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Introduction

‘This Statement. of Investment Principles (“SIP") has been prepared by the BAA Pension Trist Company
Limited ("’th_e-Trustee"f) in its capacity .aS"the current Trustee 'of the BAA Pension Scheme {"the-S'cheme")_
in consultation with LHR Airports Limited (“LHRA®. The SIP is designed to comply with. the
requirements of the Pensions Act 1995, as amended by the-Pension Act 2004, and The Occupational
Pension Schemes {Investment) Regulations 2005 (the Investment Regulations) and subsequent
legislation {collectively referred to as the ‘Pensions Acts’).

Effective Date
This SIP is effective from May 2022.

'TRATEG

Investment Objectives:

The Tr_u_s’tee aims to invest the assets of the Scheme prudently to ensure that the. benefits promised to-
Members and their Beneficiaries are provided as-and when they fall due. The overall aim is to reach
and maintain a position where sufficient assets are held to cover all liabilities, plus. an additional
reserve for unforeseen events suchas improvenients in life expectancy, and 1o have @ contribution rate
which the Principal Employer (as defined in the Schemé’s Rules), LHR Airports Limited ("LHRA"), can
afford.

The investment strategy agreed between the Trustee and LHRA targets an expected return over the:
Tiabilities (currently valued using gilt yields) with the aspirational target of reaching a 108% funding
position on a gilts + 0:5% basis. (based on expected refurns) by 2028. In choesing the investment
strategy, the Trustee recognises the level of risk compared to the Iié_biIities--that:-acc‘o_mpanies the
-outperformance target. A F?_'ens_'i_on Risk Management Framework ("PRMF") exists to-ensure that both
the level of risk and outperformance target are monitored by the Trustee and LHRA on a regular basis,
and calls to action for funding, risk, hedging and liquidity are easily identified..

Investment Advisor

Redington Limited has been appointed as. Irivestment Advisor. The Trustee believes that the
[nvestmient Advisor meets the requirements of the Pensions Acts. In matters where the investment
policy may affect the Scheme’s funding pélicy, input will also be obtained from the Scherne Actuary.
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Allocation of Assets

The Trustee regards the selection of asset classes as-the decision which has most influence on its
ability to achieve its investment objective,

The strategic asset aflocation is set taking into- account the hature and timing of both actual and
potential future liabilities, which are sensitive to interest rates, inflation, mortality and other financial
and demographic factors: it is also set having regard to the Trustee’s funding objectives, To meet
these, the Trustee has set an investment objective, after seeking the advice of the Investment Advisor,
comptising a returh target and risk appetite consistent with the Trustee's investment beliefs..

The asset allocation is split into:

Return-seeking assets, which have the objective-of outperforming the liabilities by investing in a
suitably diversified range of assets which together are expected to reduce investment volatility.

Liability-matching assets, which have the objective of using a liability-driven investment strategy to
provide a hedge against a portion of the interest rate and .inflation risks associated with the non-
insured liabilities, by investing predominantly in a range of UK government bonds alongsnde other
financial instruments such as gilt repos, interest rate and inflation swaps.

Choosing and realising investments

The: da_y-to_—.day fund management of the Scheme's ‘assets is performed by external professional
investment managers {each of which is authorised and regulated by the Financial Conduct Authority or
a similar local regulatory authority as required). Asset managers-are carefully selected by the Trustee to
‘manage underlying mandates. The Trustee believes that the appainted investment managets meet the
requirerents.of the Pensions Acts and have taken advice from the Investment. Advisor in selecting and.
retaining investment managers,

Mandates may take the form of either:
e Asegregated account managed by the Trustee's chosen asset manager; or
= Aninvestment in a pooled investrnent vehicle operated by the Trustee’s chosen asset'manager

3'|nvest_r_nents and in cons;deratlons relatlng to _the ||qUId|ty of those mvestments. Addltlonal reallsatlons
miay be required to ehsure that the Scheme's benefit outgaings and other expenditure can be met. The
Trustee ‘will notify the investment: managers of any amounts that need to be realised from their
portfolios for the payment of benefits or expenses, and the timing and regularity of such realisations.
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Investment manager policy

Due to the benefits of cost and ease of implementation, the Trustee mainly invests in pooled
investment vehicles. The Trustee recogniseés that due to the collective nature of these investments,
there is less scope to directly influence how the asset manager invests: However, the Trustee’s
investmerit advisors énsure the investment objectives and guidelines-of the manager are consistent
with that: of the Trustee. '

When relevant, the Trustee requires its investment managers to invest with a medium- to long-term
time horizon, and use any rights associated with the investment to drive better long-term outcomes.
For.some asset classes, the Trustee does not expect the respective asset managers to make decisions
based on long-term performance, These tay include investments that provide risk reduction through
diversification or through hedging, consistent with the Trustee's strategic asset allocation.

The: Trustee appoints its investment managers with an-expectation of a long-term partnership, which
encourages ‘active ownership of the Scheme's assets. When assessing a manager's performance, the
focusis on longet-term outcoimes and is assessed over & medium- to longér-term timeframe, subject.
to.a minimum-of three yeats.

The Trustee would not expect to terminate a manager’s appointment based purely on short-term
performance. However, a manager’s appointmerit could be terminated within a shorter timeframe than
three years due to other factors such as-a significant change in business structure or the investmerit
team.

M'ahagers'a're paid an ad valorem fee for a defined set of services. The Trustee reviews the fees
annually to confirm they are in line with market practices, notably when the Trustee-expects. the
manager to take an active ownership approach and consider long-term financially material ESG
factors.

The Trustee policy towards monitoring_'non-financia[ performance is set out inthe R'esp_on'sible
Investment section of the SIP.

The Trustee reviews: the portfolio transaction costs and portfolio turnover range of managers annually,
where the data is disclosed and availabte. The Trustee will theén' detefmine whether the costs incurred
were within reasonable-expectations,

_ ) _ Private and_Co_nf{:d'_entia_l 13
Classification: Confidential




Classification: Confidential

Risks

There are various risks to which any pension scheme is exposed. The following sets ouf the main risks
associated with the Scheme's investments and steps taken by the Trustee to-mitigate them.

The Trustee notes there are a range of other risks not covered here which may- affect the investments
and / ot the Scheme's liabilities from time to time and which the Triistee also attempts to take irito
account when setting the investment strategy and / or selecting asset managers. The Trustee and its
investment advisor(s) carry out periodic reviews to ensure the Trustee understands. the extent to which
these represent risks to the investments: Should there. be & material change in the Schetne’s
circumnstances or the market environment, the Trustee will review whether and to what extent the
investment. arrangements shauld be altered, including whether the current fisk profile remains
appropriate:

The Schemieis exposed to a humber of different investment risks. These include risks relating to:
» Funding - i.e. that the ‘Scheme has insufficient assets to cover 100% of the accrued liabilities.

+ Mismatching - arising from a differenice ih the sensitivity of asset and liability values to
financiat and demographic factors.

o. Cash flows — arising from a-s'ho_rtfall_-'of'.l_iquid ‘assets refative to the Scheme's immediate
liabilities,

e Investment managers — arising from a failure to meet target returns,

« Diversification — an inadequate spread of investrents:and sources of return.

a  Covenant — the possibility of failure of the Scheme’s sponsor.

s Counterparty - arising from the failure of a t'hir_d_ party to fulfil its obl'i_g:ati'onsﬁ_undér & financial -
(e.g. derivative or bulk annuity) contract entered inte with the Scheme.

o Op_erations.—' fraud, _po_or-advice or negligence,

+ Leverage — an additional risk introduced if the economic exposure arising from investing in a
derivative is greater than the capital committed to the invéstment.

» Regulatory — arises from'investing in a market environment where' the regulatory regime may
change.

e« Liquidity — the ease with which-assets are marketable and realisable.

« Climate - includes both asset repricing risk associated with the transition to a low carbon
ecchomy {driven by e.g: changes in regulation or shifts in market behaviour), and physical risks
such as asset damage resulting from climate change.

These risks are reduced by careful structuring of the Scheme’s funding and investment managerent.
arfangements, and ‘through the contracts with the investment managers. The Trustee closely monitors
these risks, including climate change; using — for example - the PRMF, and receives formal quarterly
reports on funding, cash flows, investment managers {including performance) and diversification, and
other such reporting as may be deemed necessary from timé to time. Counterparty tisk is reduced by
limiting the exposuré to any one countérparty, together with the usé of a collateral mechanism for
derivative posit'ions that is calculated daily.
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Operational risk is reduced as far as possible by due diligence on the appointment and review of
investment managers, annuity providers and advisors, and by contracts of engagement;

GENERAL

Additional Voluntary Contributions (AVCs)
AVCs and money purchase members are invested in policies with: Utmost {farmerly Equitable Life
Insurance), Avivaand Santander (formerly Abbey National Building Society).

Direct Investments

The Pensions Act 1995 disti'_nguish'es between investments where the management is delegated to an
investment manager 'with a written contract and those where a produict is purchased directly, e.g. the'
purchase of an insiirance policy or units in a pooled vehicie. The latter are known as. direct investments.
Assets directly held by the Trustee; including policies of .assurance such as AVCs, will be regularly
reviewed to ensure that they continue to be appropriate, and written advice will be obtained from the.
Investment Advisor. The Trustee will use the ¢riteria set out in' the: Occupational Pension S¢hemes
(Investment) Regulations 2005 when selecting direct investments.

Responsible Investment:

The Trustee believes that Environmental, Social and Governance “ESG" issues, including risks around
climate change are financially material and impact the value of investments over the Scheme’s time.
hotizon. As the Scheme i currently open to accrual, the appropriate time horizon is generally longer
term. The Trustee considers the long-term financial interests of the Scheme to be paramount, afid,
where appropriate. and. practical, requires its investment managers to:

s Consider financially material ESG issues {including climate change risks), in investment decisian’
making.

¢ Practice good stewardship ‘which includes engaging with issuers of debt- or equity on
financially material ESG issues. Good stewardship i this context relates to the investment
mahagers. gaining alignment with the Trustee to fulfil its fiduciary duty to the members of the
Scher_he, by undertaking a number of activities that serve to secure the members’ benefits in a
sustainable way. Such activities include monitoring assets, exercising any voting rights
aceruing to investments, and utilising their greater hegoti'afing power to put pressure on.
issuing companies. to adhere to certdin standards. The Trustee monitors and discloses the
voting records of its managers oh an annual basis.

The investment managers discharge their responsibilities in respect of the Scheme's ownership of
companies it accordance with the Financial Reporting Council's UK Stewardship.Code 2020, and in the:
bestinterests of beneficiaries.

From 1 October 2022, the Scheme is subject to climate change governance and reporting
reguirements under the-Occupational Pension Schemes {Climate Change Governance and Reporting).
Requlations 2021 (which is based on the recommendations of the Task Force on Climate-related
Financial Disclositres ("TCFD™). As such, the Trustee expects its asset managers (and other providers
where appropriate) to also adopt the TCFD recommendations. ‘when producing their financial
disclosures. The Trustee will monitor the extent to which'its asset managers and providers adopt TCFD
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reporting.

Furthermore, the Trustee expects its investment managers to practice good stewardship. This includes-
monitoring, engaging with issuers of debt or equity on relevant matters such as performance, strategy.
riSk_s, capital structure, conflicts of interest and 'e"hvironm'ental-, social or goverhance considerations,
and using voting r'ights.'to effect the best possible long-term outcomes,

The Trustee's investment advisor assesses the ability of each investment manager in engaging with
undetlying companies in order to. promote the long-term success of the investments; and réports'to
the Trustee on an -anriual basis covering how the investment managers have acted in Jine with this
policy.

The rationale for delegating uitimate ESG responsibility to the investment managers is-as follows:

e The investment managers are the closest party in the investment process to the underlying
companies and other assets in.which the Scheme invests,

e Through mariaging investments of multiple investors, the investment managers possess
greater negotiating power and thus are more able to meaningfully influence the ESG
characteristics of issuers.

The Trustee does not. believe that it can rely solely on markets to price in climate-related risks quickly
or accurately enough. The risks arising from climate change should therefore be actively managed
where this is possible, appropriate and consistent with the Scheme’s wider investment objectives.

The Trustee aspires to align with the aim of LHR Airports Ltd, its corporate sponsor; by dedicating
resource to considering how the Scheme can achieve net-zero carbon emissions. To this end; the
Trustee has set a long-term objective of achieving net-zero carbon ernissions no later than 2050, and
an intefim target of achieving a 50% reduction in emissions by 2030. In-addition to reducing portfolio
emissions, this will involve investing in a way that contributes to reducing emissions in the real
eCONOMY. The Trustee notes that there remains considerable uncertainty in the implementation of net-
zero investment strategies but is committed to working with asset managers and advisérs to move
towards this target.

The Trustee believes that-engagement (including the exercise of voting rights) is ene rmeans of helping
to manage the Scheme’s climate-related risks. Engagerient with underlying companies {as 'well as
other relevant arganisations)-is carried out primarily by investment managers on behalf of the Trustee.
Non=financial matters, including ethical views of beneficiaries and members, are not ordinarily taken’
into account in the selection, retention and realisation of investments.. '

The Tiustee ‘considers ESG integration as an.element in the selection and engoing: monitering of
investment managers, by considering research carried out by the Iavestrnent Advisor, which includes:

s Manager Selection Process: each time an investment: manager is selected or reviewed, ESG
integration is-one of the key selectian factors considered by the Investment Advisor's manager-
reseaich téam.

o Annual survey: The Investment Advisor's recommended investment managers are. surveyed
annually to ensure any changes to the'ESG integration process are captured (e.g. data sources,
reporting lines, ete).
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-+ UN Principles for Responsible Investment “PRI reporting: The Investment Advisor requests PRI
assessment scores from all investment managers for-funds in which clients are invested on an
annual basis. The Investment Advisor reports Strategy (& Governance scores as part of
standard quarterly manager monitoring reports. '

When selecting any new investmerit manager, the Trustee must be comfortable that it can adequately
manage ESG and 'climate refated risks, investing i line with the Trustee's beliefs. Managers will be
periodically reviewed and held to account. If the Trustee is not satisfied that managers are investing in
line with these béliefs, the Trustee will first engage with them to try to brmg about improvements, but
ultimately will-terminate their mandate if improvements are not made.

When:selecting, moriitoring and de-selecting asset managers, stewardship is factored into:the
decision-making process to:the a_ppro_p_riate. level for the specific asset class in question.

Climate-related risks.and opportunities

Climate-related risks'and opportunities are assessed by the Trustee in the setting of the
Scheme's funding strategy. For example, the results of various climate scenarios. on the
‘Scheme's assets are incorporated when setting the investment strategy, The impact of various
climate scenarios on the liabilities and Sporisor strength will also be considered in the future
with the help of the Schiemie’s actuarial and-covenant advisors.

‘As ‘previously mentioned, , The Trustee has set-a long-term net zero target of 2050 and an
interim target of 50% reduction in emissions by2030,. based on the carbon footprint of the
Scheme. A refeérence base year (30 June 2021) has been set against ‘which progress is
assessed.

In addition, the Trustee will lock to identify climate-related risks and opportunitigs over
certain time horizans: short term (the next actuariaf valuation [2024] c_y.c"l'e_}, medium term
(around the Scheme's 108% funding target [2028] on the self-sufficiency basis) and long
term '(_'in 10-12 years, asthe Scheme matures further).

Scheme Governance

The Trustee has established the Investment Sub-Committee (ISC), to which 'its' delegates the
responsibility for overseeing -and monitoring the Scheme's investments..

[tems to be monitored:

e The Scheme's funding level, on a quarterly basis.
¢ Climate related-risks and opportunities.

s The investrment managers, at [east annually and more often on an exception’s basis (in
theevent of negative organisational developments, poor performarice etc).

o The Scheme's asset allocation and rebalancing,
e Any ad-hoc prajects, stich as manager selection exercises..

»  Annual investment strategy reviews,
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Furthermore, in line with TCFD requirements, the Trustee, who has the ultimate responsibility, delegates
to the ISC the responsibility for ensuring climate-refated risks and opportunities are.integrated within
investment strategy, risk management:and decision-riaking.

In order to effectively carry out its responsibility, the ISC monitors ESG reporting provided to-it'on &
quarterly basis by its Investment Advisor, this contains relevant climate metrics as. set out under the
Occupational Pension Schemes (Climate Change Governance and Reporting) Regulations 2021 (the
results of which will be disclosed in the Scheme's voluntary TCFD report).

As previously mentioned, to effectively assess climate-related tisks and opportunities, climate change'
scendrio anhalysis are being carried out on the Scheme's assets {the results of which will be disclosed:in
the annual TCFD reports). The Trustee recognisés theé impaortance of condicting climate scenario
analysis on the Scheme's Jiabilities and covenant. As such, the methodologles regarding this are
currently being' developed to be able to assess the impact of cllmate related risks and opportumtles on
the Scheme’s funding strategy:

Finally, active engagement with companies in which the Scheme is invested, specifically relating to
climate-related risks-and opportunities, is delegated to the Scheme's investment managers. The Trustee
has received training.on engagement and is considering a number of actions to increase its.ability to
menitor their investment manager's stewardship efforts.

The Scheme Actuary performs a valuation of the Scheme at least every three years, in accordance with
regulatory requirements. The main purpose of the actuarial valuation is to assess the extent to which
the Scheme’s assets cover the accrued labilities and agree any Recovery Plan deemed necessary after
cohsulting with LHRA.

Custody & Accounting

The Trustee-currently emiploys JP Morgan Chase as the Scheme's. global custodian {the ‘Custodian’);
The Custodian provides safekeeping of the Scheme's segregated mandates and performs
administrative duties, including certain accounting functions on behalf of the Scheme.

The responsibility for selecting and monitoring the custodians of the investments managed within
collective investment vehicles does not reside with the Trustee. The Trustee is satisfied with the
arrangements in place.

For pooled investments, the Trisstee accepts that the custody and safekeeping of assets are arranged
'by-'t_he. investmant managers themselves and no direct custody relationship with the Sé¢heme exists.

The current bulk purchase annuity agreement policy with Legal and General Group plc is held by the
Trustee. '

Review of SIP

This. SIP will be reviewed at least every three years or immediately following a significant.change of
tnvestment policy of any material change to the Scheme. Written advice on‘any changes.will be taken
from the Investment Advisor. The Trustee seeks to maintain a good working relationship with LHRA
and will consult them on any proposed changes o the SIP.
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Signed on behalf of BAA Pension Trust Company Limited (the Trustee'of the BAA Pension
Scheme).

Signed: ‘%ﬁ) A Date:  16.June 2022

Name; Philip Wilbraham

Signed: L Date; 16 June 2022

Name: _Terry Mackay
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