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Welcome to the 2007 edition of Focus, which is designed to 
keep you advised both on matters that have affected your 
pension scheme over the past year and developments that 
may affect it in the future. In this edition we report on the 
year to 30th September 2006 and look forward to another 
busy year both for the Scheme and for UK pensions generally.

In fact, change continues to be a major feature. In April, we saw a major overhaul 
to the tax regime surrounding pensions. We reported on this in the last newsletter. 
Hard on the heels of the tax simplifi cation, the Government has now proposed 
signifi cant changes to the State Pension Scheme in a new White Paper published 
in May 2006, as well as introducing rules about age discrimination which may 
affect many UK pension schemes.
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And it’s not just legislation that’s changed. 
Over the last year, we reviewed, improved and 
updated our range of communications. Employed 
members of the Scheme received a new Scheme 
Booklet, reminding them of the key features of the 
Scheme and refl ecting changes made to the Scheme 
over the last few years. In September, employed 
members and pensioners were sent a ‘Summary 
Funding Statement’ detailing the fi nancial health of 
the Scheme. The Trustees are currently reviewing the 
results of the valuation (full fi nancial health check) 
calculated at September 2006 and your next annual 
Summary Funding Statement, to be issued later this 
year, will contain more details.

In the run up to and following the acquisition of 
BAA last year, the Trustees also worked hard to 
represent members of the Scheme in discussions 
with the Ferrovial Consortium, after which changes 
were agreed to the investment strategy and 
employer contributions. 

More detail on many of these issues is included in this 
newsletter, along with important facts and fi gures 
about the Scheme.

Focus is designed to be informative and useful to you 
as a Scheme member. We welcome your feedback 
and any suggestions you may have for future 
content. If you have any comments or ideas, please 
let us know.

Yours faithfully,

Tony Ward OBE
Chairman of Trustees
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challenge
How to ensure that pension schemes are 
professionally governed, or managed, is a key 
area of debate for many pension practitioners and 
government bodies alike.

The basis for governing most pension schemes 
in the UK is trust law. The principle behind trust 
law enables the assets of a pension scheme to 
be managed by trustees for the benefit of the 
members. Under a trust the assets of the pension 
scheme are legally separated from those of the 
employer so that, amongst other things, they are 
protected from the employer’s creditors.

The trustees are responsible for managing the 
pension scheme and have an obligation to act 
honestly and prudently taking account of the 
interests of all the beneficiaries. 

. . . . . . . . . . . . . . . . . . . . . . . ...Rising to the
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So what have your Trustees been doing over the past year?
Over the past year the Trustees have been 
working really hard on your behalf. In addition to 
the usual regular Trustee meetings, 12 additional 
meetings were held during the year, making it a 
very busy year.

A change to investment strategy – four 
meetings were held to consider the investment 
strategy of the Scheme. Following a review of 
the strategy, and with advice from the Scheme’s 
investment advisers, the Trustees decided to 
change the asset allocation of the Scheme (full 
details on the decisions and the background to 
them is included in ‘All About Investment’ on 
page 10). 

Negotiations with the Ferrovial Consortium 
– in addition, the Trustees had several discussions 
with the Consortium while they were negotiating 
over the acquisition of BAA. A special sub-
committee of the Trustees was formed for 
this purpose under the Chairmanship of the 
independent trustee representative, Mr John 
Bloxsome, and met 11 times over the year.

To ensure that members’ views were paramount, 
Tony Ward (the Chairman of the Trustees) and 
Rachel Rowson, did not attend the meetings as 
there could be a conflict of interests between their 
views as senior company directors and as Trustees 
of the Scheme. 

During these negotiations, when it was apparent 
that the Consortium would borrow significant 
sums in order to finance the purchase of BAA 
plc, the Trustees secured an agreement whereby 
the Pension Scheme would be a senior creditor 
(and therefore take priority over other ordinary 
unsecured creditors) in the unlikely event that 
the Company were to go into liquidation at 
some point in the future. This creditor status is 
evidenced in a complex document that also covers 
other senior lenders (such as banks), known as an 
Intercreditor Agreement.

It was also agreed to change the investment 
strategy in order to reduce the investment risk 
carried by the Scheme (and ultimately by the 
Company who would be obligated to make good 
any deficit). More information about this change 
is detailed in ‘All About Investment’ on page 
10.  An increase to employer contributions was 
agreed to compensate for any loss in investment 
return resulting from the reduced risk. Employer 
contributions were standing at 17% of salary 
(£46 million a year) and the Consortium agreed 
to replace these contributions with a flat rate 
contribution of £70 million a year for the next 
five years.

A Serious Business
With assets of over £2 billion and almost 20,000 
members depending in some way on the benefits 
and cover the Scheme provides, the role of the 
Trustees is a serious and demanding one.

Together, the Trustee Board and its advisers ensure 
that the Scheme is not only run in the professional 
and business-like manner required of any major 
financial entity, but also that it keeps pace with the 
latest thinking and industry best practice.

And they will be continuing to represent you and the 
needs of all members of the Scheme in discussions 
with the Company over the forthcoming year.



Just when you thought you’d got a handle on all the 
changes the Government has introduced to pensions in the 
UK, they bring out a new White Paper with more ideas for 
pension reform! 

changes
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Launched in May 2006, the paper contains important proposals 
that the Government believes will set the direction for the 
long term future of pensions and retirement savings. The main 
areas covered by the proposals that grabbed the headlines 
were increases to the State Pension Age, improvements to 
the current State pension arrangements including reducing 
the qualifying period for the Basic State Pension and 
the introduction of a new, low cost, national pensions 
savings scheme.

Of course like all White Papers it is only a consultation 
document and the Government is currently in the 
process of seeking views on the ideas it contains from 
a wide range of interested parties. This is likely to take 
some time and whether any of the proposals will actually 
be progressed at the end of the consultation process is 
by no means certain. The Trustee Board will keep the 
progress of the White Paper under review and will keep 
you informed of any future developments which have 
a bearing on the Scheme.



Age discrimination regulations
New regulations have been introduced with effect 
from October 2006 which prohibit age discrimination 
in employment. They cover recruitment, terms and 
conditions, promotions, transfers, dismissals and training. 

The regulations affect employment terms for retirement in 
a number of ways. For instance:

 All employees have the right to ask to work beyond 
retirement age and employers will have to consider 
that request. 

 Employers need to give at least six months notice to 
employees about their intended retirement date so 
that individuals can plan better for retirement. 

 There also has to be a ‘justifiable’ reason for an 
employer to compulsorily retire an employee below 
age 65.

The Company’s position and your employment options 
were set out in detail in a separate communication issued 
by the Company.

From 12th December 2006, the regulations were applied 
to pension scheme members and the Trustee Board and 
their advisers considered how these new regulations 
might apply to the BAA Pension Scheme. However, as 
members currently have the option to delay retirement, or 
to retire early, we believe that the Scheme already meets 
the requirements of these regulations.

•

•

•
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Understanding the risks and changes to 
the investment of your Scheme
Risk means different things to different people. For 
some, walking under a ladder simply isn’t worth the 
risk of something falling on your head. For others, 
leaping from a bridge attached to a piece of elastic 
is worth the risk for the sheer thrill of it.

With such a potentially wide range of attitudes, how do you assess 
financial risk as a Trustee Director of a Pension Scheme with assets of 
over £2 billion?

The answer is to approach it methodically, which is exactly what the 
Trustee Board and particularly the Investment Committee have done. 

Over the last year they have put in an immense amount of work to 
understand the nature of the investment risks facing the Scheme 
and identify ways in which these risks could be mitigated and 
ultimately reduced.

All about 
investment

• 08 09 • 



So how do we measure risk in 
the Scheme ...
The Scheme needs to pay pensions and benefits 
to its members. On a regular basis, the Trustee 
measures how much money needs to be held today 
to pay all the future benefits – this is the liability of 
the Scheme.

The risk in the Scheme is the extent to which the value 
of assets held (equities, bonds and cash) can increase 
or decrease in relation to the Scheme’s liabilities.

As part of the Trustee’s investment strategy, the 
Scheme’s assets are spread across a range of different 
investments and are managed by a number of 
different investment managers. The aim of the 
Trustee’s investment strategy is to obtain as high a 
return on the assets as possible, whilst controlling 
the risk to a level where the Trustee Board and BAA 
Limited (who ultimately pay the bills) feel comfortable.

It is widely understood by pension scheme trustees 
that whilst equities have the potential to bring in the 
highest returns over the long term, they also pose 
the highest short term risk because of their volatility. 
Equities can go up or down in value depending 
on particular markets they are in, the performance 
of the individual companies and for overseas 
investments the exchange rate of the currency in 
which they are traded. The returns they provide, 
therefore, bear no relation to the pensions the 
Scheme must provide but – as long as they perform 
well – they are important for increasing the overall 
value of the Scheme. 

(continued overleaf)

Markets and performance
Looking back
The overall return of the Scheme over the year to 
31st March 2006 was 24.2%. The return of the 
Scheme was higher than that of its benchmark 
(which returned 23.4 %). This outperformance 
of the benchmark was largely due to successful 
asset allocation and stock selection. Over the 
three year period to 31st March 2006 the 
Scheme achieved a return of 19.0% per annum, 
compared to the benchmark return of 18.1% 
per annum.

Moving forward
The outlook for the next 12 months depends 
largely on movements in interest rates and 
inflation. Both inflation and any threat from 
terrorism are key risks that could have a 
negative impact on the equity markets over 
the year. Outside these risks, the market 
is perceived as reasonably benign and the 
Scheme’s strategy is to remain diversified across 
a range of investments (including equities, 
bonds and cash). However, the proposed move 
from equities to bonds will mean a significant 
reduction in overall investment risk - more 
about this on the next page.
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All about  
investment (continued)
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At 30th September 2005, 35% of the Scheme’s assets 
were invested in UK equities and 35% in overseas 
equities. Investments in UK equities were invested 
in line with the FTSE100. The UK equity market is 
dominated by the 10 or so largest stocks. As a result 
investment in line with the UK index represents a 
concentration of risk. By investing 50% of the equity 
investments in the UK, the scheme was also restricted 
in its ability to take advantage of the investment 
opportunities of the global market. Therefore, 
following a review of the Scheme, the decision 
was taken to switch some of the investments in UK 
equities to overseas equities, reducing the proportion 
of the Scheme invested in the UK to 24% and 
increasing overseas equity exposure to 46%.

Following the acquisition of BAA by the Ferrovial 
Consortium, it was agreed that the investment 
strategy of the Scheme should be revised further 
with the aim of reducing the key financial risks 
within the Scheme. In a broad sense, pension 
scheme risks can be reduced by investing in bonds, 
because they provide an income stream that better 
matches the benefits that are likely to have to be 
paid out of the Scheme. Therefore, the proportion of 
the Scheme’s assets invested in equities was reduced 

to 40% and a corresponding increase was made to 
the amount invested in bonds. However, this change 
was not implemented until after the year end.

Like many aspects of running a pension scheme, the 
issue of risk is not as black and white as it might seem 
at first sight. However, over the past year, the Trustees 
have put in time and effort to 
increase their understanding 
of investments and 
have taken very 
positive steps in 
planning how 
to manage 
investment risk 
to both support 
the Company 
and meet the 
Trustee Board’s 
own long-term 
investment 
objectives.



Managers and mandates
Following the review of the investment strategy, a 
new manager – Lazard Asset Management – was 
appointed to manage a new global equity mandate 
from 5th July 2006. In addition, the Fidelity UK 
Equity mandate was reorganised.

The table below shows the different investment 
managers as at 30th September 2006, and the 
sort of investments that each manager is allowed 
to make.

Investment 
Manager

Mandate

Capital International Ltd Global Equities

Fidelity Pensions 
Management Ltd 

UK Equities 
UK Bonds

Goldman Sachs Asset 
Management Ltd

Currency management

Lazard Investment 
Management Ltd 

Global Equities 

State Street Global 
Advisors

Gilts 
Global Equities (incl. UK) 
Derivatives & Swaps

UBS Global Asset 
Management (UK) Ltd

Global Equities
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Asset allocation as at 30th 
September 2006

Asset Class %

UK Equities 20.5

Overseas equities 45.3

Corporate bonds 8.9

Index linked bonds 6.8

Gilts 10.8

Assets supporting currency 5.8

Cash 1.9



Taking your pension  

benefits 
Preparing for retirement?
Gone are the days when retirement was 
associated with old age and inactivity. Now we 
retire with years ahead of us and retirement can 
be the start of a new life. Before this new life 
begins, some thought should be given to how 
your finances are likely to look in retirement 
and what you can do now and in the future to 
make sure you are in good health during your 
retirement, so that you can enjoy this new life.

According to the Department for Work and Pensions (May 
2006), there are around 34 million people of working 
age in the UK. Of these people, the Pensions Commission 
estimates that 10-12 million people are either not saving 
at all or are at risk of not saving enough for the sort of 
income they will want in retirement. If you want to be in 
a position where your retirement income is more likely to 
meet your expectations, you will need to start planning 
ahead now.

Thinking ahead
To know whether you are saving enough for your 
retirement, you have to know exactly what you mean 
by ‘enough’. To find out what that might be, it’s worth 
listing your current expenses and thinking ahead to how 
different they might be when you are retired. 

Remember that you will probably save on certain items 
(such as the cost of travelling to work and you may have 
paid off your mortgage) but you will still have bills to pay. 
You should be as detailed as possible. And don’t forget 
to think about the effects of inflation – the rising costs of 
goods and services will have an impact on the purchasing 
power of your savings over time.

Are you saving enough?
So, you’ve looked at what your expected expenditure 
might be in retirement, but to see if there could be a 
shortfall you will also need to look at how much pension 
you have already earned: 

Your BAA pension
As a member of the Scheme, while you remain employed 
by BAA, you will receive a statement each year showing 
how much pension you could receive at retirement. Once 
you leave the employment of BAA you can request an 
ad-hoc statement at any time.

Other pension savings and investments
Your BAA Pension may not be your only source of pension 
income. You should look at the latest pension statements 
and illustrations of all your possible pensions, as well as at 
other long-term savings and investments you may have. 

What you’ll receive from the State
The State pension is unlikely to give you enough to live on 
in retirement, but it will be an extra contribution to your 
finances. You can ask for a forecast of your likely State 
benefits by completing form BR19 available at your local 
Pension Service or by applying for a forecast online at: 

http://www.thepensionservice.gov.uk/atoz/ 
atozdetailed/rpforecast.asp.
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Already retired?
As a pensioner of the Scheme, your views and 
concerns are also considered by the Trustees 
and there is a Pensioner Representative on the 
Trustee Board.

Changes to pension payslips
Those who are already in receipt of a pension will 
know that the process has recently been streamlined. 
A payslip is now only issued automatically in April 
and October or when your net pay varies as described 
below. The format of the payslips is also changing and 
will be the same as those issued to current employees.

 As your pension remains the same most months, 
rather than receiving a monthly payslip you will be 
sent a pay slip twice a year, in April and October, 
and if your net pay changes by more than £5 in 
any  month.

 Your pension will continue to be paid into your 
bank account monthly, on the last working day of 
each month.

 And, to protect your personal information, your 
payslip will have a security seal so that you will 
be able to tell easily if anyone has opened it 
before you.

Don’t forget, if you have any queries about the 
taxation of your pension, you must contact your tax 
office, the details of which are shown on your payslip. 
And finally, if you have changed your address or wish 
to change your bank details, you must inform the 
Pensions Team in writing using the address in the back 
of this booklet.

•

•

•

Boosting your retirement income:  
start planning today!
If reviewing your expected income and expenditure in 
retirement has highlighted a potential income shortfall, 
you should start planning today as to how you can boost 
your income. Here are a few tips to help you:

 Paying a little extra – Can you afford to set aside a 
little extra from your salary towards your retirement? 
For example, you may be able to pay additional 
contributions to the Scheme in exchange for added 
years of service.

 Remember the rules – You can stop working 
whenever you want to, but there are rules as to how 
much you can save on a tax-efficient basis each tax 
year and over your working life, as well as when you 
can take your retirement benefits. You should check 
the BAA Scheme booklet for further details.

 Do you want to work for longer? – If you don’t 
save enough, you may have to carry on working 
for longer, possibly up to 70 or even 75, (subject of 
course to the Company’s agreement) especially as 
the State pension and benefits might only cover the 
basics. Saving little and often will give you a better 
pension than making no additional savings.

 Get advice – Before making any decision about 
planning for your retirement, you may want to 
get financial advice. For details of an independent 
financial adviser in your area, please contact  
IFA Promotion on 0800 085 3250  
or visit www.unbiased.co.uk.

If you will be retiring from BAA you must advise your 
Line Manager of your intentions. They can then set 
the retirement process in motion. If you are no longer 
working for BAA you must contact the Pensions 
Department and let us know that you are retiring and 
wish to start taking your pension.

•

•

•

•

Taking your pension  

benefits 
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Figuring 
it out
Financial highlights as at 30th September 2006

Income £000’s
Contributions from members £15,653

Contributions from Company £52,608

Transfers in £3,439

Investment income £43,578

Total  £115,278

Spending £000’s
Pensions £45,133

Payments for leavers £2,228

Lump sums (on retirement or death) £13,716

Admin expenses and fees £8,064

Total £69,141

What it’s all worth £000’s
Value of Scheme assets as at 30th September 2005 £1,880,866

Income – expenditure £46,137

Change in market value of assets £160,453

Value of Scheme assets as at 30th September 2006 £2,087,456
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Membership at 30th 
September 2006

Active members 

9,264 (48.5%)

Pensioners

6,661 (34.9%) 

Deferred members

3,172 (16.6%) 

Making the connection
If you would like to find out more about 
anything covered in this issue, or have any 
questions about your individual benefits you 
should contact the Pensions Team.

The Pensions Team can also supply you 
with copies of any of the Scheme’s official 
documents (for example, the Report and 
Accounts, Statement of Investment Principles 
or Trust Deed and Rules).

Write to:  BAA Pensions

Saxley Court 
121-129 Victoria Road 
Horley 
Surrey 
RH6 7AS

Tel:  01293 821717

Email:  pensions@baa.com
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Guides and 
guardians

The Trustees
Chairman

Mr Tony Ward 
OBE

Services Director, BAA

Company-appointed Trustees

Mr S Condie Planning and Surface Access Director, 
BAA

Mrs A Hill Finance Director, T5 (from February 
2006)

Mrs R Rowson Company Secretary, BAA 

Member-nominated Trustees

Mr T Armstrong Airport Firefighter, Aberdeen Airport Ltd

Ms L Gregory Employee Relations Development 
Manager 

Mr S F Killick, 
MBE 

Airside Roads Duty Officer, Heathrow 
Airport Ltd 

Mr M Roberts Pensioner Representative (from 1 April 
2006)

Secretary to the Trustee Company 

Mr E W Hunt FPMI

Independent Trustee

The Law Debenture (BAA) Pension Trust Corporation plc

The Law Debenture (BAA) Pension Trust Corporation 
(LDPTC), although not formally a Trustee, is referred to 
in the Rules as the Independent Trustee and has been 
represented by Mr J Bloxsome.

Other Trustees during the year

Mrs M Ewing resigned in February 2006. 
Mr E Lomas resigned on 31 March 2006

Their advisers
Although the Trustees make decisions which affect the day 
to day running of the Scheme, they do so with the help 
and support of a team of professional advisers.

Investment managers, actuaries, lawyers, auditors, 
administrators as well as the in-house Pensions Team are 
all working alongside the Trustees. Their information, 
advice, recommendations, calculations and financial risk 
assessments are all part and parcel of the regular reading 
materials and deliberations of the Trustee Board and 
sub-committees. 

Details of the current appointed professional advisers are 
shown below:

Actuarial Advisers
Mercer Human Resource Consulting

Scheme Actuary
Frank Oldham of Mercer Human Resource Consulting

Auditors
Mazars LLP, Chartered Accountants

Bankers
Barclays Bank Plc

Custodian
JP Morgan Chase

Investment Managers
Capital International Ltd
Fidelity Pensions Management Ltd 
Goldman Sachs Asset Management Ltd
Lazard Investment Management Ltd
State Street Global Advisors 
UBS Global Asset Management (UK) Ltd

Investment Performance Measurement 
The WM Company

Solicitors
CMS Cameron McKenna LLP
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