitor risk positions to ensure they remain at a
suitable level for the Scheme. For example, to understand how Covid-19 might impact their
business going forward, TPI’s Best Execution Committee reviewed their counterparties
and their response to Covid-19 to confirm that they were not exposed to any additional
incremental counterparty risk.
TPI regularly report to the Trustee on the Scheme’s investments and asset allocation
exposures and ensure they remain within the agreed tolerance ranges. TPI also regularly
monitor the Scheme’s external fund managers to ensure they are managing the assets in
line with their mandates and assess how they are responding to market-wide and
systemic risks. TPI will adapt and evolve the portfolio in response to their monitoring
where possible.
The responsibility for assessing the effectiveness of TPI to identify and manage market
risks and promote well-functioning markets sits with the board of TPI, as part of its risk
management culture, and is overseen by the TPI CEO, Danny Firth, working with the
investment professionals across a wide range of public and private markets asset classes.
Close collaboration enables the whole team to have an informed big-picture view.
Additionally, TPI’s Strategy Team monitors and manages scheme-wide risk in line with the
Investment Management Agreement’s parameters. Macro events and systemic risks are
regularly considered by the team as part of their investment process.
An example of this working in practice was in 2020 when the team were able to navigate the
Covid-19 pandemic successfully by working together, responding to unprecedented events
with appropriate and timely decisions to maintain scheme liquidity and manage scheme
assets profitably. This approach helped TPI’s public markets teams, in early 2020, to be able
to selectively acquire equities and corporate bonds with attractive valuations as a result of
pandemic induced volatility.

TPI have also taken steps to better understand the exposure of the portfolios they
manage to climate change risks and opportunities, and how this might evolve as the world
transitions to a low carbon economy.
ESG risks are market-wide and systemic. For that reason, TPI firmly believe that
collaboration is needed to effect change. TPI recognise climate change as a key driver
of financially material risks over the long term, as well as being an area of particular
importance to their beneficiaries. However, given that other ESG factors also pose the
potential to introduce risk in their investments, they currently consider a full spectrum of
ESG risks when undertaking fundamental research and when engaging with firms.
Looking ahead, TPI aims to continue to assess all ESG themes when thinking about the risk
in their portfolios. They will identify a clear set of targets focused on the key priorities that
they feel are most material both at a portfolio and a systemic level and where they can
focus their stewardship activity.
As part of their responsible approach to investment, TPI engage with the companies and
other entities in which the Scheme invests on a number of matters. The engagement
activities are a collaborative effort between the TPI Responsible Investment team and
the relevant investment teams, and supports effective risk assessment. In both listed
equity and (since March 2021) corporate debt, TPI is participating in relevant collaborative
opportunities to engage with companies, particularly on priority issues such as
climate change.

4.2.2 Working collaboratively with other
stakeholders
Under Principle 10 we discuss in more detail how both the Trustee and TPI work
collaboratively with other stakeholders. Our participation in collaborative initiatives
have resulted in some positive outcomes for both TPI and the Trustee but it is an
evolving process and the Trustee’s aim is that positive collaboration with other industry
stakeholders becomes an area of increasing focus that will help to further strengthen and
develop the Trustee’s stewardship and investment governance processes.
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5. Review and Assurance.
The Trustee recognises the importance of having effective and up to date policies, controls
and reporting as part of its strong approach to governance. This enables the Trustee to
have assurance around the effectiveness of the processes and controls that are in place
and to robustly identify and manage risk effectively. Independent challenge from advisers
and third parties such as internal and external auditors is also encouraged to help the
Trustee continuously improve its policies, processes and controls, and to ensure that its
reporting is fair, balanced and understandable.

The Operations and Audit Committee (OAC) also monitors TPI’s compliance with its own
policies, which reflect the Trustee’s policies and approach to investment and stewardship
activities. This is further enhanced by the OAC’s consideration of internal and external
audit reports on audits performed on TPI. This includes a rolling three-year internal audit
plan with BDO that is agreed by the TPI Board, and a gap analysis of stewardship activities
undertaken by EY (more detail on these is given in the case study at the bottom of
paragraph 5.2).

The Trustee has a Governance Policy that reflects all key aspects of the running of the
Scheme and the policies that underpin this, which includes the operation of its sub
committees. As part of a governance process which spanned the reporting year and
beyond, the Trustee updated its Responsible Investment Policy, to add a specific policy on
Stewardship. This was reviewed and amended by the Responsible Investment Committee
(RIC) and the full Trustee board, with input from TPI and the Trustee’s advisers.

The Trustee requires each committee to whom it delegates certain duties (e.g. delegation
of duties on stewardship to the RIC and the IRC) to regularly review its own terms of
reference and recommend any changes for the Trustee to consider and approve.

All policies and controls, including those that relate to the Scheme’s policies on
Responsible Investment and Stewardship are reviewed at least annually and more
frequently where changes are made.
Controls are reviewed annually as part of the Trustee’s Control Assurance Framework
which applies to all controls referred to in the risk registers of the Trustee and each of
its sub-committees. The review considers the suitability, physical operation and the
effectiveness of each control.
l

Relevant changes to the Scheme.

l

On new guidance or regulation being issued.

l

l

Identification and recommendations of ways to introduce further continuous
improvement in the management and operation of the Scheme.
Through suggested changes from a review of risks that relate to agenda items
at every Trustee and Committee meeting.

The Trustee also, at least once a year, rigorously reviews its governance structure with
support from its external advisers and reference to both internal and external audits.
The rationale for the Trustee’s approach to stewardship is based on the idea that – as
the ultimate fiduciary in relation to the Scheme – it should set the overall parameters,
direction and oversight for any stewardship activity for which it is responsible. Meanwhile,
day-to-day activity and monitoring is delegated to the Trustee’s committees and service
providers (including TPI) who are better equipped to check that stewardship activity is
going on as planned and in accordance with the Trustee’s investment policies, challenge
where appropriate and report back to the Trustee.
As part of its adherence to the UK Stewardship Code 2020 principles, the Trustee engages
its external advisers and robustly monitors its (and TPI’s) stewardship activities (as
described in this submission) to help ensure that its stewardship reporting is fair, balanced
and understandable. This is the Trustee’s first year of reporting against the Code so this
process is still evolving and will be built on in future years. This year’s submission has been
a joint effort between the Trustee, the Trustee support team at Tesco, TPI and the Trustee’s
independent advisers. In particular, the Trustee’s independent advisers reviewed the drafts
of the submission in some detail, adding and refining the material to ensure that all relevant
matters are covered with no obvious gaps, and that the ultimate reporting is fair, balanced
and understandable.
TPI, as a standalone legal entity, also monitors, reviews and manages its processes, controls
and compliance with policies through the regular reporting and the annual review of its
control assurance framework. More information about the governance approach adopted
by TPI is provided in the section below.
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5.1.1 Change in Action
The further enhanced focus and activity on stewardship, as part of the Scheme’s role
around responsible investment and climate, has resulted in an additional committee being
introduced for the Trustee (and also TPI), the ‘Responsible Investment Committee’, in the
early part of the 2021/22 financial year.
The frequency and nature of reporting to the sub-committees and the Trustee on
stewardship has also been enhanced and it’s expected that continuous improvement
of all aspects of stewardship will continue as the Trustee draws on learnings from the
UK, particularly through the Occupational Pensions Stewardship Council, and from
international best practice.

5.2 TPI - Review and Assurance
A robust framework of internal and external review and assurance is necessary to
ensure quality and the continued improvement of TPI processes. The rationale for TPI’s
approach to stewardship reflects that of the Trustee, and is designed to ensure that
there is consistency with the Trustee’s ultimate objectives. TPI has undertaken a number
of activities in the past year to support the development of their ESG and stewardship
framework and to provide them with relevant insights to accelerate that activity, as they
make stewardship a strategic priority for the coming year.
1. Lane Clark & Peacock (‘LCP’) are advisers to the Trustee and have considered TPI’s
responsible investment policy to make sure it’s aligned to the Trustee’s Statement of
Investment Principles and Responsible Investment policy. TPI’s Responsible Investment
policy is also internally reviewed every year and following any material changes to
relevant legislation.

Case study: Internal Audit findings
In 2020, an internal audit of the Fixed Income and Strategy desks was performed.
The purpose of these reviews is to provide independent assurance to the Board over
the adequacy of the design and operating effectiveness of TPI’s investment decision
making, governance oversight and hard and soft controls. BDO established that further
enhancements could be made of the way in which ESG considerations are integrated
into the fixed income processes. LCP also carried out a review of the Fixed Income
desk on behalf of the Trustee, which also recommended greater integration of ESG into
investment analysis.
Action was taken on these recommendations, recognising the fundamental role that
ESG plays within its overall investment approach. For example, for corporate bond
issuers, the Fixed Income team has developed a systematic approach to assessing the
materiality of ESG issues in terms of factors that could have a significant influence –
both positive and negative – on a company’s business model and value drivers, such as
income, margins, and future capital expenditure and risk. The material factors vary from
one sector to another.
The team has commenced a program of engagement with issuers using the
materiality factors to focus communication. These actions have taken place in the
2021-22 financial year and outcomes will be commented on in that year’s report.

2. TPI have a rolling three-year internal audit plan with BDO, which includes investment
governance review of each desk over that period. In the last year, BDO has included ESG
in investment governance audits.
3. EY (as adviser to TPI) has performed a gap analysis of TPI’s stewardship activities. This
has allowed TPI to assess the effectiveness of existing stewardship frameworks and to
highlight areas for improvement based on EY’s experience of market best practice.
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Looking ahead
TPI is proud of its achievements over the past year, but also has high ambitions for its
stewardship strategy and is looking to add to its achievements over the coming year. TPI
believes that the most successful organisations are those whose priorities are embraced
and embedded from the top down, and so is confident that with the full support of its
leadership team it will increasingly realise the significant potential of their stewardship
approach on behalf of the Trustee.
TPI is committed to a programme of progressive change and believes that prompt action
is critical to addressing the risks posed by ESG factors. TPI intends to channel its efforts on
this toward the following priorities:
A clear focus on priority ESG themes
TPI has regard to a range of ESG themes and recognise in particular the rising importance
of social issues, in light of the global pandemic. In the coming year, however, TPI’s greatest
focus will be on climate change. Amongst other things, TPI will be performing scenario
testing, to better understand how the Scheme is exposed to climate-related risks and the
impact that its investments are having on the environment. TPI aims to use this testing to
develop a science-based approach to how TPI integrates climate factors into investments
and informs its stewardship approach.
TPI also aspires to do more on diversity and inclusion, including setting clearer targets on
what it expects of its investee companies and embedding conversations regarding diversity
into its engagement processes.
Governance over engagement and escalation
Whilst TPI has realised constructive outcomes through its engagement activity this year,
on behalf of the Trustee, it plans to improve the framework by which it monitors and
reports engagement. This in turn will support escalation of key issues. TPI will continue to
use lessons learned from across its investment desks, and others externally, to develop a
robust and consistent approach to engagement and escalation, whilst still recognising the
nuances of the different investment types.
TPI recognises the progress made in the 2020/21 year and feels confident of the further
progress it will be able to report on in its next stewardship report.
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6. Beneficiary Needs.
6.1 The Trustee – Beneficiary Needs
The Scheme manages the funding and payment of the retirement income of over 340,000
current and former employees of Tesco Stores Ltd and other participating employers
in the Scheme. The Scheme is overseen by the Trustee, who delegates responsibility to
investment managers (TPI and external managers) for managing the assets of the scheme,
with the purpose of generating sufficient returns to meet the funding plan and the cashflow
to pay pensions when they are due, for all members and beneficiaries of the Scheme.
The Scheme was closed to new entrants and future accrual in November 2015.
The beneficiaries of the Scheme are employed deferred members, deferred members
who have left employment and retired members. Beneficiaries also include the spouses,
partners, dependent children and all those who are to be considered who have been
nominated, by members, on Expression of Wish forms.
A breakdown of the membership numbers, as at 31st March 2021, is as follows:
Scheme Beneficiaries
Employed Deferred Members
Deferred Members who have left employment

93,851
170,400

Retired members

73,182

Spouses and Dependent Members - Benefits in Payment

6,023

Total

343,456

The Trustee’s main aim is to pay the right benefit, to the right person (our beneficiaries) at
the right time.
The Trustee also recognises, in delivering those benefits, it needs to invest the Scheme’s
assets responsibly and, as such, has the ability to be a positive force for good in the way it
provides capital to global markets and uses its influence through engagement and voting as
part of the effective stewardship of the Scheme.
Scheme’s asset allocation and manager structure
The Trustee’s investment strategy is to generate the returns required in the Scheme’s
funding plan in a risk-controlled way, by investing in a range of different types of assets.
The Scheme also protects against any changes that interest and inflation rates may have
on the funding position. The initial and long-term target allocations are set out below,
followed by an estimate of the geographical splits across the Scheme’s portfolio. TPI carries
out engagement and stewardship activities across geographies in which the Scheme is
invested.
The Trustee has also included a breakdown of the equity assets overseen by the TPI Equity
Team by geographical region as that is where the majority of voting activity takes place.
37.9% of Scheme assets are also invested with external third-party managers. When we
discuss the Trustee’s and TPI’s activities in this section we also therefore refer to these 3rd
party external managers and how TPI engages with them. TPI’s assets are grouped across
four main investment desks:
l

Fixed Income, covering corporate bonds and gilts.

l

Strategy and Treasury, covering the asset allocation for the Scheme.

l

Equities covering global listed equities.

l

Private Markets, covering income generating assets, alternatives such as private equity
and hedge funds, and property.

Stewardship activity is managed individually across each of the desks, to consider the
nuances of the different asset classes. Each investment desk reports to the CIO, who
ensures there is a consistent approach to stewardship, aligned to its strategy and purpose.
For the purposes of this Stewardship Report, we will focus on the processes and activities
of the Fixed Income, Equities and Private Markets teams as these are the asset classes
where Stewardship activities are focused (as opposed to the Strategy and Treasury desk,
which is predominantly concerned with asset allocation).
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Asset class

Initial target allocation

2032 target allocation

Global equities

24.8%

5.5%

Global bonds

20.5%

26.5%

Credit opportunities

5.0%

5.0%

Property

7.7%

-

Alternatives

11.1%

-

Income generating assets

4.5%

33.0%

LDI and collateral

26.4%

30.0%

Total

100.0%

100.0%

TPI is the Scheme’s principal investment manager, but the Scheme’s assets are also
invested by additional third-party external managers, oversight of which is carried out
by TPI on behalf of the Trustee. The breakdown of the assets, split between investment
managers as at 31 March 2021 is shown below:

Source: Statement of Investment Principles

Geographical split of the equity
assets overseen by TPI Equity Team

Geographic
Asset Split
1%

3.5% 0.8%

2%

37%

3%
4%

1.4%

37.9% 62.1%

6.6%

15.8%

66%
38%

Japan

Assets
managed
by TPI

6%

15%

UK

Assets
managed
by external
managers

Cash / other

North America

Emerging markets

Global / multi

Europe (ex UK)

Asia Pacific (ex Japan)

Source: TPI Data as at 31 March 2021

The external managers include Insight, the LDI manager (15.7% of the assets as at
31 March 2021), Orbis, a global equity manager that manages 1.5% of the assets and Fiera,
a global equity manager that manages 1.5% of the assets. The other external managers are
accessed through several private markets funds, that sit within the property, alternatives
and Income Generating Assets allocations.

Source: Data as at 31 March 2021
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Further detail on TPI asset allocation

Breakdown of TPI Assets Under Management

19.5%

22.3%

27.6%

27.6%

6.7%

19.5%

11.4%
25.5%

30.6%

Source: TPI Data as at 31 March 2021

Equities

Fixed Income

Private Markets

5.1%

4.2%

Source: TPI Data as at 31 March 2021

Strategy and Treasury

Bonds

Equities

Alternatives

Treasury

Property

Income Generating

Opportunistic Portfolio

‘Treasury’ captures all assets supporting the LDI programme, including Gilts and Index Linked Gilts.
‘Income Generating Assets’, sometimes referred to as Cashflow Driven Investments are a class of asset
managed by the private markets team and covering a range of assets which provide dependable cash
income streams.
‘Opportunistic’ assets refer to high yield debt and hedged equities, mainly in listed companies.
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6.1.1 Communicating with members and
understanding their views
The Trustee also aims to make its member communications relevant, clear and simple so
that members understand and feel empowered to engage and make the right choices
for them.
In addition to written communications and our website, we have a telephone helpline so
that members can ask questions and have a conversation about their pension entitlement.
To supplement this we introduced a number of years ago:
l

l

A white labelled telephone helpline operated by TPAS (now MoneyHelper) which allows
members to ask questions to people who are familiar with the Scheme but are also
independent of Tesco; and

We are reflecting on this piece of research to assess how we can successfully engage
with our membership. We would like to consider how we increase engagement of our
membership so that we are able to take member views into account in the way we
invest and the way we consider voting. We are also evaluating whether these methods of
communication are the most appropriate for our membership, and how we can continue
to promote engagement on these issues.
A progress report will be provided as part of the 2021/22 Stewardship Code report.
Naturally, we have worked closely with TPI so that, as our principal investment manager,
they are aware of the Trustee’s expectations on behalf of our beneficiaries. The Trustee
also now publishes stewardship and investment information on the Scheme’s website,
including our Implementation Statement, which has been designed with members in mind.
The Scheme’s website is available here: https://pensionwebsite.co.uk. The Trustee also
shares some of its key documents on stewardship with the Stewardship Council.

The ability for any member, over the age of 50, to have a face to face meeting (subject to
Covid-19) with a member of PensionWise in their place of work on a 1-2-1 basis. This was
introduced after an eighteen-month trial.

The Trustee has engaged with members to both understand ‘what matters most to them’
on their pension and investing responsibly but also with the aim of providing a voice to
members that can be considered in the voting of resolutions on behalf of the Scheme.
For example, in late 2019, an independent piece of quantitative and qualitative research led
by C-Space (behavioural specialists) and ShareAction aimed to understand what matters
most to members of both the Tesco PLC Pension Scheme and the Tesco Retirement
Savings Plan about their pension and the investment of Scheme assets. C-Space filmed
members talking about their pensions in order to capture the language they use to express
themselves. This has helped us develop more effective communications with our members
– using clear and simple language they will understand.
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6.2 TPI – Beneficiary Needs

Beneficiaries of the Tesco PLC Pension Scheme (DB)
and the Tesco Retirement Savings Plan (DC)

The vast majority of TPI’s assets under management support the Scheme (c. £19.8bn on
31 March 2021); however, TPIFM also manages £644m on behalf of members of the TRSP
(31 March 2021).
l

l

75,000+

TPI’s and TPIFM’s purpose is to manage Tesco pension fund assets in accordance with
their respective mandates with the Trustee and the trustee of the L&G Mastertrust.
This is achieved by taking all material factors into account, including ESG factors.
The Trustee has a Responsible Investment Policy, which is reflected in TPI’s investment
practices and which TPI consider when appointing external asset managers. TPI also
has a Responsible Investment Policy, which is consistent with the Trustee’s Responsible
Investment approach. Each investment desk will then have their own responsible
investment procedures, which describe the implementation of the policy by asset class.

For the Scheme’s members, TPI is responsible for investing the Scheme assets on behalf of
the Trustee to enable it to pay the promised benefits as they fall due. For TRSP members,
although TPI only manage assets on their behalf during their working life, the aim is the
same: to deliver returns in line with investment targets, which provides members with
savings or income in retirement. TPI are therefore investing for long-term returns and
need to be mindful of risks that will emerge over the next 30 to 50 years. Some of the most
financially material risks that TPI expect to emerge over this time horizon relate to ESG
factors. This is why these components are being given great emphasis in our stewardship
activities and are at the heart of TPI’s fiduciary duty to manage the risks that our
schemes face.

DB Pensions in Payment

400,000+
DC Members

Member
Distribution

250,000+
Deferred DB Members

47

Average Age of Deferred Members

Total DC Members
DB Pensions in payment

Deferred DB members

68

Average Age of Current Pensioners
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6.2.2 Senior stakeholder engagement
There are high levels of engagement around ESG and stewardship at the senior levels of TPI,
with the CEO, CIO and Heads of each investment desk in attendance (as appropriate) at
recent stewardship strategy meetings.

6.2.3 Relationships between TPI and
the Trustee and TPI and TPI FM
Our response to Principle 2 set out in detail how the relationships between TPI and the
Trustee and TPI and TPI FM are governed and how they work in practice. In our response
to Principle 2, we show how the relationship between the Trustee and TPI works to ensure
that TPI’s investment practices and stewardship activities reflect the Trustee’s Responsible
Investment Policy and how the Trustee regularly reviews, assesses and monitors TPI to
ensure continued alignment with the Trustee’s investment policies and practices.

6.2.4 Relationship with the Board of TPI FM
TPI reports to the Board of TPI FM on a quarterly basis, including on issues relating to
Responsible Investment. This covers potential controversies in the investments held by the
fund, as well as reporting on initiatives to which TPI has subscribed.

6.2.5 Communication by TPI with
the Trustee
As the principal investment manager of the Scheme, TPI’s client in relation to the Scheme
is the Trustee. TPI has an open dialogue with the Trustee and reports to it quarterly on key
performance indicators, including a dedicated section on ESG. Although TPI is not directly
accountable to Scheme members, it endeavours to support the Trustee, as its primary
customer, to meet the needs of its members.
TPI aims to keep communication with the Trustee committees clear, concise and
structured, and to be transparent with the Trustee. TPI listens to feedback on its activities.
For example, the Trustee commented that TPI’s engagement program should focus firmly
on where outcomes can be achieved. TPI is ensuring that this is built into its engagement
approach, ensuring that clear outcomes are articulated in engagement activity and its
reporting of activity.
In November 2019, a survey of Tesco employees (with benefits in both the DB and DC
schemes) was conducted by Tesco and the Trustee to understand their sentiment towards
responsible investment and their pension more broadly. An assessment of these results
was performed in 2020 to identify whether members consider responsible investment to
be in their best interests and the responsible themes with which they are most concerned.
Importantly, the vast majority of those surveyed – from across a range of generations
– indicated they believe it is important that their money is being invested ethically and
responsibly. As well as avoiding negative impacts, members indicated they want to use
their pensions to shape a better future. The survey further identified what themes are
prioritised by our members and how these differ, depending on the profile of
each member.
The results of this survey have helped TPI to validate the existing ESG-led approach. TPI
uses these member preferences to inform, in part, its stewardship priorities going forward,
and to determine how these themes can be integrated into its investment strategy.

Tesco PLC Pension Scheme Stewardship Report 2021

42

7. Integration of Stewardship and ESG.
7.1 The Trustee’s Integration of Stewardship
and ESG

7.1.1 The Trustee’s approach to Stewardship

The Trustee systematically integrates stewardship and investment, including material ESG
issues, and climate change.

l

The Trustee is a responsible steward of its assets. As part of this, it considers both the
impact of ESG, including climate change, factors on its investments and also, where it is
consistent with its legal obligations, the impact of its investment practices on the economy,
society and the environment to achieve the best long-term return on the Scheme’s assets
whilst managing investment risks and taking account of financially relevant factors.

l

The Trustee supports the UK Stewardship Code 2020 principles, and the Trustee and its
principal investment manager, TPI, plan to seek signatory status.

This incorporates:

l

Active ownership, including engaging with investee companies and exercising
voting rights and responsibilities.
Decision-making that is consistent with the Trustee’s Responsible Investment Policy.
Collaboration with others and working collectively to advocate for policies that support
long-term value creation, where relevant.

The Trustee believes that it has an effective governance structure, resources and
incentives to support effective stewardship. The Trustee has established a Responsible
Investment Committee (RIC) which is focussed on supporting the Trustee in managing
responsible investment activities, including stewardship. TPI is regularly assessed on its
contributions to responsible investment of the Scheme’s assets and the RIC is working with
TPI and the Trustee’s investment adviser, LCP, to ensure ongoing monitoring provides the
Trustee with the information it requires.
The Trustee works collaboratively with its service providers to ensure that the Trustee’s
expectations on stewardship and investment are clearly articulated and understood.
For example, its investment adviser is set clear objectives annually that are linked to the
objectives of the Trustee. The success of the investment adviser to meet these objectives
is reviewed annually.
The Trustee collaborates with TPI to ensure its expectations in relation to stewardship
and engagement and what is expected from TPI and underlying external managers
are understood. The Trustee has articulated responsible investment beliefs, that are
considered by its investment adviser in advising on all aspects of investment strategy
advice. When voting and engaging on behalf of the Scheme, TPI must consider the policies
laid out in the Statement of Investment Principles. This includes policies on responsible
investment, climate and stewardship. These policies apply whether TPI is engaging with the
companies the Trustee invest in or selecting, appointing and monitoring external managers
on the Trustee’s behalf.
TPI and LCP attend quarterly RIC meetings, but also meet more informally to discuss all
aspects of the Scheme’s Responsible Investment agenda.
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TPI and LCP report quarterly to the IRC and the Trustee on the Scheme’s investment
performance, ESG and responsible investment. As part of these reports, the Trustee
reviews TPI’s dashboard, which monitors how the Scheme is progressing towards meeting
all the disclosures recommended by the Taskforce on Climate-related Financial Disclosures
(TCFD). LCP also carries out regular reviews of TPI’s investment desks and considers
responsible investment and ESG as part of those reviews. The IRC considers these reports
and related advice, and discusses performance with TPI at least once a quarter.
However, the Trustee also recognises that, at present, engagement and voting is more
effective in listed market investments than in private markets and other asset classes
where resolutions at AGMs are less prevalent and engagement is less formalised. The
Trustee has discussed this with TPI and is working with TPI to develop how engagement in
broader investment areas will develop in other asset classes.
The Trustee and its RIC and IRC take an integrated approach to investment and stewardship
and this is reflected in the fact that the Responsible Investment Policy includes, within it,
the Climate Policy and the Stewardship Policy.
The Trustee, in the early part of 2021/22, also considered Climate Change Scenario
Analysis after an away day of training on climate change and global markets using a
number of high-profile external speakers. The analysis considered the impact on:
l

The covenant of Tesco PLC.

l

Markets.

l

Assets.

l

Liabilities including life expectancy.

This will influence both our approach to identifying and managing systemic risks as well
as the implementation of our future investment and stewardship strategy. We will also
consider this as we stress test future scenarios of our integrated funding framework which
consider the covenant, investment and funding – and, as part of that, ESG.
The member research that we referred to in our response to Principle 6 and the integrated
approach we take will influence our approach to engagement and voting – as we consider
the shorter- and longer-term desired outcomes at the entity level as well as the higher
market level.
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7.2 TPI’s Integration of Stewardship and ESG

7.2.2 Engagement

7.2.1 TPI: Context

Good governance and an assessment of ESG factors are integral to TPI’s investment
process. Engagement and research cover a broad spectrum of ESG criteria, with the
following key priorities at the core of TPI’s ESG process:

TPI’s Responsible Investment policy is based on their fundamental belief that good ESG
principles are good business principles, and that elevated ESG risks often transpose to
higher business risks. As such, TPI considers ESG criteria to be key to identifying and
managing risk and see engagement as a core part of this process. Levels and types of
engagement vary across asset classes, but the principles underlying the engagement
are consistent.

l

Environment: focus on climate impact, sustainability, and contamination
TPI believes that climate change is one of the most significant issues of global
importance and, as such, emphasises this in its ESG work. TPI evaluates the impact of
our investments on the environment and values an investee’s attempts to reduce the
climate impact of its activities, encouraging sustainability, or to limit contamination. TPI
has chosen to focus on these environmental areas in particular, given the importance
of them not just to the value of, and risks run by, the portfolios managed, but to the
future state of the world and environment in which members will enjoy their retirement.
Through engagement and the integration of ESG factors into our investment processes,
TPI aims to manage the direct and indirect climate-related impacts of the Scheme’s
investments, in both listed and unlisted markets.

TPI’s relative size compared with larger asset managers can place some constraints on
how it engages with investee companies. Where regular access to senior management is
difficult, TPI invests in developing strong relationships with investor relations teams. The
majority of engagement is therefore performed through these teams, either directly or
through our fund managers, who engage on TPI’s behalf.
l

Social: focus on human rights, diversity and the local community
TPI expect human rights to be respected by the companies in which we invest, to whom
it provides capital or with whom it partners. Interactions with the local community is a
key area of focus, especially in real asset investment. The focus on these areas, together
with diversity, is informed in large part by TPI’s values and the impact they have upon our
members’ lives today.

l

Governance: focus on management structure, employee relations and
executive compensation
Good governance covers all behaviours by corporations, public and private, with whom
TPI engages. A focus on management structures and executive compensation provides
an effective vehicle through which TPI can hold investee companies to account. A focus
on the equitable treatment of employees aligns with TPI’s values and accords strongly
with the interests of Scheme members and hence the Trustee, as the primary customer.

Having identified priority themes, TPI is now developing clear targets around the
expectations of our investee companies such that the approach is more focused and
effective, and thereby manages the risks run, and the returns generated. In the coming year
TPI will be building on its engagement and escalation framework to focus on the outcomes
of these activities, whether it be in the form of better disclosure from such companies, or
more concrete action to improve their behaviours.
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TPI’s Responsible Investment policy is designed to support the goals of all our stakeholders.
The policy is underpinned by the principles that:
l

Good ESG principles are good business principles.

l

Elevated ESG risks often entail elevated business risks.

l

Opportunities can arise in the remediation of poor ESG practices.

l

Where poor ESG behaviours are not remediated after engagement, disinvestment
should be considered.

The policy is consistent with the Trustee’s core responsible investment beliefs that:
l

l

l

l

Long-term financial risks include risks relating to ESG factors, including unethical
practices which could be financially significant over both the short and long term.
Climate-related risk is a financially material risk over the expected time horizon of the
Scheme and the political and transitional risks involved in addressing climate change are
likely to impact the value of the Scheme’s assets.

While engagement can achieve good outcomes for stakeholders, these principles
demonstrate that ESG considerations need to be embedded into investment decisionmaking processes to best manage the risks and opportunities presented by ESG factors.
The integration of ESG into TPI’s investment processes is most apparent in research and
analysis, where ESG considerations and their impact on the riskiness of an asset are a large
factor in determining whether to invest in any given asset. This bottom-up analysis not
only looks at credit risk at an entity level, but how the aggregated effects of ESG risks might
impact long-term returns at a systemic level.
For all investments, the weighting that is given to a particular ESG issue will be determined
by the asset class, the sector, liquidity and the nature of issue. A programme is being
initiated that seeks to debate and discuss potentially controversial sectors, allowing all
investors within TPI to debate potentially contentious issues that might arise in their
investment work.
Whilst the outcomes of TPI’s responsible investment approach are largely the same across
the firm, the approach differs slightly across the three investment desks.

Well-run companies, who consider their approach to a range of risks (including ESG
factors and ethical practices), are likely to provide superior returns over the long term.
Consideration of ESG factors (including climate change) provides both risks and
opportunities to the Scheme.

These in turn translate into the following principal investment beliefs:
l
l

l
l

l

Active management of assets brings the best returns.
Thorough fundamental, proprietary research covering all aspects of an investment
proposition is required to achieve the best outcomes.
Diversification is key to achieving the best risk-adjusted returns.
Risk management is central to fund management: all aspects of investment risk and
liability risk are managed in a disciplined way.
Engagement can achieve good outcomes for stakeholders.
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7.2.2.1 Equities

7.2.2.2 Fixed Income

All equity reports contain detailed descriptions of an entity’s ESG risks and set out where
there is scope for any potential improvement that can be derived from engagement with
management. These reports are used during the research process to determine whether
to invest.

Within fixed income investments, any risks to an issuer’s ability to repay debts as a result
of higher ESG risk are taken into consideration in the research process. This process
considers an assessment of the impact of additional ESG risks on their baseline credit
rating. Governance is the primary concern in this context, which points to the importance
of governance and social factors in the Trustee’s investment assessment process.

Example: TJX Companies:
In the extensive review of this very successful global retailer, TPI looked at a
broad range of ESG aspects of the investment case. A large part of the discussion
surrounded analysis of so-called ‘fast fashion’ and whether TJX promoted excessive
consumption. Given that the companies main clothing outlets, T J Maxx and T K Maxx,
clear excessive inventory from other retailers, the outcome of the discussion was a
consensus amongst the TPI equity team that the company had a net positive impact,
by reducing wastage.
Whilst there are no specific companies or sectors specifically excluded from the
portfolio on ESG grounds as a matter of investment policy, in applying its Responsible
Investment policy, the Trustee (and TPI on its behalf) will seek to exclude investments
from its strategic decisions where it is deemed that the ESG risk relating to potentially
holding such investments is too great and there are financial reasons for carrying out
screening on a case-by-case basis.

TPI’s fundamental research is a qualitative assessment, looking at key ESG risk exposures
for an entity and comparing these to their peers. The yield on peer bonds can then be
used as a benchmark to determine whether the price of the bond in question adequately
reflects ESG risk.

Example: Electricité de France (EDF):
As part of the initial research into utility sector bonds, TPI believed that the bonds
of EDF appeared to be undervalued. By way of background, EDF produces c.75% of
France’s electricity output via its 58 nuclear reactors. Nuclear power currently has an
important place in the world’s energy generation mix. However, France and EDF face a
significant challenge addressing the need to produce power from clean and renewable
sources in the future.
In the assessment of their credit quality, TPI felt that EDF’s existing plants will require
modernisation to extend its lifespan or replacement. Decommissioning of spent
nuclear power stations is costly and creates long-term environmental challenges for
the disposal and containment of radioactive waste. The scale of the challenges for
France and EDF are not insurmountable, but with little visibility and knowledge of the
viability of solutions, TPI felt that the economic and environmental risks did not create
an attractive investment opportunity for TPI at this time.
TPI are currently working on its approach to monitoring ESG risks in fixed income
assets on an ongoing basis. This will become particularly important as the portfolio is
de-risked, as increasing numbers of members approach retirement age.
At the sovereign debt level, TPI does not invest in any country on the Financial Action
Task Force list of ‘Non-Cooperative Countries or Territories’.

Tesco PLC Pension Scheme Stewardship Report 2021

47

7.2.2.3 Private Markets
Within Private Markets TPI manages a portfolio of directly-held properties in the UK
and indirect exposure to property through property funds in multiple jurisdictions. TPI
always commissions environmental surveys as part of the due diligence process on a new
direct property investment. Where issues are raised through this report, such as flood
risks, contamination or biodiversity factors, the team considers whether to abandon the
investment or whether the risks can be managed and mitigated. Due diligence is also
performed on both the tenant and, where they are used, developers. This explores areas
such as what materials the developer uses, how much waste they produce and how it is
disposed of, as well as other considerations.
As far as energy use is concerned, where TPI has responsibility to procure energy during
the ownership cycle of direct investments, it does so on a renewable basis.
For other alternative investments, such as private equity and infrastructure that are
managed externally, TPI will ensure that managers’ ESG principles and policies are
consistent with TPI’s own. In these areas, it should be acknowledged that at times
compromises are required when making investment decisions and this does happen in the
private market investments when judgement calls need to be made between accessing a
preferred fund manager and strategy, and some of the commercial terms that may have to
be accepted. TPI works hard to negotiate commercial terms and ensure potential conflicts
of interest are minimised and/or made transparent. TPI takes pride in supporting some
emerging managers and guiding and supporting them to grow, whilst ensuring that this
support is recognised in competitive benefits for clients.
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8. Monitoring Managers.
8.1 Trustee: Monitoring Managers and
Service Providers
The Trustee delegates the appointment, monitoring and removal of all external investment
managers to TPI, but keeps appropriate oversight of TPI’s activities in relation to appointing,
removing and monitoring service providers.
The Trustee monitors the performance of TPI but delegates a greater level of oversight to
the Investment and Risk Committee (IRC) where key areas will be escalated as appropriate.
TPI is subject to the Investment Management Agreement and is required to have regard to
the Trustee’s Responsible Investment policy. External managers have separate investment
management agreements with the Trustee and are also required to have regard to the
Trustee’s Responsible Investment policy. Private markets’ managers are chosen by TPI
under its obligations to the Trustee, noting that, in general, alignment with the Trustee’s
Responsible Investment Policy is sought through other arrangements with external
fund managers.
Compliance with these policies is monitored by the IRC and the Trustee’s Responsible
Investment Committee (RIC). TPI report to each of these committees and the Trustee
board at least quarterly.
The Trustee also requires its investment consultant, LCP, to do regular and periodic desk
reviews which includes an assessment of TPI’s processes and controls used to select
(including the due diligence they perform), monitor and remove external managers.
These reviews including an assessment of the processes around the:
l

l

Suitability of the managers – conflict management, scope / mandate, style,
diversification benefits, leadership and the team and investment process.
Compliance of Scheme policies – including ESG integration and the effectiveness
of their stewardship.

Over the next decade, the monitoring and suitability of managers by the Trustee and TPI
on its behalf will be key, as the Trustee will need to consider those managers in the context
of the future key changes of their de-risking strategy, as there will be key changes to the
allocation of particular asset types, but also importantly to the delivery of its responsible
investment strategy including its aim to be net zero by no later than 2050.
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8.1.2 Service Providers
The Trustee’s service providers have clear contracts and, for key service providers (e.g.
consultants), they have annual objectives against which they are measured at the half and
full year.
Those internal and third parties that provide services have a service level agreement and
are measured against those service levels quarterly – this, for example, includes Tesco
Stores Limited to whom the Trustee has delegated administrative services.
Contracts are reviewed at regular intervals, and tenders undertaken to test the market, in
addition to which feedback from the Trustee board is acquired at each meeting and more
formally both at the annual 360 feedback sessions and the annual review of key advisers
and service providers.

8.2 TPI: Monitoring Managers and
Service Providers
TPI has a supplier management policy which provides high-level principles regarding the
engagement, evaluation and oversight of suppliers of TPIL and TPIFM. It pays particular
attention to “material outsourcing”, which is defined as outsourcing services of such
importance that weakness or failure of the services would cast serious doubt upon:
l

TPI’s continuing compliance with its obligations under the regulatory system

l

TPI’s financial performance; or

l

The soundness, or the continuity of its relevant services and activities.

The TPI Supplier Management Team performs sample testing periodically on both business
owners of material suppliers and their oversight of various other suppliers to ensure
compliance with the supplier management policy and framework expectations.
The Supplier Management process applies to external manager appointments, with the
exception of investments in programmes managed by third-party fund managers in the
Private Markets portfolio. These fund managers are also rigorously reviewed by the Private
Markets investment desk as part of the investment process, with criteria aligned with that
used by Supplier Management. The Private Markets approach is elaborated on later in
this section.
In addition to the rigorous selection process for new fund managers and service providers,
TPI has a similar process for the termination of such suppliers. All suppliers are monitored
through an online system, Gatekeeper, and critical suppliers are assessed against Key
Performance Indicators on a quarterly basis, with their performance reported to the
Business Management Committee (BMC). In cases of persistent underperformance, TPI
will replace managers/suppliers, as has been done in the past with its property manager.
Other reasons might include changes in key investment personnel at investment managers,
or a fundamental failure of systems or reporting. Looking ahead, compliance with TPI’s
Responsible Investment principles will also be a consideration, as it enhances the due
diligence processes for manager and provider selection.

Suppliers are expected to agree to:
l
l

l

l

The disclosure of contracts to our auditors, professional advisers and regulators
TPI’s right to check that they are complying with all standards and all contractual
obligations that exist between themselves and the supplier
Co-operate fully and openly with any regulatory investigation that relates to a business
relationship; and
Give adequate training and guidelines to colleagues so that they are aware of
expectations of them and can meet the required standards.
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8.2.1 Monitoring third-party fund managers
When it comes to third-party investment managers, only the manager of the LiabilityDriven Investments (LDI) portfolio is defined as material outsourcing. In order to be
effective stewards of the assets it manages, however, TPI has governance processes in
place to help confirm that third-party fund managers are best placed to manage those
assets on behalf of the beneficiaries.
l

l

l

With effect from 1st April 2021 all new managers will be asked to address ESG issues.
For example, an underlying manager’s participation in a scheme such as the PRI is
considered a positive attribute, but it is not yet a prerequisite.
Each potential appointment considers a range of ESG factors and is taken on its
own merits.

l

l

l

l

l

TPI’s approach to the ongoing monitoring of fund managers differs across each
investment desk as follows:

Equities
l

Private Markets

The Equity team performs quarterly due diligence meetings with each portfolio
manager. This covers what they are investing in, whether there have been any breaches
and other issues.
Under normal circumstances, a member of the Equity team conducts an annual on-site
visit to the fund manager headquarters. In the last year, the Equity team conducted this
review virtually. The meeting includes discussions of ESG risks with managers, as well as
discussions with compliance officers and dealing desks, and a focus on strategy with the
investment teams.
Additionally, the risk and performance team perform a monthly review of the risk
characteristics of each equity portfolio.

l

The Private Markets team engages with its fund managers on an ongoing basis, with
frequency dictated by the materiality of the position. Indirect investments in Private
Markets are monitored through a review of manager reports, meetings, and site visits,
where possible. A log of engagements with managers is also maintained, to support
ongoing conversations and inform any necessary escalation activity.
Within the Property portfolio, the Private Markets team sets specific portfolio level
targets relating to factors such as energy use and waste management. TPI works with
external property managers to achieve these. These targets and progress against them
are reviewed at least annually.
The Private Markets team is also in the process of performing an ESG review on
positions that were taken out before it introduced its ESG questionnaire. Whilst TPI
cannot change old contracts, it can engage with these managers on ESG and the results
of this engagement will drive future engagement and investment decisions.
The Private Markets team meets at least quarterly to discuss responsible investment
themes. These include points of interest from recent due diligence questionnaires or
from the manager or engagement log.

Fixed Income
l

l

l

l

TPI did not use any external fund managers in fixed income in 2020; however, it will be
using external managers in 2021. As part of the due diligence process, it will review their
ESG credentials and require external managers’ investment processes to be consistent
with TPI’s own philosophy. TPI will also require external managers to provide regular
reporting on responsible investment policies and, where appropriate, comments on
external initiatives.
TPI is satisfied that its governance processes allow it to manage our exposure to
manager risk, but is always looking for ways to enhance processes, using best practice
from within the firm and the wider industry.
Looking ahead, as with our other investment teams, TPI will monitor managers through
a structured review of manager reports and meetings, and through site visits, when
possible. Managers will be asked to provide an annual summary of their activities and
approach in relation to responsible investment.
As with Equities, the Fixed Income team will perform regular due diligence meetings
with each external portfolio manager covering what they are investing in, whether there
have been any compliance breaches and a range of other investment, business and
stewardship issues.
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8.3 Outcomes
Monitoring fund managers and other service providers allows TPI to identify when services
are not meeting its needs and to take appropriate action. It also highlights examples of
good practice, ensuring that assets are being managed in line with TPI’s principles. The
following are some key examples of both good practice and areas where TPI has needed to
apply its stewardship framework and the outcome of those actions:
1. One of its fund managers, invests in logistics properties in the US. It has an ESG policy,
reports on ESG quarterly, and integrates ESG considerations into its investment process.
It is also very active in incorporating ESG into its asset management and its tenant
engagement. Some examples of its activities include:
l

Environmental certification of buildings.

l

Installation of solar panels on roofs.

l

Efficient lighting across 88% of the portfolio;.

l

An annual Impact Day where employees volunteer with 48 organisations; and

l

Sponsoring a scholarship programme that prepares women and people from minority
groups for careers in commercial property.

During the Covid-19 crisis, the manager has actively engaged with its tenants, providing
them with support in understanding the various government measures available to help
them, and supporting them to transition to different business models during
the disruption.
2. In recent years the Equities team has terminated agreements with external managers
for a number of reasons. These may include poor investment performance, changes
in key personnel, or changes in allocation between investment styles. There has
been no reason to terminate managers thus far for failure to comply or align with our
Stewardship Policy.
It should also be noted that under Principle 9 there is reference to an example of how
engagement with an infrastructure manager resulted in a better quality and more extensive
set of disclosures.
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9. Engagement and Escalation.
9.1 Trustee: Engagement and Escalation

9.2.1 Approach to Engagement

Engagement is a fundamentally important opportunity for our Scheme, working together
and collaboratively with investee entities to influence better global outcomes and superior
long-term returns.

TPI reports on its approach to engagement in Principle 7.2.2.

Voting is a very important role of the Trustee but is limited by the resolutions that a board
of directors put forward at Annual and other General Meetings – which are also generally
limited to public limited companies.
Engagement provides the opportunity for a much broader unconstrained conversation
with senior management, across all the asset classes in which we invest, with the ability to
explain and rationalise new approaches and ways of thinking.
In the last 12 months the Trustee has placed even greater emphasis on its ability to engage
with those in who we invest through TPI and our external investment managers – and, as
part of that, has received training on it and invited industry leaders to talk to the Trustee on
their thoughts and beliefs.
In the early part of 2021/22 we developed a Stewardship Policy to set out our principles
and policy around the approach we should take to engagement and voting. We expect all
our managers to practice effective engagement across all the investments that we hold –
not just those in listed equities.
In section 6, Beneficiary Needs, we explained the work that had been done to understand
‘what matters most’ to members and their retirement income – which included their
priorities around responsible investment. This has created valuable conversations of how
we approach engagement and the global initiatives we should and now have signed up to.
The sections that follow, which consider TPI’s approach, the outcomes from collaborative
engagement, and the initiatives that have been signed up to, demonstrate the increasing
importance of the delivery of better outcomes for the Scheme.

9.2.2 Engagement activity
TPI’s approach to engagement is owned individually by each of the investment desks and
therefore differs, depending on the most appropriate action for the assets in question.
This might include, for example, the equities desk engaging on an identified ESG concern
with a corporation to drive change or promote improved disclosure. As far as possible,
engagement activity is consistent across geographical regions, with a focus on the same
ESG issues. Below are some examples of engagement activity over the last year, focusing on
three key investment desks where engagement is key to managing the portfolio – equities,
private markets and fixed income.
Equities
In the first quarter of 2020, TPI wrote to the investor relations team at every company in
which it has an equity investment. These letters covered material ESG issues and made
recommendations for action presented in a constructive way. The responses received
differed. Some led to dedicated follow-ups, such as the case study discussed below, whilst
others resulted in invitations to meetings covering a broader range of ESG topics. Some
referred TPI to their annual report, whilst, disappointingly, some did not reply. One of the
key areas of focus for the coming year is to develop a robust process for escalation of
these matters, to track outcomes of the engagement more systematically and to ensure
that TPI takes appropriate action when responses are not satisfactory.

9.1.2 TPI: Engagement and Escalation
TPI undertake the majority of engagement directly with the investments, on behalf of
the Scheme and the TRSP, be that public or private companies or property tenants. TPI
also appoints external fund managers and have processes in place to ensure that these
managers’ principles, processes and actions on stewardship will be aligned with its own
policies on ESG. These are described in more detail throughout this section.

Tesco PLC Pension Scheme Stewardship Report 2021

53

Private Markets
Case Study: Wolters Kluwer
What was the issue? TPI has built up a good relationship with the management of this
global provider of information services over many years of owning the shares. In 2020,
the company sought to align the compensation structure for management more
closely with similar structures at global peers.
Following the disclosure of the terms of their proposal, TPI’s proxy voting advisers,
ISS, compared the recommendation to other compensation structures at a peer
group of local media companies. As a result, they recommended voting against the
management proposal.
Action taken. When TPI analysed the details and compared the recommendation
to a global peer group, it became clear that the Wolters Kluwer proposal was better
aligned. TPI also noted that CEO Nancy McKinstry, in place since 2003 and CFO, Kevin
Entricken, in place since 2013, have been excellent stewards of shareholders’ capital
during their tenures. TPI concluded that it was in the best interests of shareholders
that both remain in place and were appropriately motivated and aligned.
As such, TPI engaged with ISS to understand their rationale, spoke to the company
management about the recommendation and ended up supporting management.
More than 50% of all shares were voted in favour of the management plan, although
this fell short of the 75% needed under Dutch law.
Outcome and next steps: TPI have subsequently re-engaged with company
management to consider amendments to the proposal and a new proposal was
successfully put to shareholders in 2021. This has fulfilled the original aim of the
engagement, to ensure that management interests and TPI’s interests as shareholders
are aligned, as well as maintaining a good relationship with the company
management team.

The Private Markets team has a large direct property portfolio and a number of delegated
fund managers who manage infrastructure and alternative assets. Engagement with fund
managers principally focuses on ensuring that managers’ ESG principles and policies are
consistent with TPI’s. Engagement within direct property can be more focused, as TPI has
greater influence over each individual investment. Some key examples of engagement
activity within the Private Markets team are given below:

Case Study: Large logistics warehouse, Midlands.
What was the issue? TPI agreed terms to fund the development of a large logistics
warehouse in 2020. The specification of the building was to a Building Research
Establishment Environmental Assessment Method (‘BREEAM’) ‘very good’ standard,
but TPI wanted to push this further, given there was scope to do so with a new
development.
Action taken: TPI actively sought to enhance this and agreed to share the cost of
upgrading the building’s specification to BREEAM ‘excellent’. The key benefits of this
upgrade included the installation of a building management system to better control
energy use, the inclusion of sanitaryware that was more water-efficient and doubling
the number of electric vehicle charging points.
Outcome and next steps: TPI used its influence to push for an upgrade to this
investment not only to control energy use, but to also make this more marketable and
efficient. This reflects the long-term investment principle of ensuring assets will be
sustainable over the long term.

The case study also supports the response to Principle 7 in showing how the Trustee, TPI
and external managers (on the Trustee’s behalf) engage with, and monitor, equity holdings
to ensure that the companies in which the Trustee invests continue to reflect and uphold
the Trustee’s approach to stewardship and investment, in order to best serve the Scheme’s
members and beneficiaries.
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Case Study: Office building, Bristol

Case Study: Engaging with an Infrastructure fund on disclosure

What was the issue? TPI has committed to funding the development of an office
building in Bristol which is now under construction. TPI wanted to get comfortable with
the broad ESG characteristics of the building.

What was the issue? Through the due diligence process, the Private Markets team
observed that although one of its infrastructure fund managers referred to ESG as part
of its investment process, there was scope for more disclosure.

Action taken: Part of the due diligence on this building included analysing in detail the
vulnerability of the location to flood risk and becoming satisfied that the flood defences
of the building would withstand the impacts of future climate change. This will be one of
the UK’s most sustainable office buildings, with an ‘Outstanding’ rating from BREEAM.

Action taken: TPI opened a dialogue with the manager, and it agreed to provide:

Outcome and next steps: As well as focusing on the sustainability of the fabric of
the property, a key part of the due diligence was related to ensuring the broader ESG
factors were considered.

l

Its PRI report for each year to allow TPI to assess progress and rating;

l

An annual list of ESG-related issues that the manager has identified; and

l

Initiatives that it suggested to improve the clarity of ESG integration into its
investment processes.

Outcome and next steps: With this existing manager, our engagement has ensured the
manager is now considering these factors. TPI can use this disclosure to assess how
issues have been addressed and resolved and in what timeframes, which in turn will
help it to monitor and influence the manager’s approach.

These case studies, showing direct engagement with underlying assets, also support the
response to Principle 7 in showing how the Trustee, TPI and external managers (on the
Trustee’s behalf) engage with, and monitor, the Scheme’s investments.
This ensures that the assets in which the Trustee invests continue to reflect and uphold the
Trustee’s approach to stewardship and investment, in order to best serve the Scheme’s
members and beneficiaries.
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Fixed Income
TPI always seeks to engage with issuers whose bonds it buys and in particular finds that
regular engagement can provide benefits with respect to allocation when it comes to
new issuance.
Looking ahead, TPI will be putting in place a broader engagement programme with
companies whose bonds it owns, in particular encouraging greater disclosure on their
carbon footprints. This will be supported by a systematic process covering the materiality of
ESG factors. TPI will also be exploring more opportunities for having greater impact through
engagement with issuers and collaboration through other platforms.
TPI did not use any external fund managers in fixed income in 2020, but will be using external
fund managers in 2021. As part of the due diligence process, TPI will review their ESG
credentials and require external managers’ investment processes to be consistent with
its own philosophy. TPI will also require external managers to provide regular reporting on
Responsible Investment policies and, where appropriate, comments on external initiatives.
A case study is included under Principle 7 that discusses how engagement with issuers on
ESG matters in our investment decision making.

External Managers
We have also included below some examples of engagement from our external managers.
In future submissions we intend to expand this section to provide examples from all
external managers.

Case Study: Orbis – UK coal-fired power generator
What was the issue? This company had previously been the operator of one of the
largest coal-fired power plants in the UK. The company was aware that relying on coal
was no longer an option and was committed to shifting from being part of the problem,
but required investor support.
Action taken. Although it could have been considered that this was a prime candidate
for divestment, early on Orbis recognised that the company was responding effectively
and that the resulting opportunities were not reflected in its share price. Throughout
the period of the shareholding Orbis have supported the development of the
company’s biomass business plan, the complete termination of the use of coal, the sale
of complementary gas turbine generators and the acquisition of hydro power assets.
Outcome and next steps: This company has transformed itself into a business that
will generate 100% of its electricity from burning wood pellets, or sustainable, carbon
neutral biomass, and hydro. Orbis believe that by supporting management in making
the considerable investments to facilitate this transition, a much better solution has
been delivered than would have been possible if investors had divested or avoided
the stock altogether. Orbis continues to engage with the company and has recently
expressed the need for it to use third-party certification to demonstrate that it
sources its biomass from sustainable timberlands.

Case Study: Orbis – US transportation and logistics company.
What was the issue? Orbis engaged on many occasions with management to discuss
ESG issues, including labour relations and board compensation.
Action taken. Orbis retained the view that the company has an engaged and welltreated workforce and an effective board. They were encouraged by how management
prioritised the safety of its employees over short-term profits amid the Covid-19
pandemic.
Outcome and next steps: Orbis maintained the position and continue to press
management on various ESG issues.

Tesco PLC Pension Scheme Stewardship Report 2021

56

9.2.3 Enhancements to engagement
and escalation processes
The above case studies show where we have engaged with companies over the past 12
months, and, as also shown in our reporting on Principle 11, where necessary how we have
escalated our engagement. To date, our escalation activity has been on a case-by-case
basis, allowing us to focus on the unique characteristics of each investment.
As we look to scale up our engagement activity, we plan to develop processes for
monitoring engagement activity and responses, and to identify clear triggers for escalation.
These processes will be developed collaboratively with all investment desks, to establish a
consistent approach across all of TPI, which will be aligned with our core priorities, whilst
recognising that each asset class has distinct considerations. We recognise the importance
of clear and well-defined escalation processes and we will be enhancing our approach to
engagement and escalation across all desks in 2021.
This will enable us to disclose additional engagement information at a more granular level in
future and enable us to be more comprehensive in reporting on impact and outcomes.
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10. Collaboration.
10.1 The Trustee

The Chair of the Trustee is also an active member of the Steering Committee of the OPSC.

On behalf of its members, the Trustee is a responsible investor and acknowledges its ability
to be a broader force for good and, as part of that, it works with others for good outcomes
in a highly collaborative way.
The Trustee is part of and has signed up to the following initiatives in order to maximise
industry collaboration:
Initiative

Role

Climate action 100+

Supporter

Institutional Investor Group on Climate Change (IIGCC)

Member

Make My Money Matter - Green Pensions Charter

Signatory

Occupational Pensions Stewardship Council (OPSC)

Member

Paris Aligned Investment Initiative (PAII) Net Zero Asset Owner Commitment

Signatory

Principles for Responsible Investment (PRI)

Signatory

Our involvement in these organisations is just an initial step. The Chair of the Trustee board
and the Head of Group Pensions, in support of the Trustee, work across the industry and
also lead initiatives working with others, including sitting on boards and committees and
signing up to others’ initiatives where we think our collective support can be a positive
force for good.
An example of this is the research that fed into our employee survey, referred to under
Principles 2 and 6. This was completed in partnership with ShareAction and involved us
speaking with organisations such as Harvard, McKinsey, Cambridge and Australian Super
on emerging trends on ESG. The Chair of the Trustee shared the findings of this research at
a number of events for ShareAction and Accounting for Sustainability. By sharing methods
and activities for collaborative engagement across the wider socio-economic landscape,
the Trustee acts as a force for change and helps to develop better stewardship activities
and practices.
Commenting on this exercise for the Asset Owners Network, the Chair of the Trustee
wrote that:

Being a signatory of the PAII Net Zero Asset Owner Commitment involves committing to
decarbonise portfolios by 2050 or sooner, increasing investment in climate solutions,
setting interim targets and undertaking advocacy and engagement in line with net
zero goals.

“This exercise has provided us with a strong foundation to build a sustainable investment
and engagement strategy for the future. We will continue to listen to our members and
are currently exploring options through Tumelo to give our members the ability to vote
on resolutions in companies in which they are invested. More broadly we are also keen to
collaborate with others, to use scale and shared knowledge for good, to contribute towards
a better and sustainable planet whilst delivering good retirement outcomes”.

The Chair of the Trustee, Ruston Smith, has commented on being a signatory of the PAII Net
Zero Asset Owner Commitment:

The Trustee will keep concrete outcomes of being a signatory to the initiatives referred to
above under review and will be reporting on them in future submissions.

“Climate change is a serious, and urgent, concern which represents both a financial
risk and opportunity for pension schemes. The Tesco PLC Pension Scheme’s aim for its
portfolio of assets to be net zero by no later than 2050 will, we believe, play an important
role in managing that risk and opportunity for the Scheme. The Net Zero Investment
Framework will help the Scheme to contribute to this. Becoming a signatory to the Paris
Aligned Investment Initiative, Net Zero Asset Owner Commitment, is a clear indication
of our aim to address this risk and opportunity, including through the investment in
sustainable businesses to support a greener world.”
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10.2 TPI
ESG risks are market-wide and systemic. For that reason, TPI firmly believes that
collaboration is needed to effect change.
TPI are members and supporters of the following initiatives and bodies:
Initiative

Role

British Private Equity & Venture Capital Association (BVCA)

Member

CDP (formerly the Carbon Disclosed Project)

Signatory

Climate Action 100+

Supporter*

Institutional Investor Group on Climate Change (IIGCC)

Member

Institutional limited Partners Associational (ILPA)

Member

Principles for Responsible Investment (PRI)

Signatory

*TPI is a supporter of Climate Action 100+, a member of the IIGCC and a signatory to the PRI through the Trustee’s
memberships.

Given its limited resources, TPI’s memberships enable it to remain up to date with relevant
industry insights. Moving forward, TPI is looking to appoint individuals within TPI to be
responsible for each relationship and to ensure that information and outcomes are shared
across the organisation.
Proportionate to its size as an asset manager, TPI is also involved in a number of smaller
initiatives that aim to improve the efficient functioning of financial markets:
1. The Fixed Income team attends asset manager meetings at the annual Fixed Income
Leaders’ Summit, as well as occasional meetings organised by Barclays and IHS Markit
that aim to bring asset managers together to discuss MiFID II and the execution
approach. These forums enable TPI to hear the main issues faced by peers and
discuss potential solutions. Feedback from the forums helps inform and guide best
practice for the industry and regulators.

3. TPI now requires acquisition bids for direct properties that are being sold to be sent
directly to any appointed lawyers and not through an investment agent in order to
ensure that all bidders are treated fairly.
Through Climate Action 100+ TPI has identified the highest greenhouse gas emitters in
which it is invested and has flagged them for engagement. TPI intends to do this on a
collaborative basis. Looking ahead, TPI are also investigating what other collaborative
initiatives might present it with the best opportunity to take an active role in driving
change, given the size and structure of the firm, and whose strategic objectives align to
TPI’s own.
Working with other investors is a part of how TPI approach stewardship with investee
companies. TPI is willing to act collectively with other investors, where appropriate, to
protect shareholder value or to otherwise address issues that are relevant to the clients’
best interests and this has driven the rationale for joining the various initiatives it is
involved in.
Some examples of positive outcomes that have come from this type of collaboration are
where TPI have worked with other investors to ensure fund manager fees represent fair
value and fund sizes are commensurate with the opportunity set. In the case of a private
markets manager, TPI was able to negotiate a reduction in the overall fund size (the “hard
cap”) and negotiate for a fairer equalisation fee. In another case TPI liaised with other
Limited Partners of a fund on fees, which resulted in a fund-wide fee discount for investors
when a fund extension was being sought as the manager was asking for more time to work
out its strategy.
Common topics for collective engagement that TPI expects to get involved in cover all
aspects of ESG issues. This is a developing area and one that TPI will be reporting progress
on in future submissions.

2. TPI’s CEO is directly involved in mentoring younger people from disadvantaged
backgrounds as part of a larger programme, organised through Tesco PLC. This
programme is part of a longer-term initiative to improve opportunities for diverse
groups and therefore improve cognitive diversity within the industry.
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11. Escalation.
The Trustee has set clear expectations for TPI to escalate stewardship activities on its
behalf, as set out in our response to Principle 9.
Reporting on this principle is substantially addressed above in conjunction with Principle
9, where we include a number of case studies. These provide examples of escalation
undertaken by TPI and our external managers across asset classes. These case studies also
describe the outcomes that were achieved, or the progress that we are looking to make in
escalating and engaging with various stakeholders.
Improvement in this area is a key objective for the Trustee looking forward. The Trustee
has confirmed this objective to TPI and TPI have now been asked to bring examples of
escalation and engagement activity to quarterly Responsible Investment Committee (RIC)
meetings, where they will be discussed and activity/outcomes assessed. The Trustee is also
keen to ensure that TPI uses engagement to drive forward the Trustee’s ESG agenda, for
example in relation to its Net Zero commitment.
TPI is also in the initial stages of forming a formal escalation policy. We will provide further
details on this in our submission next year.
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12. Rights and Responsibilities.
12.1 The Trustee: Exercising Rights
and Responsibilities
The Trustee believes that, as an asset owner, exercising its rights and responsibilities
attached to the Scheme’s investments is an essential part of stewardship.
There are various ways to engage with investee companies, including discussions with
senior management and Board members, and voting on key resolutions when shares
are held by the Scheme. The Trustee, working with TPI and its managers, undertakes
engagement for all asset classes as discussed below.
Public equity
Through TPI, the Trustee uses Institutional Shareholder Services Group (‘ISS’) to provide
guidance on voting decisions. However, TPI can choose to vote in the way it feels is
appropriate and does not have to follow ISS’s voting recommendations.

Other asset classes
Through TPI the Trustee also engages with other asset classes including engaging with
corporate debt issuers, direct property holdings and private markets’ fund managers
appointed by TPI in order to seek alignment with the Trustee’s principles. The Trustee’s
Stewardship Policy makes it clear that the Trustee expects its investment managers to
undertake engagement for all asset classes. The TPI section below explains TPI’s approach
to engagement in relation to fixed income assets. See also the information in Principle 9.

12.1.1 Training
The Trustee has had training on voting and invites external speakers to its away days to get
an external view of stewardship and key issues.

As the majority of its publicly-held shares are managed by TPI, the Trustee receives reports
from TPI regularly on its engagement, voting record and discussions with companies.
Although the Trustee does not direct any of these votes, the Trustee expects TPI to report
any key votes and discussions in its reporting to the Trustee. In addition, the Trustee has
a voting policy which it reviews and shares with TPI at least annually to guide TPI’s voting
choices.
The Trustee’s current voting policy is not to direct votes itself but instead to require TPI
and its other managers to decide how to vote in the best interests of the Scheme and its
beneficiaries, reporting back to the Trustee as appropriate and notifying material concerns
to the Trustee. This is in line with the Investment Management Agreement between TPI
and the Trustee, and the Trustee’s RI policy. This voting policy will be reviewed and – if
appropriate - supplemented ahead of our next submission.
See also the information and examples in Principle 9 for evidence of how the Trustee
exercises its engagement with investee entities and TPI votes on its behalf.
Voting decisions are reported to the Trustee board and, where appropriate, are reported
for discussion ahead of votes actually being made.
The Trustee requires TPI to keep a record of all voting decisions that have been made. The
voting history for this period is shown below in section 12.2.
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12.2 TPI: Exercising Rights and
Responsibilities

Vote Cast Statistics

Vote Alignment with Policy
0.22%

0.00%

0.56%

5.44%

12.2.1 Approach to public equity trusts
All of TPI’s public equities voting is decided in-house, rather than delegated. TPI uses
ISS, a third-party provider which offers proxy voting services, to analyse forthcoming
shareholder votes, taking their recommendations into account, but TPI is not bound by
their recommendations. Instead, TPI considers each individual vote to ensure that the
recommendations of proxy voting services are aligned with the Trustee’s approach on
stewardship and the best interests of Scheme beneficiaries.
The scale of this work is significant. TPI participates in the majority of votable items and
as such, vote across a range of ESG themes, aligned with the principles set out in its ESG
policy.
The Trustee has had a systematic stock lending programme in place, but will never lend out
its entire position, so that it retains voting rights and can continue to be stewards of these
assets.

Category
Number of votable items
Number of items voted
Number of votes FOR

Number

Percentage

93.89%

99.78%

Votes FOR

Votes WITHOLD

Votes FOR

Votes WITHOLD

Votes AGAINST

Votes ABSTAIN

Votes AGAINST

Votes ABSTAIN

Vote Alignment with Management
5.7%

919
900

Meetings Voted by Market
1.30%
2.60%
2.60%

7.79%

3.90%

97.93%

36.36%

3.90%

845

93.89%

Number of votes AGAINST

49

5.4%

Number of votes ABSTAIN

0

0.00%

Number of votes WITHHOLD

5

0.56%

50

5.56%

898

99.78%

2

0.22%

849

94.33%

Votes with Management

Netherlands

Indonesia

Japan

51

5.67%

Votes with Management

South Korea

Canada

Ireland

France

USA

Guernsey

Number of votes on management stock option plan
Number of votes with policy
Number of votes against policy
Number of votes with management
Number of votes against management

5.19%
6.49%

14.29%
94.33%

15.58%

United
Kingdom

Tesco PLC Pension Scheme Stewardship Report 2021

62

Two examples of how we have voted, and our rationale for doing so, are as follows (this
information is in our Engagement and Voting Policy Implementation Statement on the
Trustee’s website).

Example 1: TPI voted against excessive pay for the CEO
June 2020: The parent company of a high-end fashion group
What was voted on: To approve the compensation of the Chairman and CEO
How voted: Against
Why? The Chairman and CEO of this company was due to be paid a bonus worth 193%
of their annual salary. However, the information provided to shareholders didn’t appear
to include any justification for such a high bonus award. For example, the Chairman and
CEO only needed to deliver against one financial measure over the year, which didn’t
seem to be very stretching. TPI’s proxy voting adviser, ISS, recommended to TPI that it
vote against the bonus. TPI took on this recommendation, looked into the performance
of the company’s shares, and agreed. In this instance, the majority of shareholders
voted in favour, but enough votes were cast against to make the company aware of
shareholder concerns.

Example 2: TPI voted to learn more about how a company was handling the
opioid epidemic
April 2020: A medical, pharmaceutical and consumer goods manufacturer
What was voted on: A report on governance measures relating to opioids
How voted: For
Why? Among other things, this company makes opioids and markets them overseas.
TPI felt that shareholders should be able to learn more about how the company
is changing its governance to address the risks involved in this activity, given the
ongoing opioid epidemic. As the company had been investigated by government
and involved in lawsuits - and a settlement - in the past, TPI voted on behalf of the
Scheme in favour of the company producing a report on the measures it’s taking.
The majority of shareholders voted in favour, so a good outcome was collectively
achieved.
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12.2.3 A clear focus on priority ESG themes

Further examples of votes relating to ESG issues are below:
Company Name

Meeting Date

Alimentation
Couche-Tard Inc

16-Sep-20

Alimentation
Couche-Tard Inc

Market

Vote

Voting aligns with TPI’s:

Canada

Vote in favour of Alimentation
Couche-Tard Inc adopting a
Responsible Employment Policy and
ensuring its employees a Living Wage

Social focus on human
rights

16-Sep-20

Canada

Vote to integrate ESG Criteria into
Executive Compensation

Governance focus on
executive compensation

Union Pacific
Corporation

14-May-20

USA

Vote for Union Pacific to report on
climate change

Environmental focus on
climate impact

Microsoft
Corporation

02-Dec-20

USA

Vote for Microsoft to report on
Employee Representation on the
Board of Directors

Social focus on diversity

American Express
Company

05-May-20

USA

Vote for American Express to report
on their racial and gender pay gap

Social focus on diversity

YUM! Brands, Inc.

14-May-20

USA

Vote to report on supply chain
impact on deforestation

Environmental focus on
climate impact

Looking forward, TPI is investigating whether it can segment its voting analysis into themes
which are linked through to the stewardship priorities TPI identifies. This would help TPI to
better monitor voting and engagement around these themes, and to capture the outcomes
of key votes. This would also help TPI to communicate priorities and expectations to
investee companies.

TPI has regard to a range of ESG themes and recognises in particular the rising importance
of social issues, in light of the global pandemic. In the coming year, however, TPI’s greatest
focus will be on climate change. Amongst other things, TPI will be performing scenario
testing, in order to understand better how the Scheme’s assets are exposed to climaterelated risks and the impact that its investments are having on the environment. TPI aims to
use this testing to develop a science-based approach to how it integrates climate factors
into investments and to inform its stewardship approach.
TPI also aspires to do more on diversity and inclusion, including setting clearer targets on
what it expects of its investee companies and embedding conversations on diversity into
its engagement processes.

12.3 Governance over engagement and
escalation
Whilst TPI has realised constructive outcomes through its engagement activity this year,
TPI plans to improve the framework by which it monitors and reports on engagement. This
in turn will support escalation of key issues. TPI will continue to use lessons learned from
across its investment desks, and others externally, to develop a robust and consistent
approach to engagement and escalation, whilst still recognising the nuances of the
different investment types. Amongst other things, in the coming year TPI will also be
updating its Responsible Investment policy to include more detailed policies on proxy
voting and escalation.

12.2.2 Approach to fixed income assets
Before investing in new bond issues, TPI reviews all programme documents and drafts
terms as part of its standard credit analysis. If, when final terms are published, there has
been an amendment which is inconsistent with its Responsible Investment policy, TPI
engages with the issuer to request a suitable change to the final terms. If this engagement
proves unsuccessful, TPI does not invest.

The Trustee and TPI look forward to the opportunities that this year presents
and are confident of the further progress we will be able to report on in our
next stewardship report.
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