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AT A GLANCE

Heathrow grew more
than any other airport
In the world last year

Passenger numbers in 2022 trebled to 62
million, as borders reopened in March after
two years of closures which were tougher
in the UK than in other major markets. This
increase alone was equivalent to fitting
virtually all of Frankfurt's 2022 passengers
into Heathrow. The rapid growth was

challenging operationally for all companies

on the airport, but we were successful in

getting as many people on their way as

possible by keeping supply and demand in

balance. Feedback from the vast majority

of passengers was that they received great

service, and we were pleased to be named

“pest airport in Europe”. This is a great :

credit to the teamwork and commitment of A : \ |‘ o
colleagues across Team Heathrow. i gl | 1"] ﬂ““‘.““\ﬂ"

,M‘Ilmﬂll'ﬂl'.’l\“\lﬂl

Service Is getting
back to pre-
pandemic levels

The border closures and loss of skills
deeply scarred the global aviation sector
and it will take some time to fully recover.
Over 25,000 people have started work

at Heathrow in the last 18 months and
resource levels are now close to pre-
pandemic levels. The focus is now on
improving skills, experience and building
resilience. We are seeing the benefits

in a successful Christmas and half-term
getaway. In 2019, passengers ranked
Heathrow as one of the top 10 in the world
and we are determined to get back there.
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We continued to be loss making throughout 2022

Annual losses have reduced from £(1,245) million to £(671) million, but inflation, lower passenger numbers
and insufficient regulated charges impacted underlying profitability. No dividends were paid in 2022 and none
are planned for 2023. Our financing remains conservative, with strong liquidity and gearing falling below pre-
pandemic levels. The final decision on the H7 settlement from the CAA, which will determine investment levels

in passenger service over coming years, is expected in March.

We worked hard to secure the global agreement of net zero aviation by
2050 at ICAOQ. Sustainable aviation fuel (‘SAF’) will play a critical role in
decarbonising the sector and we have created a £38 million incentive
scheme to encourage airlines to switch out kerosene for SAF - making
us one of world’s largest users of SAF. This year we have tripled our SAF
target, and this has been oversubscribed. Later this year Virgin Atlantic
will operate the first 100% SAF-powered transatlantic flight from
Heathrow to New York, which will demonstrate that the faster we scale
up SAF production the faster we can decarbonise aviation.

..
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“Dear All,

After two of the most challenging
years in our history, with aviation
grounded for large periods, 2022
marked the year of recovery. Despite
a slow start, the safe removal of all
travel restrictions in the UK in March
released a wave of pent-up demand
which continued throughout the
year. This presented a different set
of challenges for our airport and
required some difficult choices to be
made at times, as the entire sector
worked hard to return to normal.”
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Our fast recovery has been possible due to the hard work and commitment of
thousands of colleagues who have worked tirelessly to safely reopen the front
door of the UK, and | want to extend my most sincere thank you to every one

of you.

At Heathrow, passenger traffic
increased to 61.6 million — a three-
fold increase on the previous year.
This marked Heathrow as the fastest
growing airport in the world and we
climbed to eighth largest globally, our
highest position since 2019. Adjusted
EBITDA increased to £1.7 billion, only
12% down on 2019 and a reflection
of the strong financial discipline that
served the business so well during 2020
and 2021.

In the summer, we had to make some
difficult operational decisions as the
rapid growth in demand exceeded
the capabilities of the entire airport
ecosystem. These decisions are
never easy to take, especially when
they involve capping the number of
passengers departing the airport,
even for a relatively short period of
time. However, we did so with the
safety of our colleagues and
passengers as our priority, and the
action we took ensured that the
majority of people using the airport
during this period and since, have
had better, more reliable journeys.

From a financial perspective, our
liquidity position remained strong,
which allowed capital expenditure

to increase for the first time in three
years. While it remains below pre-
pandemic levels, we have a programme
of investment planned that, subject to
the final H7 regulatory settlement, will
improve the experience for passengers
in the coming years. At the same

time, we retained the full support of
our investors and banking partners,
completing over £1.9 billion of funding
including the refinancing of our
Revolving Credit Facility. The continuous
support from our shareholders
combined with the successful execution
of our pandemic protection plan, has
strengthened our balance sheet, and
we are financially ready for this period
of resumed growth.

As we move forward, we expect
another year of growth as the sector
remains on the road to recovery.
Operationally, we continue to build
back capacity across Team Heathrow.
Our experience over the second half
of last year will stand us in good
stead for Easter and summer and we
are confident that we will serve the
demand that our airline partners are
working hard to bring in.

We are passionate about protecting
the benefits of aviation in a World
free of carbon. We continue to take a
lead role in decarbonising the aviation
sector and it was extremely pleasing
to see a global net zero deal reached
at the ICAO Assembly in October. This
provides the framework for the sector
to move forward at pace in the coming
years. We are also committed to
supporting the Government's Jet Zero
Strategy. We are working with them
to create a mandate on the supply of
sustainable aviation fuel ('SAF’) and
to consider mechanisms to reduce the
material pricing gap with fossil-based
fuels. Our financial incentives scheme
will make SAF a regular feature of
fuel supply at the airport and we are
expecting to triple the volume of SAF
used this year. We've also recently
launched our Giving Back Programme,
which aims to help 1 million local
people by the end of the decade
through financial support to charities,
access to employment and an airport
volunteer taskforce.

Our ability to deliver improved services
for passengers in the coming years will
depend on reaching a fair and balanced
regulatory settlement for the H7 period.
It's frustrating for all stakeholders that
we start 2023 without a final decision
from the CAA. Whilst we don’t want
to trade-off any investment in our

plan, we need the confidence from the
CAA that cashflows will be protected
and investors can earn a fair return.
The longer it takes our regulator to
provide fair and reasonable economic
conditions, the more challenging it will
be to deliver to passengers the level of
resilient service they are requesting.

Thank you again to all my colleagues.
With the pandemic behind us we have
the prospect of an exciting period

of sustainable and efficient growth
ahead. We are at our best when we
work together, as we demonstrated
throughout 2022, and I look forward
to seeing the business deliver for our
passengers every time they make a
journey through Heathrow.

LORD PAUL DEIGHTON
Chairman
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OUR KEY PERFORMANCE INDICATORS

FINANCIAL KPIs

REVENUE
£2 9'] 3 m 2021 1,214
4

Revenue is an indicator of our top-line growth. It consists of aeronautical Zoe L

income, which is generated from fees charged to airlines for use of the | 2019 3,070
airport’s facilities, retail and other income from a variety of other

sources. Revenue increased 140% in the year due to the recovery of

passenger traffic following the easing of COVID restrictions and an

increase in aero charges set by the CAA's H7 interim tariff.

ADIUSTED EBITDA
£1,689m B -
I

Adjusted EBITDA is an indicator of how we are delivering top-line B, 272

revenue growth while remaining efficient and controlling operating 2019 1,922
costs. Adjusted EBITDA increased by 336.4% primarily driven by

increased revenue.

PROFIT/(LOSS) BEFORE TAX 2022 [ 182

£ 1 8 2 m 2021 (1,767)

Profit/(loss) before tax is a measure of total return generated 20 (1,985)

before taxation. Profit before tax includes net finance costs before 2019 577
certain re-measurements of £1,586 million and a non-cash fair value

gain on financial instruments of £908 million.

REGULATORY ASSET BASE !
£1 9,1 82m 2021 17,474

The Regulatory Asset Base ('RAB’) is a regulatory construct based on 2020 16,492
predetermined principles, not based on IFRS. It represents the 2019 16,598
cumulative net capital invested in Heathrow for which we earn a

regulated return. By investing efficiently in our airport and

constructively engaging with airlines, we add to our RAB over the

long-term which, in turn, contributes to delivering shareholder value.

The RAB increased 10% in the year due to the impact of increased
year on year inflation on the asset base offset by assumed
regulatory depreciation for the year.

CONSOLIDATED NOMINAL NET DEBT*
£15,764m 2021 15,21

Consolidated nominal net debt is a measure of indebtedness 2020 15,081
used by our financers. Consolidated nominal net debt increased 2019 14,355
by 2.2% in the year.

' Alternative Performance Measures (‘APMs’): the performance of the Group is assessed using a number of APMs, including Adjusted EBITDA, Regulatory Asset Base and Consolidated nominal net debt.
Management believe that APMs provide investors with an understanding of the underlying performance of the Group, while recognising that information on these additional items is available within the
financial statements should the reader wish to refer to them. APMs are discussed in detail and defined on page 221 of the financial statements.

2 EBITDA (2022: £1,634m, 2021: £530m) is profit before interest, taxation, depreciation, amortisation. Adjusted EBITDA is EBITDA excluding fair value adjustments on investment properties and
exceptional items. These APMs are reconciled on page 221 of the financial statements.

3 This is the passenger satisfaction score for the fourth quarter of 2020 as the ASQ survey was temporarily suspended in March 2020, to limit the spread of COVID-19, before resuming in August 2020.

# Scope 1 are all ‘direct’ CO2e emissions from activities at Heathrow under our direct control, such as Heathrow’s own vehicles, fuel required to heat our terminals and non-carbon emissions including
refrigerant gases. Scope 2 are all ‘indirect’ CO2e emissions from the electricity purchased for the organisation. Further detail on our carbon footprint can be found on page 38.
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OPERATIONAL AND CARBON KPIs

PASSENGERS

61.6m

The sum of all arriving, connecting and departing passengers.

We welcomed 61.6 million passengers through the airport in
2022. This is a 218% increase on the prior year, but 24% below
the record level of passengers in 2019.

PASSENGER SATISFACTION

3.97

An independent passenger satisfaction survey compares our
performance against circa 350 airports worldwide. Passengers
rate their experience on a scale from 1.00 to 5.00, where one is
‘poor’ and five is ‘excellent’. Our vision is to give passengers the

best airport service in the world. Our passenger satisfaction score

in 2022 reflects operational pressures in the year with our
European competitor airports also recording decreased levels of
passenger satisfaction.

DEPARTURE PUNCTUALITY

59.0%

The number of flights that depart from their stand within
15 minutes of the scheduled time.

Departure punctuality decreased to 59.0% reflecting delays
at other airports and airspace congestion across Europe.

BAGGAGE CONNECTION

98.0%

To improve service for every 1,000 passengers (direct and
connecting), we measure the percentage who successfully
travelled with their bags on the same flight. We put a great
passenger experience at the heart of what we do; our
operational ambition is ‘every passenger, every bag, every time".

LOST TIME INJURIES

0.35

Lost time injuries are injuries sustained by colleagues whilst
conducting work related duties, resulting in absence from work,
for at least a day. The measure is calculated as a moving annual
frequency rate on the number of incidents in the last 12 months
per 100,000 working hours.

We want everyone at Heathrow to go home safe and well to
their loved ones at the end of each day. Our lost time injuries
metric was flat compared to 2021.

SCOPE 1 AND 2 CARBON INTENSITY ¢

0.48

Scope 1 and 2 carbon intensity is a measure of how many
kilograms of scope 1 and 2 carbon dioxide is produced per
passenger. In 2022 our carbon emissions per passenger were
0.48, down from 1.50 in 2021.

2022 61.6

2021 194

2020 2241

2019 80.9

2020 4.243
2019 4.17
2022 59.0

2021 80.9

2020 85.7

2019 78.5

2021 99.0
2020 99.2
2019 99.0

2021 0.35
2020 0.14
2019 0.34

2022 0.48

2021 1.50
2020 1.05
2019 0.33

ANNUAL REPORT AND ACCOUNTS 2022

11



HISTORY OF HEATHROW

For over 75 years we have been an integral part
of the UK and its history. From a private airfield to
one of the world’s busiest international airports,

a lot has changed in that time.

In 1930, British aero engineer and
aircraft builder Richard Fairey paid the
Vicar of Harmondsworth £15,000 for a
150-acre plot to build a private airport
to assemble and test aircraft.

During World War Il the Government
requisitioned land in and around the
ancient agricultural village of Heath
Row, including Fairey’s Great West
Aerodrome, to build RAF Heston, a base
for long-range troop-carrying aircraft
bound for the Far East. An RAF-type
control tower was constructed, and a
‘Star of David' pattern of runways laid,
the longest of which was 3,000 yards
long and 100 yards wide.

Work demolishing Heath Row and
clearing land for the runways started
in 1944. However, by the time the
war had ended, the RAF no longer
needed another aerodrome and it
was officially handed over to the Air
Ministry as London’s new civil airport
on 1 January 1946. The first aircraft to
take off from Heathrow was a converted
Lancaster bomber called Starlight that
flew to Buenos Aires.

The early passenger terminals were
ex-military marquees which formed

a tented village along the Bath Road.
To reach aircraft parked on the apron,
passengers walked over wooden
duckboards to protect their footwear
from the muddy airfield. There was no
heating in the marquees, which meant
that during winter it could be bitterly
cold. By the close of our first operational
year, 63,000 passengers had travelled
through London’s new airport.

By 1951 passengers had risen to
796,000 and British architect Frederick
Gibberd was appointed to design
permanent buildings for the airport.
The focal point of Gibberd's plan was
a 122ft-high control tower. There was
also a passenger terminal called the
Europa Building (later renamed
Terminal 2) and an office block called
the Queen’s Building.

12

In 1969, Terminal 1 opened, by which
time five million passengers a year
were passing through the airport as
the jet age arrived with Boeing 7075,
VC10s and Tridents taking travellers
from Heathrow to and from all parts of
the world.

The 1970s marked the decade when
the world became even smaller thanks
to Concorde and wide-body jets such
as the Boeing 747. As the decade drew
to a close, 27 million passengers were
using Heathrow annually. Demand

for air travel also created the need for
another terminal, Terminal 4, which
opened for business in 1986.

By the time we celebrated our 60th
anniversary in 2006, we had served
around 1.4 billion passengers on over
14 million flights.

Terminal 5 opened in March 2008 and
marked the beginning of an exciting
new chapter for Heathrow. The brand-
new Terminal 2: The Queen’s Terminal
opened for business on 4 June 2014.

In 2020, the COVID-19 pandemic

had a significant impact on the aviation
industry. During this period, we used
our available capacity to prioritise
cargo flights with specific medical
items that were urgently needed in

the COVID-19 pandemic including
hospital equipment, PPE, sterilisation
and disinfecting products, medical
oxygen, medicines, swabs and test kits.
Heathrow was also a crucial lifeline

to the hundreds of thousands of UK
residents returning home.

Despite 2021 being one of the most
difficult years in our history, we used
the anniversary to celebrate the past
75 years. In 2022, with passenger
demand returning, we are focused on
building back better and getting back
to what we do best — reuniting friends
and families, creating connections and
making memories.

1944

Construction of London
Airport’s runways begins.

1946

London civil airport
officially opens.

1955

Her Majesty The Queen
opens the Central Terminal Area
and Control Tower.

1966

The British Airports Authority
is created. London Airport is
renamed ‘Heathrow'.

1969

Terminal 1 opens. -

1986

His Royal Highness Prince Charles
B and Princess Diana inaugurate
Terminal 4.

1987

The British Airports Authority
is privatised as BAA plc.

1998

The Heathrow Express rail
service is launched.

1999

The Terminal 5 public planning
inquiry ends — the longest in
UK history.

2007

A new air-traffic control
tower is operational
— the tallest in the UK.
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2008

Terminal 5 is officially opened
by Her Majesty The Queen
in March.

2009

Terminal 4 undergoes a
major refurbishment to
improve facilities.

2010

Demolition work starts on
Terminal 2 to make way for its
£1 billion replacement.

2014

The new Terminal 2:
The Queen’s Terminal opens
for business on 4 June.

2015

Terminal 1 closes.

2018

MPs overwhelmingly vote in
favour of Heathrow expansion.

2019

Heathrow welcomes a record
80.9m passengers.

2020

Heathrow remains open during

the COVID-19 pandemic to help

people get home and to secure
vital supply lines for the UK.

2021

Heathrow celebrates its
75th anniversary.

“Many people who have paid tribute
to Her Majesty Queen Elizabeth Il have
observed how they felt that she was
part of their lives. That is how we all

feel at Heathrow. She was a frequent
traveller through the airport on her
trips around the world. She was also
a close neighbour when she was at
home in Windsor, so close that you
can see the castle clearly from the
forecourt of Terminal 5. She helped
us celebrate many milestones in
Heathrow'’s growth to be one of the
great airports of the world — opening
the original Terminal 2 (The Queen’s
Building) in 1955, Terminal 5 in 2008,
and the new Terminal 2 (The Queen’s
Terminal) in 2014.

Heathrow was also where she first
landed when she returned from Kenya
as Queen to be met by Sir Winston
Churchill, after the death of her father,
King George VI.

When we were preparing for the
Royal opening of T2 we found the
original visitors book from the late
1940's, which carried the signatures
of many members of her family when
they flew through Heathrow, at a time
when it was mainly made of army
surplus tents. She was very thoughtful
as she looked through the book, but
lit up when she saw her own signature,
and Prince Philip’s, from when they
flew out to Paris for their first official
trip in May 1948.

None of us can imagine how hard it
must be to live a life of service and
duty under the gaze of the world for
70 years. She was a truly extraordinary
person and we at Heathrow are
grateful for the moments she spent
with us and the service she’s given to
our country.”

JOHN HOLLAND-KAYE
Chief Executive Officer
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WHAT WE DO

We are a service business that seeks to
give passengers the best airport service
in the world. Heathrow is the UK's only
hub airport. Hub airports combine direct
passengers, transfer passengers and
freight to enable long-haul aircraft to
fly to destinations all over the world.
These destinations could not be served
with regular, year-round flights by
point-to-point airports that rely on local
demand alone. We are currently the
busiest hub airport in Europe and the
eighth busiest airport globally’.

In 2022, we served 61.6 million
passengers, a 218% increase in
passenger numbers compared to the
prior year (2021: 19.4 million) and
24% below pre-COVID level in 2019
of 80.9 million.

Team Heathrow structure

Travel to

Heathrow Sy

Baggage
Make Up

Landside
Retail

Baggage
In System

1
Travel from i Baggage T
Heathrow | Arrivals Hall Reclaim 9
1
I, H

We serve a range of market segments,
including business and leisure travellers,
direct and transfer passengers, and long
and short-haul routes operated by a
diverse range of major airlines. As well
as earning aeronautical income from
airlines, we also generate income from
a variety of other sources. They include
concession fees from retail operators,
income from car parks, advertising
revenue, rents from property space and
income from the provision of airport
facilities and transportation services,
notably the Heathrow Express rail service.

We maintain a strong focus on
operational performance, improving the
passenger experience and investing in
new and upgraded facilities. Heathrow
was named best airport in Europe and
second best airport in the World at the
2022 Business Traveller Awards.

Departure Lounge Departure

Airside Retail Gate

Disembarkation

Arrival
Stand

During 2022, with the removal of all
travel restrictions, we saw a surge in
demand and a steady build in traffic.
Scaling up quickly is challenging with an
airport structure that is complicated and
services that are delivered by multiple
parties. As the diagram below shows,
the airport structure involves four main
stakeholder groups: the airport, the
airlines, UK Government and Air Traffic
Control. In practice it involves 85 airlines,
8 principal ground handlers, nearly 200
secondary airside handling companies
and several Government functions.
Ramp up requires all companies across
the airport to increase capacity at the
same pace.

Departure Punctuality
On Stand to Airborne

Arrival Punctuality

Il Operated by airport

I Operated by airlines

Il Operated by UK Government
Il Operated by Air Traffic Control

' Based on passenger numbers for the 12 months to 30 November 2022
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EMMA GILTHORPE
Chief Operating Officer

In 2022 we established a ‘Build Back
Capacity’ programme covering all
aspects of the airport ecosystem to
progressively increase capacity for
winter 2022. The focus was to build
back capacity, resilience and service
levels. Capacity and demand alignment
being key, to ensure the operation

was not over-stretched, support from
the Recruitment Task Force, reduced
Heathrow’s vacancy gap, and airline
ground handling medium-term resilience
and efficiency enhancements.

The creation of Team Heathrow Director,
led by one of our strongest operational
leaders, to work with airlines, ground
handlers and our own team to drive

up performance leading to a safer
environment, better service and
efficiency. During 2022 we regularly
deployed our Here to Help programme,
where non-operational colleagues
deploy into the operation in service
support roles, to give our passengers
the very best service possible during
our peak times.

Long haul passenger flights from
Heathrow provide the trading routes
which carry the UK's exports and supply
chain. Heathrow is the largest UK port
by value with 1.4 million tonnes of
cargo valued at £203 billion passing
through it in 2022.

Sustainability is core to our strategy.
In 2022, we released an updated
version of “Heathrow 2.0", our plan
to connect people and planet.

INVESTMENT AND INFRASTRUCTURE

We have invested over £13 billion of
private money, at no cost to taxpayers,
transforming Heathrow's infrastructure
since privatisation in 2006. In 2020, in
response to COVID-19 and to protect
our liquidity position, we enacted a
reduced capital plan. We invested £521
million in 2020 and £252 million in
2021.In 2022 we invested £442 million,
predominantly on various programmes to
ensure the airport’s safety and resilience
as passenger demand returns.

Terminals

Each of our four operational terminals
is either relatively new or recently
refurbished. During COVID-19 terminal
operations were consolidated, and by
June 2022 all terminals were operational
with the reopening of Terminal 4. Our
total terminal capacity is now back to
an estimated 85 million passenger per
year. We have a total of approximately
58,600 square metres of retail space
served by 314 open retail and food and
beverage outlets.

Runways

We operate two parallel runways,
generally operating in ‘segregated
mode’, with arriving aircraft allocated
to one runway, and departing aircraft
to the other. To mitigate noise impact
to residents living below the approach
and departure routes, the runways
for arriving and departing aircraft are
usually swapped at 15:00 each day, or
as weather conditions dictate.

The airport is permitted to schedule

up to 480,000 air-traffic movements
('ATMs’) per year. In 2019 we operated
at 99.1% of this cap and had been
operating close to the limit for many
years prior to COVID-19. In 2022, we
operated at 78.5% of this cap (2021:
39.6%) with ATMs growing in line with
increased passenger demand.

Our strategy reflects the new reality in
which Heathrow is operating, and
focuses on delivering outcomes that
align with the most material colleague,
community, and environmental issues
for the airport, namely:

e Net zero aviation — decarbonising
the aviation sector remains a key
priority for Heathrow.

e A great place to live and work
— delivering on the issues that are
most important to local communities,
managing the environmental impacts
of the airport and championing
equality, diversity and inclusion are
critical factors to Heathrow's success.

Responsible business foundations
— our commitment to continue to do
the right thing across a range of key
issues including safety, security and
governance through our strategies
and policies.

Further details of our commitment
to sustainable growth can be found
in the section starting on page 32.

Other infrastructure

We own railway infrastructure including
stations, tunnels and track from
Heathrow as far as Airport Junction on
the Great Western Mainline.

We also own public car-park spaces
that are available to passengers and the
general public. The terminals and their
approaches provide advertising space,
which yields further income.

HELEN ELSBY
Chief Solutions Officer
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OUR BUSINESS (CONTINUED)

REGULATORY ENVIRONMENT

We are subject to economic regulation
by the Civil Aviation Authority ('CAA),
which is the independent aviation
regulator in the UK, responsible for
economic regulation, airspace policy,
safety and consumer protection. As

the economic regulator for UK airports,
the CAA assesses the market power of
airports. If an airport passes the market
power test(s) set out in the Civil Aviation
Act 2012 (the 'Civil Aviation Act’),

the airport is regulated by means of a
licence. Heathrow has been determined
by the CAA to hold significant market
power, it operates under a licence
granted by the CAA in February 2014.
The licence includes a price cap on
Heathrow’s airport charges.

Economic regulation is designed to
allow the UKs regulated airports to
generate revenues which are sufficient
to finance their operating and capital
expenditure requirements and to provide
a regulated rate of return on their

RAB. Each regulatory period is set for a
defined period of time, known as ‘price
control periods’, the duration of which
is determined by the CAA. Return on
investment set by the CAA is meant to
provide a fair, symmetric, remuneration
of risk with limited upside to keep
charges low as well as limited downside.

The economic regulation framework
sees the CAA setting the maximum level
of airport charges for Heathrow using

a per-passenger price-cap mechanism

in real terms. For H7 this is a CPI +/- X
framework which incorporates an
allowed return on RAB.

The building blocks of this ‘Single Till’
calculation are illustrated below. The
CAA first determines the regulated
‘revenue requirement’. This is calculated
as the sum of all our forecast costs
(including operating expenditure, the
required return using the cost of capital
determined by the CAA on the forecast
RAB and regulatory depreciation) less
projected non-aeronautical revenue.
The resulting revenue requirement is
divided by forecast passenger numbers
to produce the per passenger maximum
allowable yield. The calculations are
performed in real prices and indexed
every year. For H7, the CAA is proposing
to index charges based on forecast CPI.

Our regulatory framework is consistent
with the economic regulation of other
UK regulated industries (such as water
and the energy sector). This form of
economic regulation is sometimes
referred to as ‘incentive regulation’,

in that we have an incentive to invest
in better facilities for consumers and
outperform the economic settlement
by attracting more passengers,
reducing operating costs or delivering
higher commercial revenues. In the
opposite case, we must absorb negative
financial impact, with no automatic
adjustment for shortfalls in our
passenger numbers or additional costs
unless in exceptional circumstances and
agreed with the CAA.

ASSETS

REGULATORY ASSET BASE
(EXISTING AND NEW CAPITAL INVESTMENT)

CALCULATED
WITH WACC

The regulatory environment provides
cash flow predictability which supports
external investment. Other key factors
and protections include:

e The CAA has the statutory duty to set
a return that secures financeability of
our operations.

e Building blocks rebaseline at the start
of every regulatory period which
restricts long-term risk exposure.

e Certainty and defined timing for
recoverability of efficiently incurred
capital investments through the RAB.

e Pricing linked to CPI and asset value
linked to inflation RPI.

e Some protection against exceptional
circumstances, for example changes
in security regulation proposed by the
Government, changes in traffic mix,
intra-period movements in property
rates costs and capital investment risk
in early phases of maturity.

e [tis also proposed that the H7
price control will include a traffic
risk sharing mechanism to provide
some protection against under
performance on traffic volumes and
sharing of our performance.

e The framework also expressly sets
out the ability for Heathrow and
other parties to request that the price
control be reopened in the event
of exceptional circumstances under
Section 22 of the Civil Aviation Act.

PASSENGER
FORECAST

v

RETURN ON
INVESTMENT

OPERATING

gk CAPITAL

\/ INCOME

() (0]

REGULATORY COMMERCIAL

DEPRECIATION REVENUES

(£

CHARGES

REQUIRED
REVENUE

AERONAUTICAL
CHARGES

Building blocks for maximum allowable yield calculation
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2022 REGULATORY DEVELOPMENTS

The CAA published its Final Proposals
for the next five-year regulatory

period to start in 2022, known as H7,
on 28 June 2022. This proposed an
average charge of £24.14 (2020 CPI)
across the H7 period. Our analysis
shows that the CAA's proposals, as
currently set out, are not deliverable due
to errors in the CAA's forecasts of key
regulatory building blocks. If these errors
are not rectified, we will not be able to
implement the investment set out in

our Revised Business Plan ('/RBP’), which
delivers what passengers want and need
on their journey through Heathrow.

We responded to the CAA's Final
Proposals on 9 August, detailing why
implementation of its Final Proposals

for H7 would result in an airport that
falls far short of what our passengers
expect. We are aligned with the CAA
on the key outcomes consumers expect
in H7 — but in advance of its Final
Decision, the CAA must now reconsider
its forecast of the key building blocks

to ensure the price control is deliverable
and can deliver on these outcomes.

On 16 December, we provided the CAA
with an update to our RBP. This update
flowed through the impacts of changes
in external inputs, such as updated
energy prices, inflation forecasts and
interest rates, on our building blocks.
This update is not a new plan but
ensures that the building blocks of our
RBP are based on the most robust and
up to date information and ensures
that the CAA has the most up to date
information on which to base its Final
Decision for H7.

The CAA will continue the H7 process
into Q1 of 2023 with a final decision
expected in March.

Given the longer than anticipated
timetable for setting a Final Decision,
on 1 February the CAA confirmed its
decision to implement a price cap of
£31.57 for 2023. This is in line with

the price cap for 2023 set out by the
CAA in its Final Proposals. This will be in
place for the entirety of 2023 with any
difference between the interim cap and
the price cap in the CAA's Final Decision
trued up through the remaining years of
the price control.
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OUR BUSINESS (CONTINUED)

GENERATING REVENUE

We generate three types of income: aeronautical income, which is generated from fees charged to airlines for use of the
airport’s facilities, retail income and other income from a variety of other sources.

YEAR ENDED 31 DECEMBER 2022

TOTAL OTHER REVENUE

£470m

PROPERTY
AND OTHER

OTHER
REGULATED CHARGES

HEATHROW
EXPRESS

AERONAUTICAL INCOME

Aeronautical income reflects the
fees charged by Heathrow to the
airport’s airline customers. The tariff
structure can vary in consultation
with stakeholders, but includes
three key elements:

Passenger charges

Passenger charges are based on the
number of passengers per aircraft

and levied in respect of all departing
passengers. There is no charge for
crew members. Charges vary by route
area (Domestic, Common travel area,
European and Rest-of-world) and type
(transfer and non-transfer passengers).
These are passed on directly by airlines
to passengers.

ROSS BAKER
Chief Commercial Officer
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TOTAL REVENUE
£2,913m

AERONAUTICAL
£1,879m

RETAIL
£564m

Movement charges

Movement charges are applied to each
aircraft on both take-off and landing.
These are calculated in accordance
with the certified maximum take-off
weight of the aircraft and are banded
into categories for aircraft weighing
less than and those weighing more
than sixteen metric tonnes, which
includes nearly all commercial aircraft.
These charges are broken into further
categories based on the noise chapter
rating of each aircraft, with the
quietest aircraft within their category
attracting a lower charge. The noise
rating component of these charges
also includes a multiplier effect for
any movements that are unscheduled
between 23:30 and 06:00. Arriving
aircraft are also subject to an emissions
charge based on their nitrogen oxide
('NOx’) rating.

Parking charges

Parking charges are levied for each
15-minute slot after 30 and 90
minutes (narrow and wide-bodied
aircraft respectively).

TOTAL RETAIL REVENUE
£564m

i OTHER
i SERVICES
i CAR
i PARKING :
: CATERING
' OTHER
RETAIL

RETAIL AND OTHER INCOME

The 'Single Till' means that higher
retail and other income reduces per-
passenger charges. Retail and other
income is generated from a variety
of sources. These include:

¢ Retail — concession fees from retail
and commercial concessionaires
and direct income from car parks,
advertising and premium products.

e Other regulated charges - the
recovery of certain costs incurred
for the provision of facilities such
as baggage handling and passenger
check-in.

e Heathrow Express — fare
revenue from the Heathrow Express
rail service.

¢ Property and other — income from
rental of airport property space, such
as aircraft hangars, warehouses,
cargo storage-facilities, maintenance
facilities, offices and airline lounges.

RETAIL
CONCESSIONS
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“2022 may have been a year of recovery, but 2023 is
shaping up to be a year of renewal for Heathrow. Our
teams have already delivered a successful Christmas and
half-term getaway, and with a great investment plan in
place, we are determined to once again rank in the top
10 airports for service. | couldn’t be prouder of how far
Team Heathrow has come in my nine years as CEO — from
transforming customer service, to securing Parliamentary
approval for expansion to surviving two years of border
closures and rebuilding the business. My successor will
take on a fantastic team who are making Heathrow a
world leading hub that Britain can be proud of.”

JOHN HOLLAND-KAYE
Chief Executive Officer




STRATEGIC REPORT .

REVIEW OF THE YEAR

2022 has been a year of significant
recovery at Heathrow — we welcomed
61.6 million passengers, an increase
of 42.2 million versus 2021, which
represented the highest passenger
increase of any major airport globally.
Whilst we delivered this significant
growth, we also successfully provided
very good service to our passengers.

Looking at 2022 more closely, we
continued to progress all four strategic
priorities — mojo, transforming customer
service, beating the plan and sustainable
growth — which underpin our vision to
give passengers the best airport service
in the world.

We had a very slow start to the year,
given ongoing travel restrictions and
uncertainty over Omicron. When the
UK Government removed all travel
restrictions in March, we saw a surge
in pent-up demand with passenger
numbers climbing to the highest

level since the start of the pandemic.
Q1 also saw the introduction of our
sustainable aviation fuel ('SAF’) incentive
to encourage airlines to shift to lower
carbon fuels. This was oversubscribed,
and we transitioned 0.5% of the
airport’s fuel. We plan to do more in
the coming years, steadily increasing
the use of SAF at the airport and
complementing the Government’s Jet
Zero policy.

As the UK aviation sector continued
to recover, passenger demand
increased through Q2. Given the
ramp-up plan we initiated in November
2021, we were able to successfully
manage the peaks across Easter
and the Jubilee bank holiday
and all operations, including
Terminal 4, were open
before the summer peak.

However, by late June, we started to
experience increased pressure across
the entire airport ecosystem. Despite
our best efforts, we saw periods

where service dropped to a level that
was not acceptable. This was due

to a combination of reduced arrivals
punctuality (as a result of delays at other
airports and in European airspace) and
increased passenger numbers starting
to exceed the combined capacity of
airlines, airline ground handlers and the
airport. We took swift action in early
July to protect consumers by applying

a temporary capacity limit on departing
passenger numbers to better align
capacity and demand.

Over the summer, 18 million passengers
travelled through the airport, making
Heathrow the busiest out of any
European hub airport. The departing
cap successfully improved passenger
journeys with fewer last-minute
cancellations, better punctuality, and
shorter queue times. Overall, the vast
majority of passengers who travelled
through Heathrow over the summer
had a very good experience. \We were
therefore able to remove the temporary
cap at the end of October.

Following our experience in the summer,
we established a ‘Build Back Capacity’
programme in Q3 covering all aspects
of the airport ecosystem. This was
designed to get capacity, service levels
and resilience back to the high levels
that they were before the pandemic.
Team Heathrow ended 2022 with nearly
75,000 people, and we continue to
work alongside airlines and their ground
handlers to boost recruitment in 2023
through our programme.

Forward planning and close
collaboration with airport partners
ensured we provided a smooth and
efficient service to travellers during the
busiest Christmas getaway since 2019.
92% of passengers passed through
security in under ten minutes during the
Christmas peak, service for passengers
requiring support improved, and
arriving travellers reported a friendly and
efficient journey through immigration,
in spite of industrial action.

From a financial perspective, the growth

in passenger numbers led to an Adjusted
EBITDA of £1.7 billion for the year. We
raised £546 million of debt financing
throughout 2022 and successfully
concluded the refinancing of our Revolving
Credit Facility at a size of £1.4 billion.

In terms of regulation, the CAA published
its Final Proposals for the H7 period in
June. Our analysis shows that the CAA's
Final Proposals, as currently set out, are
not deliverable due to errors in the CAA'S
forecasts of key regulatory building blocks.
We responded to the CAA's consultation in
August, detailing why implementation of
its Final Proposals would result in an airport
that falls far short of what our passengers
expect. As we wait for a final decision in
March, the CAA has confirmed an interim
tariff of £31.57 for 2023.

Throughout the year, we made tangible
progress in delivering our Sustainability
agenda. A historic global agreement on
net zero international aviation by 2050 was
reached at the ICAO Assembly in October.
It brings the global industry in line with UK
aviation, which committed to this in 2020.
In addition to the introduction of our first
SAF incentive, we continue to support

the Government on its plans to introduce
the mandates and consult on the price
incentives needed to stimulate domestic
investment in SAF. We also published our
Surface Access Strategy in August which
set out plans to increase passenger public
transport mode share, reduce colleague
single-occupancy-car mode share, reduce
carbon emissions, improve air quality

and increase public transport catchment,
to support the delivery of the goals and
targets set out in both key pillars of
Heathrow 2.0.

Above all, our talented colleagues have
worked tirelessly and in close partnership
with the airlines and all of Team Heathrow
to support the recovery and this sets a
strong foundation from which we will
provide great service to our passengers.
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OPERATING REVIEW (CONTINUED)

BUILD BACK CAPACITY

Following removal of the temporary
capacity cap at the end of October,
we established our ‘Build Back Capacity’
programme last year with the aim of
progressively and swiftly building back
capacity, resilience and service without
compromising safety and security.
Progress has been good, although we
have now reassessed the programme
priorities in light of learnings from the
summer and winter. To ensure we are
ready for the easter and summer
peaks, we are focussing on the critical
areas of ground handling, check-in,
security, the ID centre and passengers
requiring support.

BUILD BACK CAPACITY
PROGRAMME SCOPE

PASSENGER
AIRCRAFT
BAGGAGE

CAPACITY PLANNING

RESOURCING

AIRLINE GROUND HANDLING

OPERATIONAL RESILIENCE

SAFE & SECURE
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BREXIT

The UK exited the European Union on 1
January 2021. As part of the Withdrawal
Agreement, flights can continue without
disruption between the UK and EU.
Aviation connectivity is seen as a priority
for both parties and will continue to be
so in the future.

From a border perspective, EU citizens
can continue to use electronic gates

at immigration upon arrival into the

UK. Since 1 October 2021, unless they
hold EU Settled Status, EU arrivals must
now present their passport at the UK
border as a valid ID. Heathrow has
worked with Government and Border
Force to manage changes to border and
passenger processes and ensure minimal
disruption. Longer-term, Heathrow is
working with the Government to deliver
on its objective of "the world’s most
effective border’ through the 2025 UK
Border Strategy. As the UK’s biggest port
by value and only hub airport, Heathrow
has an integral role to play in helping
the Government make ‘Global Britain’

a reality.

From a passenger perspective,

we continue to make the case to
Government to expand the number of
eligible cohorts using e-Gates — such as
visa holders and those with Electronic
Travel Authorisation ('"ETA") and e-visas —
as well as ensure sufficient resourcing of
Border Force.

From a freight perspective, we are
pushing the Government to remove
outdated ‘Canalisation’ regulations,
thereby making the cargo processing
time at Heathrow quicker — in some
cases halving the time it takes to process
goods at the airport. Additionally, the
Government believes now is the right
time to review and reset the UK's import
controls. It will publish a new Target
Operating Model (‘'TOM’), which will

set out a new regime of global border
import controls. This will apply equally
to goods from the EU and goods from
the Rest of the World and will target the
end of 2023 as the revised delivery date.

KEY MANAGEMENT CHANGES

Mark Brooker joined the Board of
Heathrow Airport Holdings Limited as
a Non-Executive Director in April. He
brings a wealth of digital, financial and
transport expertise to the Board as the
airport gears up for growth, post-
pandemic.

Mr Brooker has a wide breadth

of experience across high-profile,
operational and strategic roles including
Chief Operating Officer for Trainline
and Betfair Group Plc and will support
the airport in navigating the challenges
associated with rapid growth, whilst
remaining focused on providing
excellent service and taking advantage
of digitalisation in a post-COVID era.

We also welcomed Mine Hifzi as our
new General Counsel and Company
Secretary. Mine has joined the Executive
Team and brings a wealth of experience
from the Telecoms and Media sectors.

On 2 February 2023, | announced
my intention to step down as Chief
Executive Officer of Heathrow and as
an Executive Director of the HAHL
Board during 2023.

OUTLOOK

The performance outlook for 2023
remains consistent with the forecasts
published in our Investor Report on 16
December 2022. We will continue to
monitor performance and provide a
further update in our Q1 results in April.

JOHN HOLLAND-KAYE
Chief Executive Officer

22 February 2023
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OUR STRATEGY

Our vision is to give passengers the best airport service in the world. We deliver
passenger service through everyone at Heathrow working together to a common
plan — in particular to make sure that passengers, bags, planes and cargo have a
fast and reliable journey. We will take a lead with Team Heathrow to achieve this.
In the post-Covid world, passengers expect to have an easy, clean journey where
they feel supported and reassured; delivering on these expectations will be critical

to give us the competitive advantage we need to win the recovery. The theme
of growth runs through each of our four business priorities: Mojo, Transform
Customer Service, Beat the Plan, and Sustainable Growth.

Heathrow is the UK'’s only hub airport
and largest port. We are a national
asset and maintain strong links with
Government to support the UK’s
national interest and our own as the
UK’s hub in order to regain our position
as Europe’s biggest hub. We still believe
that the UK will need an expanded
Heathrow to connect all of Britain

to global growth, and will work to
deliver that in a way that is deliverable,
affordable, financeable and sustainable.

We will continue to shape our strategy
in the context of an overall strategic
framework defining who we are and
what and how we seek to achieve

our long-term aims. Our strategic
framework ensures that our purpose is
at the heart of what we do. It reminds
us of our priorities and values which
reflect a simple business logic: engaged
people deliver excellent service and
results, which underpin our licence to
operate and grow.

Excellent service at an affordable

price is our differentiator that makes
passengers more likely to choose
Heathrow again. We have developed
our plan around our four priorities.
We need our leadership team to focus
on growth and doing everything we
can to achieve it. This will also mean
not doing some things; we have
crafted a carefully prioritised capital
plan, which delivers initiatives that
will best enable our growth over the
coming years. While our plans can

be adapted if required, we do not
anticipate any additional significant
initiatives being included in the capital
plan at a later date.

F

CHRIS ANNETTS
Chief Strategy Officer
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OUR PLAN TO ACHIEVE OUR VISION

Our Masterplan is our long-term, high-level development plan agreed with our stakeholders. Our Regulatory Business
Plan reflects consumers’ views and provides the plan and building blocks for the next regulatory period. Our Management
Business Plan contains the actions and resources we need to deliver our strategy.

To give passengers the best airport service in the world

PRIORITIES

VALUES

The long-term plan for the layout of an expanded Heathrow

OUR PLAN TO
MANAGEMENT . .
ACHIEVE OURVISION | D REGULATORY The consumer outcomes, action and resources we need to deliver

BUSINESS PLAN our strategy including over the next regulatory period

Our priorities explained

MOJO BEAT THE PLAN

To be a great place to work, we will help To secure future investment, we will
our diverse colleagues fulfil their potential ‘beat the plan’ and deliver a competitive
and work together to lead change across return to shareholders by growing

<, S
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revenue, reducing costs and delivering
investments efficiently.

LB Heathrow with energy and pride.

SUSTAINABLE GROWTH
To grow and operate our airport
sustainably, now and in the future.

TRANSFORM CUSTOMER SERVICE
To deliver the world’s best passenger
experience, we will work with the
Heathrow community to transform the
service we give to passengers and airlines,
improving punctuality and resilience.
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OUR STRATEGY (CONTINUED)

Our values explained

DOING THE RIGHT THING

Doing the right thing means acting with integrity and
thought for others, ourselves and Heathrow. It means

living the values in everything we do and underpins all our
actions, decisions and interactions. Doing the right thing
is something that sets us apart. For colleagues at Heathrow,
it's something that is ingrained in our culture from our
proud history and connects all of us. It enables us to feel
confident in our decisions and proud of our actions.
We're responsible in the way we do business. \We take
a lead on Sustainability and doing the right thing by being a
good neighbour and delivering against Heathrow 2.0.

‘Doing the Right Thing” means...
e Take care, do things right
e Own our actions

°
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e Take pride in what we do

KEEPING EVERYONE SAFE

Caring for ourselves and one another, so that we feel
safe, secure and well and empowered to speak up,
across all settings and activities. We notice and care and act
with consideration for others, ourselves, Heathrow and the
community. The safety of our colleagues and passengers has
always been a non-negotiable. It’s our first and foremost
objective to running our business. The physical and mental
wellbeing of ourselves and each other has never been
more important, so they go hand in hand. When we and
those around us feel safe, secure and well, we can achieve
and enjoy a great place to work.

‘Keeping Everyone Safe’ means...
e Look out for ourselves and others
e Stop, think and act
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e Care and speak up

WORKING TOGETHER

Working together constructively to achieve a common

goal. We are stronger and achieve more when we work
together. It feels good to be valued for your contribution,
to appreciate others and to bring out the best in each
other. Working together supports a sense of belonging
and connection, with us each playing our part to achieve
the best outcomes.

‘Working Together’ means...
e Connect with others to deliver our best work
e Bring out the best in each other

2
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e Recognise and appreciate others
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TREATING EVERYONE WITH RESPECT

In every Heathrow interaction, people are valued, respected,
included and treated fairly. Everyone deserves to be treated
with respect and consideration. When we feel respected and
included, we can trust one another and feel confident

to bring our true selves to work and able to speak

up. Trust enables us to have honest conversations and the
confidence to face challenging situations to achieve the best
solutions. An inclusive culture leads to diversity of ideas
and helps us to make better decisions.

‘Treating Everyone With Respect’ means...
e Value everyone’s contribution
e Actively listen to understand

e Embrace differences

GIVING EXCELLENT SERVICE

Giving excellent service is about our ambition to lead,

to be our best and give our best. [t means living our
Service Signatures in every interaction - with colleagues,
customers and partners. We give excellent service because
we are proud that passengers see Heathrow as the best
place to fly from, through and to. By doing this we will
achieve our vision of giving passengers the best airport
service in the world.

‘Giving Excellent Service’ means...

%
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¢ Notice and Care
e Share what we Know
e Make things Better

IMPROVING EVERYDAY

Being ambitious and always striving for the best, with

the right tools and mindset to succeed. We feel proud

of our ambition and feel fulfilled because we are always
improving, learning and growing together in the pursuit
of it. We grow and learn from each other by sharing

our knowledge and experience. It's not always about
perfection every time, but a desire to embrace change
and have a growth mindset. We learn from the past and
apply those learnings to the future to continuously reach
the best solutions.

‘Improving Everyday’ means...
e Keep things simple in every interaction
e Seek out new opportunities

3
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e Learn, adapt and grow
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OUR STAKEHOLDER GROUPS

The strategic framework also sets our aspirations for each of the five strategic stakeholderholder groups (passengers,
colleagues, airlines, investors, UK communities and environment) and the key components of our Heathrow Ecosystem

(statutory authorities, supply chain and commercial partners).
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PASSENGERS:
TO GIVE
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PERFORMANCE AGAINST STRATEGIC PRIORITIES
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We want Heathrow to be a great place to work and continue to provide fantastic opportunities for our
talented colleagues to develop their careers. We have continued building strong leadership capability
and across the year 247 colleagues (2021: 298) were promoted and 285 colleagues (2021: 245) were
assigned to training and development programmes. We also want to ensure everyone goes home safely
every day and maintain our focus on the safety and wellbeing for our passengers and colleagues. For
the year ended 31 December 2022, our lost time injuries metric was 0.35 (2021: 0.35), flat compared
to 2021. We continue to work internally on our incident reduction plans.

PERFORMANCE INDICATORS

Lost-time injuries’ Colleague engagement’
2022 0.35 2022 54%
2021 0.35 2021 51%?2
2020 0.14 2020 n/a?
2019 0.34 2019 74%

" Injuries sustained by colleagues whilst conducting work related duties, resulting in absence from work for at least a day, calculated as a moving annual frequency rate of
the number of incidents in the last 12 months per 100,000 working hours (Lost time injuries); miniPulse colleague survey results (Colleague engagement).

2 Due to COVID-19, the miniPulse colleague survey was suspended in 2020, before resuming in March 2021. Colleague engagement for 2021 is based on the average
from March to December 2021; the decline compared to historical results is predominantly due to the pandemic and the subsequent business impacts.
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Over the last quarter, the majority of passengers had a good experience through the airport. Our forward
planning and close collaboration with airport partners ensured we provided a smooth and efficient service
to travellers throughout the festive period. Service for passengers requiring support improved, and arriving
travellers reported a friendly and efficient journey through immigration despite industrial action.

In 2022, we achieved an overall ASQ rating of 3.97 out of 5.00 (2021: 4.23), reflecting operational
pressure across parts of the year. This is consistent with our European competitors, who also saw
decreases in levels of passenger satisfaction. 73% of passengers surveyed rated their Heathrow experience
‘Excellent’ or "Very good’ (2021: 82%). The main reason for the decrease was that more passengers rated
their Heathrow experience as ‘Very Good’, ‘Good’ or ‘Fair’ compared to the ‘Excellent’ rating we were
seeing in 2021. Lower satisfaction levels were driven by a decline in aspects in the passenger journey such
as, ‘Shops’, ‘Waiting Time at Security’ and ‘Ease of Making Connections’ when compared to 2019.

Satisfaction with the Courtesy and Helpfulness of Airport Colleagues decreased to 4.38 versus 2021 (4.58)
but represented an improvement versus 2019 (4.35) and exceeded the 2022 target of 4.37. Overall, 45%
of passengers rated Heathrow on this metric as ‘Excellent’ during 2022, an 18% points decrease versus
2021 and 6% points increase versus 2019, with the proportion of ‘Poor’ or ‘Extremely Poor’ ratings being
very low at 1%.

PERFORMANCE INDICATORS

Passenger satisfaction ("ASQ’)! Baggage connection'

N
o
N

N

3.97 2022

20 a3 220 900%
20 a2¢ 200 992%
1A 2009 990%

Departure punctuality’ Courtesy and Helpfulness of Airport Colleagues (‘QSM’)"
21 s09% 2 ass

J220  87% 2020 442

J2000 785% c2009 435

Security queuing'

2022 69.4%

' Airport service quality (‘ASQ'); percentage of flights departing within 15 minutes of schedule (Departure punctuality); percentage of passengers passing through
central security within five-minute period (Security queuing); percentage of connecting bags travelling with the passenger (Baggage connection); quality of service
monitor (‘QSM’).

2 This is the passenger satisfaction score for the fourth quarter of 2020 as the ASQ survey was temporarily suspended in March 2020, to limit the spread of COVID-19,
before resuming in August 2020.

* Due to COVID-19, interviewing was suspended between March and July 2020 for the courtesy and helpfulness of airport colleagues QSM in 2020.
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PERFORMANCE AGAINST STRATEGIC PRIORITIES
(CONTINUED)

In 2022, Heathrow welcomed 61.6 million passengers, an increase of 42.2 million compared to the
prior year (+217.6%). This was the highest passenger increase of any major airport globally. Passenger
numbers in December were close to 5.8 million, which was 11% below 2019 levels, the highest since
the start of the pandemic. Demand continues to be driven by outbound leisure, although inbound
leisure and business travel are showing good signs of recovery. During the fourth quarter, business travel
reached 28% of overall traffic, compared to 32% in the same period pre-pandemic.

Air traffic movements ("ATMs’) grew 128%, in line with the overall increase in demand as more

markets are now open. In addition, we saw a 38% of increase in load factors, which still provides a
significant growth opportunity. The average number of seats per passenger aircraft remained broadly

in line with last year at 218.0 (2021: 216.3). Passenger growth was seen in all regions, with Europe,

the Middle East, and North America, in particular, driving the increase compared to 2021. Two airlines
have launched flights from Heathrow during the year, including WestJet, with a service to Calgary which
initially started as four flights a week but has increased to seven flights a week due to strong demand.

Our cargo tonnage was 3.7 % lower compared to the same period in 2021. This was due to an increase
in flights offset by airlines shifting focus towards passenger flights, where cargo is carried in the belly
hold of planes.

PERFORMANCE INDICATORS

Adjusted EBITDA' £m

2022 1,689m

2021 387m
2020 272m

2019 1,922m
m Other traffic 2022 2021 | Var. %

performance

UK 3.4 1.8 89.8 ltetiena?

Europe 257 88 1928 pyscenger ATM* 367,160 160,744  128.4
North America 154 33 3614 |oadfactors (%)° 770 558  38.0
Asia Pacific 5.5 1.8 219.9 Seats per ATM 218.0 216.3 08
Middle East 6.9 23 2019 Cargo tonnage 1,351 1,403 (3.7)
Africa 29 10 1768 (0005

Latin America 1.7 0.4 3175

Total passengers 61.6 19.4 217.6

' Further analysis can be found in the Financial Review on page 48.

2 For the year ended 31 December.

3 Calculated using unrounded passenger figures.

4 Passenger air-traffic movements (‘ATM’) includes commercial flights including scheduled, chartered and cargo and excluding positioning and private flights; load factor is
a percentage of seats filled by passengers.

5 2021 load factor % has been restated to correct historical reporting error.
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Sustainability in all its aspects is fundamental to our long-term business success. In 2022, we released
an updated version of “Heathrow 2.0", our plan to connect people and planet. Our strategy reflects
the new reality in which Heathrow is operating, and focuses on delivering outcomes that align with the
most material colleague, community and environmental issues for the airport, namely:

¢ Net zero aviation — decarbonising the aviation sector remains a key priority for Heathrow.

e A great place to live and work — delivering on the issues that are most important to local
communities, managing the environmental impacts of the airport and championing equality, diversity
and inclusion are critical factors to Heathrow's success.

¢ Responsible business foundations — our commitment to continue to do the right thing across a
range of key issues including safety, security and governance through our strategies and policies.

We provide details of our Heathrow 2.0 activity and performance in the next section.

Connecting our people and planet will require Heathrow to grow as the demand for aviation recovers
and expansion still forms part of that strategy.

|!ﬂ Further details can be found in
the expansion section on page 46.
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OUR COMMITMENT TO
SUSTAINABLE GROWTH

In February 2022 we published an update to Heathrow 2.0, our plan to connect
people and planet by focusing on the issues where Heathrow needs to make the
biggest difference this decade. Through it, we want to work with our partners to
build a better, more successful, and sustainable business for all our stakeholders.
Our updated framework is based on two pillars.

The first focuses on net zero aviation
and contains Heathrow's response

to tackling the global climate
emergency. The second focuses on
making Heathrow a great place to

live and work for our colleagues and
our local communities and brings
together our plans to tackle a range

of environmental and social issues.
Underpinning these are our responsible
business foundations, our ongoing
commitment to do the right thing
across a range of issues. The timeframe
for our goals is this decade (by 2030).
In some cases, we have set shorter term
milestone targets, for example to the
end of 2026.

We have already made good progress
on delivering against our plan, putting
in place the foundations for further
success, building the relationships and
collaborations that will enable progress
and advocating for developments to
the national and international systems
that will be vital for change to happen
at pace and scale.

Our 2022 Sustainability Report

I!ﬂ can be found at

www.heathrow.com/sustainability
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In this report, we have included 2022
data on several key issues. Bureau
Veritas UK Limited have provided
limited assurance for Heathrow’s
greenhouse gas ('GHG’) emissions
data. Bureau Veritas is also conducting
a limited level of assurance performed
in accordance with the International
Standard on Assurance Engagements
('ISAE’) 3000 for Heathrow 2.0 noise,
charity donation and diversity KPIs
covering the period 1 January 2022
to 31 December 2022. Verification
statements and further detail across
the breadth of issues covered in
Heathrow 2.0 can be found in our
2022 Sustainability Report.

NIGEL MILTON
Chief of Staff and Carbon
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SUSTAINABLE DEVELOPMENT GOALS

The United Nations' Sustainable Development Goals ('SDGs’) were launched in 2015. They are a universal call to action to
end poverty, protect the planet and ensure that all people enjoy peace and prosperity. There is strong alignment between the
SDGs and Heathrow 2.0 and we have summarised which goals apply to each of the two pillars.

PILLARS I: NET ZERO AVIATION

OBJECTIVES

SUSTAINABLE
DEVELOPMENT
GOALS

Net zero in
the air

GOAL BY 2030:
Up to 15% cut in carbon
compared to 2019

Net zero on
the ground

GOAL BY 2030:
At least 45% cut in carbon
compared to 2019

SUSTAINABILITY CULTURE

We have embedded sustainability into our culture and through our governance structures. Key aspects include:

e HAHL Board' of Directors:
Our Board also has a dedicated
sub-committee which discusses
sustainability issues quarterly: the

Sustainability and Operational Risk

Committee. In 2021, the Chair of
the Audit Committee assumed a

responsibility for climate change to

further strengthen governance on
climate at Board level.

GREAT PLACE TO LIVE AND WORK

Clean air at and
around the airport

Reduce NOx airside by 18%
compared to 2019

Zero waste
airport

Maximise reuse, recycling
and recovery of materials
used at Heathrow

Inclusive employer
of choice for local
diverse talent

Reflect the diversity of
our local community
at all levels

Ff—]

e

Quieter nights,
quieter flights

Nature positive
airport

Limit and where possible reduce
the number of people highly
sleep disturbed and highly
annoyed compared
to0 2019

Work with partners to
support a nature network
around Heathrow

Thriving sustainable
supply chain

Better quality of
life in Heathrow's
neighbouring communities

Give back to 1 million
people in our
local communities

Maximise suppliers achieving
gold standard against our
Balanced Scorecard

Inclusive employer
of choice for local
diverse talent

10,000 external jobs,
apprenticeships and early
career opportunities

15

411
-
T
(kd

= ||

g o

RESPONSIBLE BUSINESS FOUNDATIONS

e Executive team: Our Chief Executive
and the Executive leadership team
provide strategic direction for the
delivery of Heathrow 2.0 through

their functions.

e Carbon and Sustainability
Delivery Committee: Its members
are senior departmental leaders. In

2022 it had a dual remit:

! The HAHL Board is the Board of Directors of Heathrow Airport Holdings Limited as defined on page 86.

— Ensures that Heathrow 2.0 is
embedded and implemented
across the business and shapes
departmental sustainability plans.

— Carbon Programme sponsorship,
reporting and performance review.

In 2023 this will become two separate
committees: the Heathrow 2.0
Leadership Committee and the Carbon
Programme Committee.
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OUR COMMITMENT TO SUSTAINABLE GROWTH (CONTINUED)

NET ZERO AVIATION

Air travel is a force for good in the
world. It brings trade and tourism

to every corner of the globe and is
helping millions out of poverty, building
understanding across cultures and
connecting families. But those benefits
cannot come at any cost. Climate
change is an existential threat to our
sector, to our planet, and we must
address it. We must take the carbon
out of flying.

Heathrow Airport has set out how

it aims to get to net zero carbon
emissions in “Heathrow 2.0”. We

have set goals to cut carbon in the

air by up to 15% and on the ground
by at least 45% by 2030, from 2019
levels, reflecting the urgency to achieve
emissions reductions this decade. To
do this we continue to make changes
to our buildings, infrastructure and
operations, but also work with partners
at the airport and across our industry
to cut carbon in areas requiring
collaboration and coordination. Any
impact of these changes is reflected in
the Group’s financial statements, to the
extent we have financial obligations

or if the asset replacement programs
impacts the useful economic lives of
existing assets.

OUR OBIJECTIVES, GOALS AND TARGETS

OBJECTIVE:

Net zero in the air

GOAL:

Up to 15% cut in carbon
by 2030 compared to 2019

TARGETS:

e Cut up to 1% by 2030 through more efficient
operations and modernising airspace.

e Cut up to 8% by 2030 through improvements to

conventional aircraft.

OBJECTIVE:

Cutting carbon in areas such as
surface transport, supply chain and
airspace design requires action with
urgency and purpose by us alongside
airlines, manufacturers, fuel producers
and others.

It will also require the same urgency
and purpose from the UK Government
and from states around the world. With
the right focus we can collectively take
the carbon out of flying and protect the
benefits of aviation for the future.

2022 was a year of big developments
in net zero carbon — with the
publication in July of the UK
Government’s “Jet Zero Strategy”

and a global agreement on a net zero
2050 target at the UN International
Civil Aviation Organisation ('ICAQ’) in
October. These developments support
the bold, but plausible goals set out in
“Heathrow 2.0".

Net zero on the ground

GOAL:

TARGETS:

At least 45% cut in carbon
by 2030 compared to 2019

e Cut 49% by 2030 from surface access.
e Cut 35% by 2030 from our supply chain.
e Cut 87% by 2030 from airport vehicles.

e Cut 39% by 2030 from buildings and infrastructure.

e Cut up to 7% by 2030 through use of Sustainable

Aviation Fuel.
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More detailed information on our carbon objectives, goals and targets is available in our net zero plan at:
www.heathrow.com/company/about-heathrow/heathrow-2-0-sustainability-strategy/Our-Carbon-Strategy
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KEY ACHIEVEMENTS AND PERFORMANCE IN 2022

In February 2022 we published our

Net Zero Plan as part of a refreshed
Heathrow 2.0. It sets out the actions
we will take to achieve our goals ‘in
the air" and ‘on the ground’ — our
contribution to delivering aviation

net zero. Where we do not directly
control emissions, the plan details

how we will work in partnership and
influence others, particularly our airline
customers, the many other companies
that operate at the airport, and our
passengers. We can pull different levers
to influence emissions: leadership and
advocacy, sending the right financial
signals, setting the right standards, and
offering the right products and services.

During the COVID-19 pandemic — the
worst crisis to face the aviation industry
— the sector continued to back net zero.
In February 2020 the UK aviation sector
became the first to commit to net zero
and publish its roadmap to achieve

it by 2050. In 2021, the entire airline
sector globally committed to net zero
by 2050 through its industry body — the
International Air Transport Association
— the first time an entire global sector
has made such a commitment. This
occurred shortly ahead of COP26, in
September 2021.

2022 saw the final crucial commitment
falling into place, with governments
globally signing up to net zero by 2050
at the UN International Civil Aviation
Organisation Assembly in October.

With the commitments in place,
governments are beginning to
respond to a call to action from the
industry to decarbonise aviation —
taking the critical steps for enabling
the necessary technological solutions
and putting the right policies in
place to scale up the production of
sustainable aviation fuel ('SAF’) and
stimulate demand to make it more
cost competitive with fossil kerosene.
At the Farnborough Airshow in July
2022, the UK Government launched
its “Jet Zero Strategy” — setting out its
view on how UK aviation will get to
net zero through a combination of
system efficiencies, SAF and zero
carbon emissions flight (‘ZEF).

The strategy confirmed the
Government’s intention to introduce a
SAF mandate and have five SAF plants
in construction in the UK in 2025.

SAF is the priority for cutting carbon
emissions, but there is also progress in
developing the zero carbon aircraft of
the future, supported by government
and private investment.
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OUR COMMITMENT TO SUSTAINABLE GROWTH (CONTINUED)

Major developments during 2022 underline why we firmly believe that Heathrow and the wider UK aviation sector will
follow a transition pathway with measures most closely aligned to the Climate Change Committee’s “Widespread
Innovation” scenario. They include the following:

ACHIEVING COMMITMENT
FOR A GLOBAL NET ZERO GOAL
FOR AVIATION

The International Civil Aviation
Organisation ('ICAQ’) is a United
Nations agency responsible for the
development of policies, standards
and recommended practices ('SARPs’)
for international civil aviation. ICAO
holds Assembly meetings with all
Member States (193) not less than
once in three years and is convened

by its Council. At its 2019 Assembly
ICAO agreed to assess the feasibility
of a long-term carbon aspirational goal
for international civil aviation to be
presented to the 41st session in 2022.
The ICAO Committee on Aviation
Environmental Protection (‘CAEP’)
developed the technical work which
supported a historic agreement at
ICAO’s 2022 Assembly. A commitment
to reach net zero carbon emissions for
international civil aviation by 2050 was
made, with a robust consensus-building
process which included, for example,
global aviation dialogues (‘GLADs’)

led by ICAO, and the development of
coalitions, such as the International
Global Aviation Climate Ambition
Coalition which was led by the UK
during its COP26 presidency.

This is a significant shift in a short space
of time, demonstrating the growing
momentum behind delivering net

zero aviation. Attention now turns to
implementation and the critical role
that will be played by SAF.
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SCALING UP SUSTAINABLE
AVIATION FUEL (‘SAF’)

A growing number of airlines are
making commitments to purchase
SAF — a key element of the industry’s
net zero roadmap. SAF can be used
with existing aviation fuel pipelines,
airport infrastructure and aircraft and
therefore there is no requirement

for significant upgrades to airport
infrastructure, or operational changes.

Our biggest customer, IAG, is aiming
for 10% of its fuel to be SAF by

2030. The US airline industry has

set a target for around 15% SAF by
the same time, helped by strong US
Government incentives. The Clean
Skies for Tomorrow Coalition ('CST') —a
global group of airlines, manufacturers,
airports, fuel companies, and users

of air travel convened by the World
Economic Forum — has backed an
ambition of 10% SAF globally by
2030. By the end of 2021, airlines
representing 66% of Heathrow’s flights
had made a commitment to use 10%
or more SAF by 2030.

Although Heathrow is not in the "value
chain’ for SAF — we do not buy, use

or supply SAF itself — we have been
supporting this critical agenda in
several ways:

Policy advocacy

Our approach to policy has been
focused on supporting a SAF mandate
and a price mechanism to both signal
demand and de-risk investment. In

the UK, we are working with aviation
partners to advocate these policies

at all levels of government, including
through the RISE campaign, supporting
the development of a UK SAF industry.
SAF is a priority focus for the Jet Zero
Council — a group of industry leaders
chaired by the Government Secretaries
of State for transport and business and
charged with driving the right policy
and business action. Heathrow has
continued its active involved in the Jet
Zero Council throughout 2022, which
is led by our COO, Emma Gilthorpe.

Government policy is critical, but
corporate demand can play a role in
the interim. John Holland-Kaye also
leads the aviation taskforce of the
Sustainable Markets Initiative (‘SMI’)
founded by HRH The King while he
was The Prince of Wales. Launched

at the World Economic Forum ("WEF’)
Annual Meeting in Davos in 2020, it
brings together companies acting to
collectively accelerate progress in areas
essential to the net zero transition.

At COP27 in November, the SMI, in
cooperation with the Clean Skies for
Tomorrow ('CST’), published a SAF
"pocket guide” entitled "How to
purchase SAF for corporate customers’,
alongside a call for action for
companies to commit to purchase
30% SAF for their corporate travel

by 2030. This 30% SAF by 2030
commitment can achieve meaningful
results, such as the first 1% of a global
10% SAF target for 2030 that the

CST has established, and which will
require at least 300 SAF plants to be
developed globally.

Incentivising SAF use through
our landing charges

In 2022 we moved beyond isolated
demonstrations of SAF use, to making
SAF a regular feature of fuel supply at
the airport. Our 2022 landing charges
included a new financial incentive to
help make SAF more affordable for
airlines. The 2022 scheme was fully
subscribed which means that at least
0.5% of total aviation fuel delivered

at Heathrow during the year was

SAF. To qualify the SAF must meet UK
Government standards. The incentive
volume will rise steadily each year and
will be reviewed when UK Government
SAF policy is confirmed. Airlines took
part in consultation regarding the
2023 aeronautical charges during Q3
and it was agreed that a 1.5% target
incentive will be implemented for 2023.
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Offering passengers the
opportunity to buy SAF

Through our offsetting partner
CHOOOSE, we continue to offer
companies and passengers the chance
to buy SAF. As an alternative to

the forestry projects offered on the
platform, customers can select to offset
their flights by paying for SAF which is
used on existing scheduled flights, or a
blend of the two. Once the transaction
has occurred no other claim can be
made for the carbon saved, helping

to further stimulate SAF production.
Heathrow was the first airport in the
UK to offer passengers this opportunity
which helps to raise awareness of the
role that SAF can play in decarbonizing
air travel.

PLANNING FOR ZERO
EMISSION AIRCRAFT

In November, together with a
consortium comprising manufacturers,
universities, airports and a professional
services company, Heathrow published
the findings from a UK Research and
Innovation funded project — called
project NAPKIN — which established the
UK domestic market potential for ZEF. It
shows that given the right conditions,
hydrogen fuelled services could
dominate domestic air travel by 2040.

The next step is to research the short-
haul market potential. We expect these
aircraft to begin flying from Heathrow
in the 2030s and have started to
prepare for their introduction by
understanding the infrastructure and
operational requirements and including
the investment to develop early
infrastructure trials to support zero
carbon aircraft in our business plan for
the regulatory settlement period which
runs from 2022-26.

A major research programme by the
Aerospace Technology Institute called
‘Fly Zero" also reported in spring 2022.
It helped to shape the work of the Jet
Zero Council, where a “ZEF Delivery
Group” was launched in 2022 to
complement its focus on SAF.

We have previously announced that we
would waive landing charges for a year
for the first regular commercial flight
operated by a zero carbon aircraft, an
incentive worth up to £1 million.

FROM NET ZERO PLAN TO DELIVERY

We published our Net Zero Plan in February
2022 to set a clear direction for our
company to 2030 on where we will cut
our emissions and how we plan to do

it. We must cut emissions this decade,
therefore turning our plan into action
quickly is essential. As a regulated business,
we set out our plans for five year periods
to our economic regulator, the CAA, who
determine the regulatory settlement for
that period.

Positive engagement with the CAA and
airlines during 2022 supported the inclusion
of £207 million (2020 CPI pricing) of
investment in carbon and sustainability
improvements in our business plan for the
current regulatory settlement period (2022-
2026). Subject to the final settlement, this
allows us to deliver the essential projects up
to 2026 that will keep us on track to hit our
net zero goals in the air and on the ground
by 2030.

To cut emissions from aircraft we have
prioritised investment for the infrastructure
and systems that will enable the
modernisation of airspace and make
aircraft movements on the ground more
fuel efficient. During 2022 we are trialling
alternative approaches to the delivery of
pre-conditioned air ('PCA") systems. Parked
aircraft connect to PCA which provides air
conditioning, allowing them to switch off
on-board auxiliary power engines.

To cut carbon on the ground we are
investing in improvements to active travel
(cycle and walking routes) and to public
transport, to deliver more electric vehicle
charging points, and starting work on
designing a new zero carbon heating
network and upgraded electricity distribution
network to support the shift away from
fossil fuels to renewable electricity.

This enabling investment, together

with setting the right standards, pricing
incentives, market engagement and action
by Heathrow, airlines and our partners,
will deliver the carbon savings we need to
achieve. Ultimately the CAA decide on the
settlement, so strong regulatory backing
for cutting the airport carbon footprint is
essential. We scrutinise each project that
forms part of the programme to explain
the value of our plans and clearly set out
the carbon benefits they deliver and how
delivering our plans protects consumer
interests today and in the future.
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OUR COMMITMENT TO SUSTAINABLE GROWTH (CONTINUED)

OUR CARBON FOOTPRINT

We monitor our carbon footprint and
report on our greenhouse gas emissions
annually. This helps us to identify
opportunities to reduce our emissions
and assess our progress in delivering
our carbon reduction goals.

Our methodology for carbon reporting
is informed by the Greenhouse Gas
Protocol (‘GHGP’) and the Airport
Carbon Accreditation ('ACA’) standards.
Our carbon and energy disclosure is in
line with the reporting requirements

of the Streamlined Energy and Carbon
Reporting ('SECR’). It includes emissions
from fuel consumption and operational
vehicles in scope 1, electricity
consumption in scope 2, and aircraft
emissions, business travel, travel to

and from the airport and infrastructure
in scope 3. In 2022 we have included
2019 as our baseline year. Reports will
feature the baseline, the two previous
years and the current year actuals.

Emissions from our supply chain are
not within the scope of the carbon
footprint calculation and verification
process conducted by third parties

but are added inhouse as a separate
piece of work. Emissions are calculated
based on capital spent multiplied

with industry specific intensity factors
and contribute to a holistic picture of
Heathrow’s scope 3 emissions. Our
approach to measure supply chain
emissions is currently under review with
a plan to include into the footprint
scope for 2023.

Regarding scope 3 emissions from
aircraft, 2022 marked the year in
which a regular supply of sustainable
aviation fuel ('SAF’) was delivered to
Heathrow by airlines participating in
our aeronautical charges incentive
scheme. Over 22,000 tonnes of SAF
were delivered, with lifecycle carbon
savings of at least 70% based on
estimates made by the UK industry
coalition ‘Sustainable Aviation’. We
are currently working on incorporating
carbon savings from use of SAF into
future footprints.

In addition to the integration of supply
chain carbon and SAF accounting we
are continuously improving the quality
of all data feeding into the footprint to
provide more frequent, accurate and
accessible carbon reporting.
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We identified opportunities for
enhanced data quality during the
2022 carbon footprinting process,

For example, when working with our
vehicle fuel supplier on automating the
reporting of data, we were granted
access to data from additional fuelling
stations on Heathrow’s premises which
were previously not accessible. The
data will affect our current and historic
emissions from operational vehicle fuel
and construction fuel and we have
commissioned an independent review
of data integrity and processes to
ensure best practice is followed.

Following the publication of the
Heathrow Net Zero Plan as part of a
refreshed Heathrow 2.0 in February
2022, we have mapped its eight goals
to cut carbon ‘In the Air" and ‘On the
Ground’ to the GHG protocol scopes.
‘In the Air" emissions are entirely part
of GHG scope 3 emissions which are
responsible for more than 99% of
Heathrow’s carbon footprint. Emissions
from operating aircraft alone represent

approximately 95% of Heathrow's total

emissions. Emissions ‘On the Ground’
account for the remaining 5%.

Bureau Veritas UK Limited has provided

independent, limited assurance for
Heathrow's greenhouse gas (‘GHG’)
emissions data since 2020, covering
the period from 1 January 2020 to 31
December 2022.

The published methodology
document contains information on
the context, scope, reporting period
and boundaries, calculation and

used emissions factors of the 2022
carbon footprint. This includes a list
of all emissions by scope with detailed
information on data sources and core
assumptions used for calculation.

The 2022 Sustainability Report
including the assurance statement

and the carbon footprint methodology
can be found on our website on the
link below.

ENERGY EFFICIENCY

During 2022, we started to operate
more of our estate as passenger
numbers increased following the
impact of COVID-19 on air travel.

We have considered energy efficiency
as we prepare our infrastructure for
operational readiness, optimising
settings and controls, monitoring
energy consumption, whilst
maintaining COVID-19 measures
such as increased ventilation rates.
We continue to maximise the amount
of renewable energy we generate on
site from our biomass boiler and solar
PV installations.
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Net Zero Plan | Emission source Greenhouse gas emissions
Objective __[GHGP____________| 2020 2021 2022

GHGP ACA 2019
SCOPE 1 (tonnes COze) 26,998
Fuel consumption utilities
oy s — Market based 21,942
pany ~ Location based' 24,335
(134,288.9 MWh)
Company vehicles Operational vehicles lob8
(6,732 MWh)
e . 35
Company facilities LPG for fire training (4.9 MWh)
Company facilities Refrigerants 2,871
Company facilities De-icer 482
SCOPE 2 (tonnes COze) -
Purchased electricity, steam, Grid electricity consumption
heating and cooling for own =Mertet brsee '
Use — Location based! 71,163
(283,229 MWh)
Net zero on SCOPE 1 and 2 carbon intensity (kg COze/passenger) 0.33
the ground SCOPE 3 (tonnes CO2e) 20,782,751
Down.strgam.transportann Passenger Surface Access 632,348
and distribution
Employee commuting Colleague Surface Access 115,531
Business Travel Business Travel 1,070
Waste generated in Waste 563
operations
Purchased goods and services Water 2,068
Use of sold products De-icer 4,584
Upstream transportation and Operational Vehicles & Equipment 33,015
distribution Construction Vehicle Fuels -
Third party grid electricity
| d consumption
D;)vvnstream eased asset/use _ Market based 146
of sold products — Location based' 43,706
Fuel Consumption - Utilities 272
. Aircraft in the landing and take-off 1.250,648
Net zero in cycle (LTO)
) Use of sold products . o
the air Cruise Emissions from all departure
; 18,742,505
flights
SCOPE 3 carbon intensity (kg CO2e/passenger) 256.89
SCOPE 1, 2 and 3 (excl. aircraft emissions) 10.09

23,209 29,091 29,806

18,903 23,525 21,867

18,903 23,525 21,867
(162,578 MWh) (125,326 MWh) (268,499 MWh)
1121 1,023 790.9

(4,597 MWh) (5,324 MWh) (4,867 MWh)
(0 MWh) (0 MWh) (0 MWh)

2,777 2,968 6,671

407 1,575 477

52,392 49,066 52,717

(224,722 MWh)
1.05

(231,082 MWh)
1.50

(272,610 MWh)
0.48

8,845,890 8,125,487 14,734,239
195,040 130,699 361,856
66,428 78,537 89,034
245 28 420

1,407 176 385

980 434 482

1,517 3,267 3,473
18,075 12,204 15,768

771 1,299 1,122

125 69 -

28,790 23,785 24,956
266 173 155
511,056 505,552 985,506
8,049,981 7,393,049 13,276,039
400.27 418.84 239.19
13.94 13.19 8.16

carbon intensity (kg CO2e/passenger)

Total (tonnes COze) 20,809,749 8,869,098 8,154,578 14,764,046

Supporting notes:

We continue to apply the same footprint boundaries to
reflect our operational control both at the airport and
offsite — including our business parking Pod’ test track
and Business Support Centre ('BSC’). We align our
reporting with the Greenhouse Gas Protocol, which
provides accounting and reporting standards, as well
as sector guidance from Airport Carbon Accreditation.

Scope 1 - All direct GHG emissions from activities at
Heathrow Airport under our direct control, such as
HALs own vehicles, fuel required to heat our terminals
and non-carbon emissions including refrigerant gases.

Emission source (tonnes CO2e)

Scope 3 well-to-tank ("WTT’) and transmission and distribution ('T&D’)

Scope 2 - All indirect GHG emissions from the
electricity purchased for the organisation’s owned and
operated activities. Scope 2 market-based emissions
for 2022 were zero. This is because our electricity
was sourced using a Renewable Energy Guarantee of
Origin ('REGO’) backed contract. The REGO certificate
covers Heathrow Airport Limited, our parking-pod
test track and Business Support Centre in Glasgow,

all of which fall under Scope 2 electricity. Therefore,
carbon intensity metrics including scope 2 only include
market-based scope 2 emissions.

e Market-based grid electricity consumption: market-
based emissions for grid electricity have been used
to calculate total emissions.

e Location-based grid electricity: location-based
emissions for grid electricity are based on the
emissions intensity of the grid and don't take into
account the procurement of renewable energy
from the market, hence are excluded from the
total emissions.

* Renewable Energy Guarantee of Origin (‘(REGO’)
contract: the REGO certificate covers Heathrow
Airport Limited, our ‘Pod’ test track and our
Business Support Centre, all of which fall under
Scope 2 electricity.

e Allscope 1 and 2 emissions are UK based.

2019
4,362,098

2020

1,864,309

Scope 3 - All other indirect GHG emissions from
activities in relation to Heathrow Airport, occurring
from sources that we do not own or control. We know
that getting our own house in order is only the first
step and that we must support decarbonisation across
the whole industry, including flights.

Well-to-tank and Transmission & Distribution

- Well-to-tank ("WTT’) emissions are “upstream”
emissions related to the production and transportation
of fuel to where it will be combusted. T&D are
emissions from the transmission and distribution of
energy to site. Although we track Well-to-Tank ("WTT’)
and T&D emissions, we do not currently include

these within our reporting. The industry standards
that we align to lack guidance on the inclusion of
WTT emissions, including which aviation stakeholders
should report these and how they relate to attributing
the benefits of SAF. We will engage with industry
bodies and Government in 2023 to determine how
best to report these emissions.

2021
1,717,522

2022
3,103,182

Total including WTT and T&D 25,171,847 10,733,407 9,872,100 17,867,227

' Emissions for location-based grid electricity are based on the emissions intensity of the grid and don't take into account the procurement of renewable energy from the market, hence are excluded from

the total emissions.
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OUR COMMITMENT TO SUSTAINABLE GROWTH (CONTINUED)

A GREAT PLACE TO LIVE AND WORK

The people who work in and around
Heathrow every day are the lifeblood of
the airport. They shape the experience
of every passenger and offer excellent
airport service, keeping Heathrow safe,
secure, and welcoming. It is critical

to ensure our airport is a diverse and
inclusive workplace for all, and that we
provide the skills, education and long-
term employment opportunities that
make the airport the local employer

of choice. We must also be a valuable
neighbour for those who live closest

to us, making sure these communities
benefit from cleaner air, quieter nights
and improved quality of life.

Through the Great Place to Live and
Work pillar of Heathrow 2.0 we have
set goals and targets to take action

on the material sustainability issues
that matter most to our stakeholders,
and where we can have the greatest
impact. The goals in this pillar are
broad ranging — from limiting the
number of people impacted by aircraft
noise, to how Heathrow will give back
to its local communities and how we
will reflect local diversity at all levels of
the business.

OUR OBJECTIVES, GOALS AND TARGETS

OBJECTIVE:

Clean air at and around

the airport

GOAL:

Reduce NOx airside by 18%

compared to 2019

TARGETS:

e At least 45% passengers using public transport
and no more than 57% colleague single occupancy

vehicle trip mode share by 2026.

e By 2026 increase the number of people located
within 1.5 hours of Heathrow by public transport by

OBJECTIVE:

GOAL:

Since launching the refreshed strategy
in February 2022, we have made

good progress on putting in place the
foundations that will be required for
success by the end of the decade. As
the airport has continued to build back,
experiencing rapid growth since the
start of the year, we have also faced
challenges which we will continue to
address in 2023 and beyond.

Quieter nights, quieter flights

Limit and where possible reduce

the number of people highly sleep

disturbed and highly annoyed
compared to 2019

TARGETS:

e Reduce noise contour areas compared to 2019 by

incentivising the use of Chapter 14 aircraft and

operational improvements consistent with the ICAO
Balanced Approach.

25%, and within 3 hours by 12%.

e Airside ULEZ by 2025 and all airport vehicles zero
emission or using biofuels by 2030.
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e Introduce easterly alternation by 2028.

e Protected period of the core night by 2025 (no flights
except dispensed operations between 00:00 and
04:30) and increase nights without aircraft post 23:45
compared to 2019 levels.
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OBJECTIVE:

Nature positive airport

GOAL:
Work with partners to support a
nature network around Heathrow

TARGETS:

Develop a Nature Positive plan for Heathrow.
Retain Biodiversity Benchmark Award.

Maximise de-icer recovery through our
Clean Water Programme.

Thriving sustainable
supply chain

GOAL:

Maximise suppliers achieving
gold standard against our
Balanced Scorecard '

TARGETS:

Deliver business opportunities at Heathrow by
growing the proportion of SMEs in our supply
chain (from 40%) and the proportion of local SMEs
(from 50%).

Switch on CompeteFor in 2022.

OBJECTIVE:

Inclusive employer of choice for local diverse talent

GOAL:
Reflect the diversity of our local
community at all levels

TARGETS:

At least 43% female colleagues at senior
levels by 2026.

At least 27% Black, Asian and Minority Ethnic
colleagues at senior levels by 2026.

OBJECTIVE:

Zero waste airport

GOAL:

Maximise reuse, recycling
and recovery of materials
used at Heathrow

TARGETS:
e Reduce total waste generated compared to 2019.
e Reduce water leakage by 15% compared to 2019.

OBJECTIVE:

Better quality of life in
Heathrow's neighbouring
communities

GOAL:
Give back to 1 million people in our
local communities

TARGETS:
e Publish a new Giving Back Programme.

e At least £6.5million funds generated for the
Heathrow Community Trust by 2030.

GOAL:
10,000 external jobs, apprenticeships
and early career opportunities

TARGETS:
e 15,000 experience of work days by 2030.

e Schools programmes available every year to
children in all local boroughs.

! Heathrow's Balanced Scorecard will enable clear communication of priorities to strategic partners and a collaborative approach to working together to deliver.
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OUR COMMITMENT TO SUSTAINABLE GROWTH (CONTINUED)

KEY ACHIEVEMENTS AND PERFORMANCE IN 2022

SUPPORTING SUSTAINABLE
TRAVEL TO WORK

In January 2022 we delivered the first
services as part of a new Sustainable
Travel Zone ('STZ') to support
sustainable colleague travel to work
and provide better travel options to
local communities. Additional services
were added through the year. They
include improved timetables on 14 local
bus and coach routes, with a focus on
services arriving at Heathrow before
04:00 and departing after 23:00,
expansion of the offers available to
colleagues at the Heathrow Cycle Hub,
free travel for Heathrow colleagues on
the Heathrow Express and free travel
between Hatton Cross and Heathrow
terminals on the Piccadilly line. A
Way2Go virtual roadshow launched,
along with a Cycle Hub pop-up for
colleagues to find out more about
sustainable commutes and benefit from
bicycle servicing.

INCREASING CONFIDENCE IN
PUBLIC TRANSPORT

We were encouraged to see the
percentage of passengers using public
transport increase steadily through the
year to over 43% in September, before
falling back slightly in the final quarter
due to disruption to rail services.
Although the average at the end of
year is lower than our target for 2026,
it indicates that passenger demand

for public transport is continuing to
return in line with recovery and is a
positive step towards meeting our
longer-term goals.

PERFORMANCE INDICATOR

Public transport mode share

Target by 2026 45%

2022 38%

2021

33%

2020 37%

NOISE STRATEGY

We have a long-established noise
management strategy which has been
articulated in our Noise Action Plans,

a legal requirement since 2009. The
process for the next round of action
planning (Round 4 — Noise Action Plan
2024-2028) started in 2022 with the
publication of strategic noise maps

for 2021. Engagement with

key stakeholders to develop a draft
action plan will continue in the first
half of 2023, ahead of public
consultation in the summer, and an
autumn submission for approval, by
the Department for Environment, Food
& Rural Affairs ('DEFRA’). Once the plan
has been adopted by DEFRA, it will be
published on the Heathrow website.

Work to influence research into the
effects of aviation noise, including
non-acoustic factors that impact
perception of annoyance, resumed

in 2022, with Heathrow’s noise team
contributing to two papers at the
international ‘Internoise’ conference
in Glasgow. We also commissioned
research aimed at establishing robust
evidence of the effectiveness of noise
insulation schemes on mitigating the
impacts of noise on children’s learning
and on levels of annoyance, sleep
disturbance and quality of life for local
residents. This will inform the strategic
direction for Heathrow’s new insulation
and vortex schemes which will launch
in 2023.

T Noise contour maps make it possible to identify how many people live in areas where there is significant annoyance from noise.

2 Total number of late running non-dispensed departures from 23:30.
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NOISE AT NIGHT

Fewer flights over the past two

years resulted in a reduction in noise
exposure for local communities and
this was reflected in the annual

noise contours' for 2021 which were
published in 2022. Because of the
disruption in 2020 and 2021, we
compare performance each year
against 2019, as the most recent
year of typical operations. In 2022
there were a total of 465 late running
departures against the target of no
more than 177. A combination of
resourcing issues, delays across Europe
due to capacity, regulations, low
visibility and de-icing requirements
has impacted performance. We are
disappointed with the performance in
2022, especially given the context of
the significant progress made in the
preceding years. We are committed
to addressing these challenges and to
minimising the impact of noise at night
on communities that are overflown.

PERFORMANCE INDICATOR

Late running aircraft?

Target 177



STRATEGIC REPORT .

LAYING FOUNDATIONS ON
NATURE AND WASTE

In July, it was confirmed that Heathrow
has successfully retained the Wildlife
Trust’s Biodiversity Benchmark Award
for the fourteenth year running,
recognising our continued commitment
to biodiversity and nature. We also
celebrated passing a milestone as 4,000
species have now been identified on
Heathrow’s biodiversity sites. In 2023,
we will build on this by developing and
publishing a nature positive plan for
the airport.

In 2023, we will also focus on
developing Heathrow's zero waste
airport strategy, to ensure we have

a plan to make tangible progress

this decade. In 2022, we completed
work to inform our longer term plans,
including a waste composition
analysis to detect any significant
changes to the waste stream as we
recover from the pandemic, and the
rolling out of improvements to waste
infrastructure, ensuring that consistent
colour coding is in place to support
passengers and colleagues with more
accurate segregation.

HEATHROW LOCAL
RECOVERY PLAN

In April, we released an update to

the Heathrow Local Recovery Plan.

First published in 2020, the plan
outlines how Heathrow will share the
benefits of aviation's recovery with

our neighbours through jobs, skills
development and education. To build
on achievements across the initial
recommendations, the Heathrow Local
Recovery Forum, chaired by Lord David
Blunkett, has agreed nine new actions
to increase employment levels, open up
procurement opportunities and support
the development of a local carbon
offset market.

INVESTING IN HEATHROW'S
LOCAL COMMUNITY

In January 2023, we published
Heathrow’s new Giving Back
Programme which will collectively
benefit at least one million local
residents by 2030. Focusing on
employability and nature and the
local environment, the Giving Back
Programme builds on our history of
community investment over many
years. In 2022, we continued to
support local communities through
the Heathrow Community Rangers,
the Responsible Schools Programme,
funding of local community projects
via the Neighbouring Villages Fund,
direct donations of equipment and
food, and colleagues giving their time
to volunteer.

Heathrow Community Rangers

The Heathrow Community Rangers
carry out projects identified by local
community members or council
representatives that enhance the local
area. They are our eyes and ears in the
community and can react quickly if
urgent support is needed. In 2022, the
Rangers delivered a range of projects,
including improvements to Stanwell
Moor Village Hall and the creation of
new sensory gardens at Oriel Academy
and Colnbrook Church of England
Primary School.

Responsible Schools Programme

A refreshed programme of delivery

as part of our Responsible Schools
Programme launched in March. Our
delivery partner, Business Education
Events (‘BEE’), led 20 sessions across
our five partner primary schools,
attended by 1,184 students. The
sessions were a combination of an
enterprise workshop, where students
were challenged to create a product,
plan a presentation and pitch for a
sweet shop to be opened at Terminal 5,
and career events to inspire local school
children to raise their aspirations.

Neighbouring Villages Fund

The Heathrow Neighbouring Villages
Fund (‘NVF’) provides small donations
to local community groups to fund
activities which bring communities
together, improve quality of life or
acquire resources which communities
can benefit from, now and in the
future. We donated £41,767 in funding
via the NVF in 2022, a proportion of
which funded community events to
bring people together for the Jubilee
celebrations in June.

Colleague volunteering

With the lifting of COVID restrictions,
we were able to resume colleague
volunteering. 371 colleagues gave
up their time to support a range of
activities, including painting Stanwell
Youth Club, stencilling the adobe
building at Pippins Primary School,
planting and weeding St Thomas
Church, maintaining outdoor spaces
across Harmondsworth, Stanwell,
Colnbrook, Slough and Cranford and
supporting enterprise and careers
events through the Responsible
Schools Programme.

Donations

Heathrow recently upgraded all its
defibrillators, leaving a surplus of
working units of the previous model.
These have been donated to a range of
charities, community groups and small
businesses in the boroughs surrounding
the airport. We also donated 18,500
pairs of goggles to schools to use in
Science and Design and Technology
lessons. These were excess PPE unused
during the pandemic.

ANNUAL REPORT AND ACCOUNTS 2022 43



OUR COMMITMENT TO SUSTAINABLE GROWTH (CONTINUED)

KEY ACHIEVEMENTS AND PERFORMANCE IN 2022 (CONTINUED)

GIVING BACK TO LOCAL
COMMUNITIES THROUGH
OUR PARTNERSHIP WITH
HEATHROW COMMUNITY
TRUST

Activity in 2022 continued to focus on
supporting the Heathrow Community
Trust ("HCT’). HCT is an independently
run grant-making charity that funds
projects that improve quality of life
for communities near the airport.

In 2022 we contributed £543,000
(2021: £315,532). We donated
£275,000 (2021: £125,000) and a
further £270,000 (2021: £5,604)

was leveraged' from colleague and
passenger fundraising and levied from
noise fines. HCT was able to distribute
grants worth £187,000 in 2022

to 69 local community groups and
organisations, involving 272 schools
and 1,013 businesses.

For the first time since 2019, Heathrow
hosted its sixth Midnight Marathon
event in October. The event provides
colleagues from across the airport
community with a unique opportunity
to run the full length of Heathrow’s
northern runway at midnight to raise
money for charity. More than 300
colleagues took part, raising over
£22,000 for HCT.

In 2022 HCT supported a wide range of
community projects and organisations,
helping young people to raise their
aspirations, bring communities together
and enhance local environments.

For example, in 2022, Heathrow
Community Trust awarded Power2
£4,419 to support their Teens and
Toddlers programme delivery in

Ealing. This 16-week project supports
disadvantaged young people to mentor
toddlers in a local nursery alongside
classroom sessions with Power2 staff.
Eleven young people completed the
programme and teachers spoke of the
increases in their confidence, as well as
improved school attendance.

The remaining funding will enable
HCT to facilitate seven grant rounds
in 2023.

PERFORMANCE INDICATOR

Heathrow donation to
Heathrow Community Trust

2022 - £275,000

2021 . £125,000

2020 [ 725000

SUSTAINABLE SUPPLY CHAIN

Balanced Scorecard

During 2022, we focused on developing
a Procurement Balanced Scorecard
which helps convey the strategic aims
of the business to Heathrow’s Tier 1
supply chain. It focuses on five pillars:
carbon reduction, social value inclusive
of accessibility, inclusion and diversity,
opportunities for local business,
innovative solutions and behaviours.
The Scorecard has been launched and
we are continuing to collect baseline
data which will be used to agree
improvement targets.

Business opportunities
at Heathrow

In November, the 24th edition of

the Heathrow Business Summit was
attended by over 300 people including
100 Heathrow tier 1 suppliers and

more than 100 local SMEs. The event,
which received positive feedback from
stakeholders, connected local businesses
with new business opportunities at

the airport. We have also launched
CompeteFor, a platform that enables
businesses (particularly SMEs) to compete
for contract opportunities. The platform
already features opportunities to do
business directly with Heathrow, and this
will be extended to our Tier 1 suppliers
in 2023.

" Leverage is a measure of additional resources contributed to charities from sources other than the company.

2 Ratio (stated as a percentage) of female identified gender employees against all employees of Heathrow Airport Limited on the last day of the calendar year. Gender is a required piece of information upon
employment and is a field within our dedicated HR system. This includes all temporary or fixed term workers on active payroll and anyone on any leave reason. This excludes anyone identified as a Non-
Worker, a Pending Worker (someone who has an HR record, but has not commenced employment at point of data extraction) or those identified as Contingent Workers who have no pay grade data.

3 Ratio (stated as a percentage) of ethnicity representation of employees against all employees of Heathrow Airport Limited on the last day of the calendar year. Ethnicity data disclosed upon employment
and is a field within our dedicated HR system. This includes all temporary or fixed term workers on active payroll and anyone on any leave reason. This excludes anyone identified as a Non-Worker,
a Pending Worker (someone who has an HR record, but has not commenced employment at point of data extraction) or those identified as Contingent Workers who have no pay grade data.
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London Living Wage extension

In February, we announced an
extension of the London Living Wage.
Heathrow already pays at least this
rate to directly employed colleagues,
and this latest development ensures
everyone working in Heathrow’s
direct supply chain is guaranteed to
earn at least the London Living Wage
from the start of April 2022. At least
1,300 colleagues at the airport have
benefitted from the wage increase,
with over £4.5 million extra now in
the pay of people at direct suppliers
including Mitie and Apcoa.

Heathrow'’s value to Britain

In September, we published
‘Heathrow: Sustainable Growth,
Global Connectivity’. The report
outlines research by Frontier
Economics that found that the value
of the aviation sector to the British
Economy totalled £12 billion in 2021.
More than £153 billion of non-EU
exports and imports travelled through
Heathrow in 2021, while in 2019
passengers went on to spend £400
million in towns and cities across

the UK. These findings underline the
importance of the global hub airport
model to the UK's economic growth
and to Britain’s exporters who rely on
aviation trade routes. Heathrow’s global
connectivity to the world’s growth
markets supports the economies of
Scotland, Wales, Northern Ireland and
all the English regions.
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EQUALITY, DIVERSITY AND
INCLUSION (‘ED&I’)

ED&I remained a key area of focus in
2022 and we were delighted to be
awarded Diversity Leader status by the
Financial Times and to be shortlisted at
the National Diversity Awards. The scale
of recruitment and internal mobility

at Heathrow in 2022 is reflected in

a positive upward trend for both
female and ethnicity representation
contributing to our goal to be reflective
of our local communities at all levels

of the business by 2030. In 2022, we
introduced a question to our regular
colleague survey that focuses on how
inclusive colleagues feel Heathrow is.
This provides vital insight to informing
our plans for the future as we look to
build a truly inclusive culture.

PERFORMANCE INDICATORS:

Targets (by 2030) Performance
2022

In February, we launched the Heathrow
Mentoring Platform. Building on the
success of a pilot scheme in 2021, the
online platform facilitates mentoring for
colleagues by supporting them to find,
build and develop mentoring relationships
and providing guidance for both mentors
and mentees. In September we marked
National Inclusion Week by hosting an
event to bring together colleagues from
many airport business to share ideas and
align future plans.

Our colleague networks continued to
thrive in 2022, delivering a range of
events and initiatives, for example:

e The Altitude gender equality network
produced Menopause Guidance
detailing support available for
colleagues to help them manage
perimenopause and menopause
symptoms, both at work and home.

e The en-haNCE culture and ethnicity
network participated in anti-racism
charity Show Racism the Red Card’s
Wear Red Day with colleagues across
the airport wearing something red and
Heathrow’s terminals lit up in
red lights.

The HAND disability network hosted
the Training2Care Virtual Dementia
Tour and Autism Reality Experience,
enabling attendees to experience the
airport through the eyes of individuals
with Dementia or Autism.

The Proud network marked LGBTQ+
History Month by collaborating with
Heathrow’s other network to explore
intersectionality, supporting colleagues
to better understand themselves and
those around them.

2021

Reflect the diversity of the local 49% Female representation Senior managers 39.5% 37.1%
?:r:wnar?eu?(i)ﬁ{ezgi\éesry level for b S All colleagues 41.3% 40.8%
Reflect the diversity of the local 39.9% Black, Asian, Senior managers 18.3% 17.1%
Create an inclusive ;ulturg where _ 100% .Disclosure rates Gender 99.9% 99.8%
Coesous oo onfdrttcoung | (ndudng e et o 8 iy
Sexual orientation Ethnicity 96.9% 97.7%

Sexual orientation 43.7% 26.0%

EDUCATION, EMPLOYMENT
AND SKILLS

Heathrow has delivered and
supported over 2,500 employment
opportunities in 2022. This is a
combination of 1,107 trained security
officers, 598 non-security external
hires and 803 jobseekers receiving
employment offers across a range

of airport employers, supported

by the Heathrow Academy. These
opportunities represent significant
achievement towards our longer-term
goal of 10,000 opportunities and have
been driven by the recovery of the
aviation sector, and the corresponding
high levels of recruitment.

The Heathrow World of Work
programme delivered 2,731 experience
of work days to local young people
aged 16-19, with an additional 300
experience of work days delivered to
primary school children as part of the
Heathrow Young Explorers activity.

The majority of the experience of
workdays were delivered through our
Virtual Work Experience programme
with local schools and colleges, which
was completed by 1,435 local 16-19
year olds (2,391 experience of work
days). The remainder were delivered
through activities such as T-Level

work placements and Essential Skills
Masterclasses for local college students
with additional learning needs.

[ 8 =

PAULA STANNETT
Chief People Officer
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EXPANSION

The pandemic has strengthened the strategic case for expansion. We have
seen how an island trading nation relies upon airlinks economically and socially.
The hub model has been strengthened, with airlines consolidating operations

into Heathrow.

Fifteen new passenger airlines started
operating at Heathrow temporarily
during the pandemic, more than any
other airport worldwide, demonstrating
the pent-up demand from airlines and
the benefits to consumers from greater
competition and choice between
airlines. Whilst six airlines managed to
secure more permanent slots, the lack
of capacity available at Heathrow has
meant that many of these new entrants
are unable to continue, meaning

some important routes including four
Indian cities become unserved again.
As the UK's largest port by value, over
the course of the last three years we
have better understood the critical

role of air cargo, the majority of which
is carried in the hold of passenger
aircraft at Heathrow, in supporting UK
exports, manufacturing and business
supply chains. To do this, in partnership
with our cargo community, we have
developed a cargo strategy to grow
Heathrow’s cargo proposition safely,
securely, sustainably, and efficiently,
meeting the practical needs of UK
businesses. The pandemic has shown
the risk to the UK’s trade routes of
becoming dependent on hubs in EU
countries which closed their borders

to flights from the UK during the
pandemic. Although demand has
fallen temporarily, it is forecast to have
surpassed pre-pandemic levels before a
new runway would be operational.
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CONNECTING ALL OF THE
UK TO GLOBAL GROWTH

Expanding Heathrow will add more
long-haul and short-haul routes to
help drive direct investment and
tourism across the UK, as well as
opening up new markets for our goods
and services. For passengers, a third
runway will bring new destinations,
more choice and lower prices through
an increase in competition between
airlines. For business people, students
and tourists visiting the UK, it would
make it easier to reach our shores.

For businesses, the additional cargo
capacity afforded by new routes will
enable new trading opportunities.
Heathrow is an economic catalyst, with
many businesses choosing to base
themselves in the UK because of the
ease of connections from Heathrow.

Heathrow is not only the UK’s global
gateway, it is the country’s biggest port
by value. Anything high value, time
critical or with a short shelf life goes on
an aircraft. Long haul passenger flights
from Heathrow carry 40% of the UK’s
non-EU exports.

As the global economy increases,
British businesses will need more
trading routes with Asia Pacific, Africa
and the Americas, which will mean
more long haul flights. Without more
runway capacity at Heathrow, Britain
will become increasingly dependent on
EU hubs to access long-haul markets,
which puts the UK at a competitive
disadvantage, and potentially puts
trade routes at risk if those countries
close their borders, as happened during
the pandemic. Expanded capacity and
cargo facilities at Heathrow would
better connect British exporters to
global markets and make it easier for
investors to come to the UK.

Heathrow is the UK's hub airport.

Easy connections from all parts of the
country into Heathrow by rail, road
and air make sure that the benefits

of growth are felt in all corners of the
UK. This is also the reason regional
airports across Britain want to connect
to Heathrow to enable their local
businesses to reach a global market.

POLICY AND
REGULATORY SUPPORT

The policy and regulatory frameworks
required to expand Heathrow remain in
place. In December 2020, the Supreme
Court unanimously ruled that the policy
framework governing Expansion — the
Airports National Policy Statement
("ANPS’) — is lawful UK Government
policy. In addition, following third-
party requests to review the ANPS, on
6 September 2021, the Secretary for
State for Transport concluded that it
was not appropriate to review at this
time. Furthermore, the CAA continues
to support Expansion on the basis that
they believe it furthers the interests

of consumers, as included within its
Initial Proposals that were published in
October 2021. On 26 May 2022, the
Department for Transport published a
policy paper, ‘Flightpath to the future:
a strategic framework for the aviation
sector’, in which it reaffirmed that

the ANPS continues to have full effect
and that the UK Government remains
supportive of airport expansion where it
can be delivered within environmental
obligations. This was reiterated with
the publication of the Jet Zero Strategy
on 19 July 2022 where the ANPS was
again stated as having “full effect”.
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THE BUSINESS CASE

COVID-19 has created short-term
passenger uncertainty, but we know
there is strong pent-up demand to
travel, as demonstrated when travel
restrictions have been eased and
testing regimes simplified. We expect
to approach operational capacity once
again during the H7 regulatory period.

Long-term passenger forecasts are
continually reviewed by Management
and the Board, which still support

the fact that Expansion would be
affordable and financeable. This
explains why, following Board approval
as well as in consultation with our
airline community and the CAA, we
reopened our Interim Property Hardship
Scheme in May 2021 and continue to
engage with our local communities.

In order to obtain planning consent
for the third runway, we will have to
demonstrate that expanding Heathrow
is compatible with the UK’s climate
change obligations, including the Paris
Climate Agreement. The Government
has made decarbonising aviation

a central part of its green growth
agenda, publishing its Jet Zero
Strategy in July 2022. The
commitments it sets out, including

to accelerate the use of sustainable
aviation fuel ('SAF’) and new
technology, support the incorporation
of its ‘Widespread Innovation’ scenario
in our long-term forecast.

In our continued modelling and looking
at climate projections, we assessed they
show that due to expected innovation
and technological change (SAF, zero
carbon aircrafts and fleet efficiency
improvements), passenger demand

will remain sufficient to support the
need for a third runway. There are
opposing models with fewer passenger
numbers such as the Balanced Net Zero
scenario (‘BNZ’). The level of SAF in

the Widespread Innovation pathway is
more aligned with policy and emerging
legislation, whereas the, BNZ assumes
a lower level of SAF uptake which

is not in line with current external
expectations. We have an ambition

to make 2019 the peak year for carbon
emissions at Heathrow and a plan to
get to net zero aviation by 2050.
Please see page 34 for our net zero
aviation section.

As at 31 December 2022, £516
million of Expansion-related assets

in the course of construction,
consisting primarily of costs directly
associated with, and incurred solely
for the purpose of, seeking planning
permission, and £16 million of
allocated capitalised interest are
recognised on the balance sheet. Refer
to page 161 for the critical accounting
judgements that Management has
applied in recognising these assets.

Management has carefully

considered the risks to Expansion,
particularly future demand recovery
following COVID-19 in addition to
climate change risk on long-term
passenger numbers, the legislative
and regulatory environment, and

any likely financeability risks. We
continue to consider that Expansion is
probable. Management will continue
to test this judgement as we formalise
next steps with investors, Government,
airline customers, local communities
and regulators.

Demand for aviation will recover from
COVID-19 and the additional capacity
at an expanded Heathrow will allow the
UK, as a sovereign nation, to compete
more effectively. Expansion would

help the Government’s ambitions

for a levelled up and Global Britain

to become a reality. By expanding
Heathrow, the UK's only hub airport,
we would be able to connect all of

UK to global growth markets, creating
hundreds of thousands of jobs in every
nation and region of the country and
giving Britain a competitive advantage
over our EU rivals.
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FINANCIAL REVIEW

“ 2022 has been Heathrow’s fastest year of
growth in our history, with an increase in
revenues of 140% to £2.9 billion. We invested
well ahead of the recovery to ensure we could
take advantage of this significant increase in
demand, with EBITDA increasing by 336% to
£1.7 billion.

We spent £442 million on capital expenditure

through the year to support our future recovery. P
Liquidity has remained strong throughout, and ain
we continue to have support from the global
capital markets which allowed us to complete
£1.9bn of financing through new issuances and
refinancing of credit facilities. Supported by a
strong balance sheet, we are ready to continue : f’i
growing sustainably.” o

JAVIER ECHAVE

Chief Financial Officer / "
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Year ended 31 December
Revenue

Adjusted operating costs'
Adjusted EBITDA?
Depreciation and amortisation

Adjusted operating profit/(loss)?

Net finance costs before certain re-measurements and exceptional items

Adjusted loss before tax*

Tax credit on loss before certain re-measurements and exceptional items

Adjusted loss after tax*

Including certain re-measurements® and exceptional items:

Fair value (loss)/gain on investment properties

Fair value gain/(loss) on financial instruments

Exceptional items

Tax charge on certain re-measurements and exceptional items

Profit/(loss) after tax

2w oN -

UK corporation tax change.

2022 2021
fm fm
2,913 1,214
(1,224) (827)
1,689 387
(774) (802)
915 (415)
(1,586) (830)
(671) (1,245)
128 252
(543) (993)
(69) 174
908 (665)
14 (31
(173) (57)
137 (1,572)

Adjusted operating costs excludes depreciation, amortisation, fair value adjustments on investment properties and exceptional items which are explained further in Note 3.
Adjusted EBITDA is loss before interest, taxation, depreciation, amortisation, fair value adjustments on investment properties and exceptional items.

Adjusted operating profit/(loss) excludes fair value adjustments on investment properties and exceptional items.
Adjusted loss before and after tax excludes fair value adjustments on investment properties and financial instruments, exceptional items and the associated tax impact of these including the impact of the

5 Certain re-measurements consist of: fair value gains and losses on investment property revaluations, gains and losses arising on the re-measurement of financial instruments, together with the associated
fair value gains and losses on any underlying hedged items that are part of a cash flow, fair value and economic hedging relationship and the associated tax impact on these including the impact of the UK

corporation tax rate change.

BASIS OF PRESENTATION OF
FINANCIAL RESULTS

Heathrow Airport Holdings Limited
("HAHL) is the holding company of a
group of companies (the ‘Group’),
which includes Heathrow Airport
Limited ("HAL") which owns and
operates Heathrow airport, and
Heathrow Express Operating Company
Limited (‘Hex Opco’) which operates the
Heathrow Express rail service. Heathrow
Airport Holdings Limited's consolidated
financial statements are prepared in
accordance with UK adopted
international accounting standards.

In the prior year, the financial
statements were prepared on a going

Management uses Alternative
Performance Measures (‘APMs’) to
monitor performance of the segments
as it believes this more appropriately
reflects the underlying financial

performance of the Group’s operations.

These remain consistent with those
included and defined in the Annual
Report and Financial Statements for
the year ended 31 December 2021.

A reconciliation of our APMs has been
included on page 221.

The Group has separately presented
certain items on the income statement
as exceptional as it believes it assists
investors to understand underlying
performance and aids comparability of
the Group's result between periods.

SUMMARY PERFORMANCE

For the year ended 31 December 2022,
the Group’s revenue increased by
140.0% to £2,913 million (2021: £1,214
million). Adjusted EBITDA increased
336.4% to £1,689 million (2021: £387
million). The Group recorded a £137
million profit after tax (2021: £1,572
million loss).

concern basis with the existence of
material uncertainty. Since then, the
Group has experienced strong
passenger number growth. This growth
provided significantly increased
confidence over covenant compliance in
future periods. We have a strong
liquidity position and adequate
resources to continue in operational
existence for the foreseeable future.
More detail can be found in the going
concern statement on page 142-144.

The exceptional items are material items
of expense that are considered to merit
separate presentation because of their
size or incidence. They are not expected
to be incurred on a recurring basis.
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FINANCIAL REVIEW (CONTINUED)

REVENUE

For the year ended 31 December 2022, revenue increased
140.0% to £2,913 million (2021: £1,214 million). Revenue
increased by 55.5% during the fourth quarter in isolation
compared to the same period last year.

2022 2021 Var
Year ended 31 December fm £m %
Aeronautical 1,879 554 239.2
Retail 564 217 159.9
Other 470 443 6.1
Total revenue 2,913 1,214 140.0

Aeronautical revenue increased by 239.2%. This is
predominantly due to the recovery of passenger traffic
following the easing of COVID-19 restrictions and an
increase in aero charges. Our maximum allowable yield for
2022 was £30.19 per passenger (2021: £19.36), as per the
holding price cap set by the CAA for 2022.
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RETAIL REVENUE

2022 2021 Var
Year ended 31 December fm fm %
Retail concessions 206 79 160.8
Catering 59 21 181.0
Other retail 54 32 68.8
Car parking 143 47 204.3
Other services 102 38 168.4
Total retail revenue 564 217 159.9

Retail revenue increased by 159.9% driven by higher
departing passengers, car parking revenue, terminal drop off,
premium services and the mix of retail services available in
2022, compared to last year when governmental restrictions
on non-essential shops were in place for the first five months
of the year. Retail revenue per passenger decreased 18.1%
to £9.16 (2021: £11.19).

OTHER REVENUE

2022 2021 Var
Year ended 31 December fm fm %
Other regulated charges 247 297 (16.8)
Heathrow Express 92 26 253.8
Property and other 131 120 9.2
Total other revenue 470 443 6.1

Other revenue increased by 6.1%. The decrease of 16.8% in
Other regulated charges ("ORCs’) is mainly due to 2021 ORCs
revenue being impacted by the brought forward under-
recovery from prior periods, which was recouped through
the Airport Cost Recovery Charge. This was not applicable

in 2022. It was partially offset by higher ORCs due to an
increase in passengers on baggage, hold baggage system
and passengers requiring support. The significant increase

in Heathrow Express revenue is distorted by the lower level
of services in 2021 due to the lockdown. Property and other
revenue increased 9.2%.



STRATEGIC REPORT .

ADJUSTED OPERATING COSTS

Adjusted operating costs increased 48.0% to £1,224 million

(2021: £827 million). Adjusted operating costs per passenger
decreased by 53.4% to £19.87 (2021: £42.62). The adjusted
operating costs per passenger is largely distorted by the fixed
nature of our cost base as we saw lower passenger numbers
in the prior year.

2022 2021 Var
Year ended 31 December fm £m %
Employment 392 267 46.8
Operational 332 197 68.5
Maintenance 181 134 35.1
Rates 116 120 (3.3)
Utilities and other 203 109 86.2
Adjusted operating costs 1,224 827 48.0

Employment costs have increased by 46.8% due to the
ramp-up of operations, mainly in Terminal 3 and Terminal

4. This includes costs associated with additional colleagues,
overtime, recruitment and training. We are also spending
more on employment costs following the end of the
Government'’s furlough scheme. For the full year ended 31
December 2021, Government grants of £21 million were
received for reimbursement of employee costs relating to
staff furloughed due to COVID-19. Following the end of the
scheme in September 2021, no equivalent payments were
received in the full year ended 31 December 2022. The rise
in operational and maintenance is mainly due to the full
reopening of operations across the year, higher inflation and
service quality rebates paid. Finally, utilities and other costs
have been impacted by higher consumption and higher
energy prices.

OPERATING PROFIT/(LOSS) AND ADJUSTED EBITDA

For the year ended 31 December 2022, the Group
recorded an operating profit of £860 million (2021: £272
million loss). The increase in operating profit was mainly
driven by higher revenue.

Adjusted EBITDA increased 336.4% to £1,689 million
(2021: £387 million), resulting in an Adjusted EBITDA
margin of 58.0% (2021: 31.9%).

2022 2021
Year ended 31 December fm fm
Operating profit/(loss) 860 (272)
Depreciation and amortisation 774 802
EBITDA 1,634 530
Exclude: (14) 31
Exceptional items!
Fair value loss/(gain) on investment properties 69 (174)
Adjusted EBITDA 1,689 387

! Please see exceptional items section for further information
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FINANCIAL REVIEW (CONTINUED)

EXCEPTIONAL ITEMS

For the year ended 31 December 2022, there was a gain on
exceptional items of £14 million (2021: £31 million loss).

2022 2021
Year ended 31 December £fm fm
Asset impairment and write-off - 31
Impairment reversal 14 -
Gain/(loss) on exceptional items after tax 14 (31

Following a significant recovery in the business from the
COVID-19 pandemic in 2022, and further certainty of H7
capital activities, the Group has reversed £14 million of
previously recognised impairment from 2020 and 2021.
These reversals represent previously paused projects that
have either restated, have been agreed with airlines to
restart during H7, or have a high likelihood of restart within
reasonable timescales subject to the ongoing consultation
with the CAA on the H7 settlement.

PROFIT/(LOSS) AFTER TAX

For the year ended 31 December 2022, the Group recorded
a profit before tax of £182 million (2021: £1,767 million
loss) and a profit after tax of £137 million (2021: £1,572
million loss).

2022 2021

Year ended 31 December fm £m
Operating profit/(loss) 860 (272
Net finance costs before certain (1,586) (830)
re-measurements

Fair value gain/(loss) on financial instruments 908 (665)
Profit/(loss) before tax 182 (1,767)
Taxation (charge)/credit (45) 195
Profit/(loss) after tax 137 (1,572)

Net finance costs before certain re-measurements

increased to £1,586 million (2021: £830 million) driven

by additional inflation accretion expense as the RPI annual
growth rate reached 14.0% as published in December 2022,
up from 7.1% as published in December 2021.

Fair value gains on financial instruments were £908 million
(2021: £665 million loss), resulting from increased volatility
in financial markets, in particular at the end of Q3 following
the UK Government’s minibudget announcement, and a
sharp rise in interest rate expectations in the UK. As interest
rates increased during the period and the group uses
overnight index swap (‘OIS’) rates as the underlying basis for
discounting the derivative and hedging instruments, this also
resulted in substantial fair value gains through the income
statement and lower present values on the derivative swaps
portfolio valuations.
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TAXATION

The total tax charge for the Group for the year ended 31
December 2022 was £45 million (2021: £195 million credit).
This is based on a Group profit before tax of £182 million
(2021: £1,767 million loss), which results in an effective tax
rate of 24.7% (2021: 11.0%). The total tax charge consists
of the following components:

¢ A tax credit before certain re-measurements and
exceptional items for the year ended 31 December 2022
of £128 million (2021: £252 million). Based on a loss
before tax, certain re-measurements and exceptional items
of £671 million (2021: £1,245 million), this results in an
effective tax rate of 19.1% (2021: 20.2%).

The tax credit for 2022 is more (2021: more) than implied
by the statutory rate of 19% (2021: 19%) primarily due
to current year deferred tax movements at the higher
25% tax rate and adjustments in respect of prior periods
increasing the tax credit for the year, offset partly by non-
deductible expenses reducing the tax credit for the year
(2021: some of the current year deferred tax movements
at the higher 25% tax rate, offset partly by non-deductible
expenses reducing the tax credit for the year). The most
significant non-deductible expense for the Group relates
to depreciation on those assets which do not qualify for
capital allowances. This means the Group does not receive
tax relief on this expense and so the relative tax credit is
lower (or tax charge is higher) as a result.

A £200 million tax charge (2021: £139 million credit)
arising from fair value losses on investment property
revaluations and fair value gains on financial instruments.

e A £27 million tax credit (2021: £196 million charge)
associated with the impact on deferred tax balances
from the substantive enactment of the increase in the
corporation tax rate from 19% to 25%, to take effect
from 1 April 2023. The increase was substantively enacted
in Finance Act 2021 and the effect of the rate increase has
been reflected in the deferred tax balances in the financial
statements in 2022 and the prior year.

For the period, the Group paid £1 million in corporation

tax (2021: paid £1 million). Due to the exceptional adverse
impact of the COVID-19 pandemic, the Group continued

to experience significant losses during the year ended 31
December 2022. Therefore, there have been no quarterly
instalment payments made in relation to corporation tax for
the year ended 31 December 2022.

Further details can be found in notes 5 and 19.



STRATEGIC REPORT .

CASH POSITION

In the year ended 31 December 2022, there was an
increase of £251 million in cash and cash equivalents
compared with a decrease of £92 million in the year
ended 31 December 2021.

At 31 December 2022, the Group had £3,012 million
(31 December 2021: £2,901 million) of cash and cash
equivalents and term deposits, of which cash and cash
equivalents were £499 million (31 December 2021:
£251 million).

We have further strengthened our cash management
controls. These controls include enhanced monitoring across
our commercial partners and further diversification of our
bank counterparties with whom we have cash deposits.

CASH GENERATED FROM OPERATIONS

For the year ended 31 December 2022, cash generated from
operations increased to £1,725 million (2021: £594 million).
The following table reconciles Adjusted EBITDA to cash
generated from operations.

2022 2021
Year ended 31 December fm fm
Cash generated from operations 1,725 594
Exclude:
Impairment (20) -
Increase/(decrease) in receivables’ 60 (264)
Increase/(decrease) in inventories 3 (1)
(Increase)/decrease in trade and other payables (93) 69
Difference between pension charge and 12 (22)
cash contributions
Cash payments in respect of exceptional items 2 1
Adjusted EBITDA 1,689 387

' The overall movement in working capital of £218 million in 2021 is primarily driven by the unwind
of prepayments made in 2020 offset by an increase in trade debtors.

CAPITAL EXPENDITURE

Total capital expenditure in the year ended 31 December
2022 was £457 million (2021: £289 million) excluding capital
creditors movements, which equates to capital additions, or
£442 million (2021: £252 million) including capital creditors
movements, which equates to purchases in the statement of
cash flows.

We have invested £365 million on various programmes to
ensure the airport’s safety and resilience. Investment has
focused on main tunnel works, design for cargo tunnel
refurbishment to ensure fire safety standards are maintained,
airport apron development (Kilo taxiway area), back-office
systems upgrades and renewal of assets that have come to
the end of their economic life.

We also invested £3 million in the period (2021: £5 million)
on projects related to expansion. Expansion-related capital
expenditure included Category B costs associated with the
consent process and early Category C costs predominantly
relating to early design costs. Heathrow has invested £383
million in Category B costs and £133 million in Category C
costs, equalling £516 million (after £10 million of re-work
impairment recognised in 2020). In addition, £16 million of
associated capitalised interest is carried in our balance sheet
within assets in the course of construction.
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FINANCIAL REVIEW (CONTINUED)

RECENT FINANCING ACTIVITY

In the year ended 31 December 2022, we raised £546 million
of new debt. This funding complements our robust liquidity
position and provides additional duration and diversification
to our £16 billion debt portfolio.

Class A financing activities included:

e £200 million of new private placement debt across 20-year
and 30-year tranches.

¢ The scheduled repayment of a £180 million RPI-linked
bond in April.

e A return to the CHF market in May, raising £136 million
equivalent maturing in 2027.

¢ The scheduled repayment of a €600 million public bond
in May.

e In August, we priced £60 million of new debt in the
private placement market with a maturity of 2047.

e The successful refinancing of our Revolving Credit Facility
in September at a size of £1.39 billion, up from £1.15
billion previously.

e £150 million of new debt in October across 10-year and
30-year tranches.

During the year, £650 million of new interest rate swaps
and extensions on existing swaps were executed to provide
headroom to our fixed rate hedging requirements, with
tenors between 10 and 18 years. Early paydowns of
accretion on our inflation swaps totalling £490 million were
also made during the year.
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FINANCING POSITION

DEBT AND LIQUIDITY

At 31 December 2022, the Group’s consolidated nominal
net debt was £15,764 million (31 December 2021: £15,421
million). It comprised £15,178 million in bond issues, £2,819
million in other term debt, £726 million in index-linked
derivative accretion and £53 million of additional lease
liabilities post transition to IFRS 16. This was offset by £3,012
million in cash and cash equivalents and term deposits.
Nominal net debt comprised £12,447 million in senior

net debt, £2,132 million in junior debt and £1,207 million

in Heathrow Finance net debt, offset by £22 million

in restricted cash.

The average cost of the Group’s nominal gross debt at 31
December 2022 was 3.85% (31 December 2021: 1.72%).
This includes interest rate, cross-currency and index-linked
hedge costs and excludes index-linked accretion. The
increase was due to rising interest rates and the benefit
from the swap reprofiling exercise having now ended.
Including index-linked accretion, the Group’s average cost
of debt at 31 December 2022 was 9.83% (31 December
2021: 3.79%). The increase in the average cost of debt
since the end of 2021 is largely due to a recent increase in
the inflation rate, which led to a higher accrual of accretion
on our inflation linked debt and swap portfolio versus the
comparable period.

The average life of the Group’s gross debt as at
31 December 2022 was 5.9 years (31 December 2021:
5.7 years).

Nominal net debt excludes any restricted cash and the
debenture between the Group’s and Heathrow Finance.
It includes all the components used in calculating gearing
ratios under the Group’s financing agreements including
index-linked accretion and additional lease liabilities
entered since the transition to IFRS 16.

The Group has sufficient liquidity to meet its base case cash
flow into the start of 2026. This includes forecast operational
costs, capital investment, debt service costs, scheduled debt
maturities and repayments. This liquidity position takes into
account £2,990 million in cash resources across the wider
Heathrow Group as well as undrawn revolving credit facilities
of £1,386 million at 31 December 2022.



FINANCIAL RATIOS

At 31 December 2022, the Group continues to operate
within the required financial ratios from the common terms
agreement. Heathrow Finance’s gearing ratio has now
returned below pre-pandemic levels. Gearing ratios are
calculated by dividing consolidated nominal net debt by
Heathrow’s Regulatory Asset Base (‘RAB’). Interest cover
ratios are calculated as the ratio of cashflow from operations
(excluding cash exceptional items) less tax paid less 2% of
RAB to interest paid.

At 31 December 2022, Heathrow’s RAB was £19,182 million
(31 December 2021: £17,474 million). Heathrow SP’s senior
(Class A) and junior (Class B) gearing ratios were 64.9%

and 76.0% respectively (31 December 2021: 64.6% and
76.3% respectively) with respective trigger levels of 72.5%
and 85%. Heathrow Finance’s gearing ratio was 82.3% (31
December 2021: 88.4%) with a covenant of 92.5%.

In the year ended 31 December 2022, the Group’s senior
and junior interest cover ratios were 10.97x and 6.97x
respectively (2021: 10.36x and 3.15x respectively) compared
to trigger levels of 1.40x and 1.20x under its financing
agreements. Heathrow Finance’s interest cover ratio was
4.44x (2021: 1.37x) compared to a covenant level of 1.00x
under its financing agreements.

CLIMATE CHANGE

Climate change will have a significant impact on the aviation
industry and Heathrow in the years to come and we have
both a moral responsibility to continue to be ambitious in
our endeavours to take carbon out of flying, as well as a
responsibility to minimise risk to the business in the long-
term. As part of our work over Taskforce for Climate Related
Financial Disclosures (‘'TCFD’) as described on pages 68 to
77, we have considered our transition risks and ensured
that are factored fully and consistently into our future
financial long-term forecasts for those areas of the balance
sheet whose recoverability is assessed based on expected
future cash flows, including property, plant and equipment,
expansion assets in the course of construction, intangible
assets, investment properties and deferred tax assets. In
addition, we have ensured that the useful economic lives of
our existing assets are appropriate, particularly with regard
to the physical risks identified in TCFD as well as with regard
to our recently published net zero sustainability strategy as
described on pages 34 to 37.

PENSION SCHEME

We operate a defined benefit pension scheme (the BAA
Pension Scheme) which closed to new members in June
2008. At 31 December 2022, the defined benefit pension
scheme, as measured under IAS 19, was funded at 96.3%
(31 December 2021: 107.6%). This translated into a deficit
of £104 million (31 December 2021: £343 million). The

£447 million decrease in the surplus in the year is largely

due to actuarial losses of £464 million, attributable to a

loss on assets which outstripped actuarial gains on scheme
liabilities resulting from a 2.90% increase in discount rate
and a 0.10% reduction in inflation assumptions; experience
losses in allowing for actual inflation in 2022; service costs

of £18 million offset by finance income of £6 million; and,
contributions paid in the year. In the year ended 31 December
2022, we contributed £29 million (2021: nil) into the defined
benefit pension scheme including £15 million (2021: nil) in
deficit repair contributions. The Directors believe that the
scheme has no significant plan-specific or concentration risks.
Further details can be found in note 20.

JAVIER ECHAVE
Chief Financial Officer

22 February 2023

ANNUAL REPORT AND ACCOUNTS 2022 55



OUR APPROACH TO CAPITAL ALLOCATION

In order to generate stable long-
term returns, significant investment
is required and, to make these
investments, we must ensure that we
have access to appropriate capital in
both the short and long-term.

Our primary sources of capital are:

1.Equity investment from
our shareholders.

2.Debt provided by third parties.

3.Cash generated from our operations.

Against the backdrop of short-term
constraints as a result of the impact

of COVID-19, decisions related to the
efficient deployment of capital consider
the following:

1.Retaining a strong balance sheet.

2.Maintaining investment in
the business.

3. Providing our ultimate shareholders
with a fair return on their investment.

RETAINING A STRONG
BALANCE SHEET

We generate high quality operating
cash flows when operating normally.

As a result, we have good liquidity

and have been able to maintain a
positive net current asset position. We
seek to ensure that we continue to
maintain a strong balance sheet, so
that we can comply with debt covenant
requirements, regulatory restrictions and
respond to long term economic risks.

In order to comply with the CAA's
regulatory requirements, the Directors
submit, by the end of April following the
year end date, an annual “Certificate of
Adequacy of Resources” to confirm that
we expect to have sufficient financial
and other resources, and financial and
operational facilities, to enable us to
continue to provide airport operation
services for a period of at least two
years. This submission is required to
take into account any dividend or other
distribution which might reasonably be
expected to be declared; any amounts
of principal and interest due under

any loan facilities; and any actual or
contingent risks which could reasonably
be material to our consideration. At the
time of the Annual Report and Financial
Statements, the 2023 certificate has not
been issued.
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MAINTAINING OUR
INVESTMENT IN THE
BUSINESS

We use our internal cashflow generation
and capital markets (debt and equity) to
continue to invest in the airport. Since
private ownership we have invested over
£13 billion of private money.

Our stakeholders benefit from the
investment into the UK's only hub
airport. We submitted our Revised
Business Plan to the CAA in December
2020, with updates in June 2021,
December 2021 and December 2022,
which describe our plans to deliver
further investments to improve customer
service, increase efficiency, and expand
the airport in a sustainable way.

We are incentivised to continue to
invest and generate long-term returns,
through economic regulation from

the CAA, which allows a return on
efficient investments. When this return
is sufficient, it allows us to access capital
markets and obtain the finance required
1o invest.

Proposed future investment and
consideration of the ability to access
suitable funds are monitored and
managed through our short-term
Management Business Plan and its
longer-term Regulatory Business Plan
and investments are dependent on
reaching satisfactory regulatory terms
with our regulator.

PROVIDING THE GROUP’S
ULTIMATE SHAREHOLDERS
WITH A FAIR RETURN ON
THEIR INVESTMENT

To access equity investment, we

are required to offer a fair return to
shareholders. Where we have met our
balance sheet requirements and have
concluded we have suitable capital

to meet our investment plans, the
Directors seek to provide shareholders
with a fair return through a dividend
payment while delivering our
commitment to maintain our current
investment grade credit rating.

At times of significant investment, the
Directors may seek additional capital
from the shareholders. To obtain the
capital, the Directors are required to
demonstrate that they can continue to
provide a fair future return in exchange
for this investment.

The Directors of each of the companies
within the Heathrow group of
companies consider the Group’s capital
structure and distributable reserves
before proposing dividends. Dividends
are only paid where Heathrow

has generated enough allowable
distributable reserves.

Dividends are paid up through the
structure of the Heathrow group of
companies to fund dividends to the
Group’s ultimate shareholders and to
repay and service external debt at the
Group's holding companies. The flow
of dividends through the Heathrow
group of companies is illustrated in
the simplified diagram on the opposite
page. In 2022 no dividends were paid
to ADI Finance 2 Limited (2021: £nil).
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DIVIDEND FLOWS FOR THE

HEATHROW GROUP OF COMPANIES
o DIVIDEND TO
FGP Topco Limited [ > ULTIMATE
e > No. 5723961 SHAREHOLDER
INTERCOMPANY
DIVIDEND
Heathrow Airport
» Holdings Limited
No.5757208
INTERCOMPANY
DIVIDEND
SO Heathrow Finance PLC > REF;?T/Q'EID
geecerereed > No. 6458635 EXTERNAL DEBT
INTERCOMPANY
DIVIDEND

e Heathrow (SP) Limited
e > No.6458621

INTERCOMPANY
DIVIDEND

............. Heathrow (AH) Limited Hgathrpvy
No. 6458657 Funding Limited
SRR ITIIIIRIIIIEE ] No. Gooon
INTERCOMPANY
DIVIDEND
e eeneens Heathrow
e > Airport Limited
No. 1991017
INTERCOMPANY
DIVIDEND

Heathrow Express . Holding Company
Operating Company
Limited No. 3145133 [ runding Company

. Operating Company

-4 Structure has been
simplified for ease of
reference, additional
companies exist between
these companies.
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OUR APPROACH TO TAXATION

We have a corporate responsibility to
collect and pay the right amount of
tax and have been working hard to
promote tax transparency and build
trust with our stakeholders.

Our operations, whilst large, are
conducted entirely from the UK with no
overseas operations. Accordingly, we
pay a range of UK taxes, and we are
one of the biggest business rates payers
in the country, paying c.£1 billion into
the public purse over the past decade.

We operate not only within the UK’s tax
laws, but also within the spirit of them.
All profits are subject to UK corporation
tax and no funds are routed through
tax havens. We have no investments
outside the UK that are not subject to
UK tax.

TAX STRATEGY

Heathrow’s tax strategy was approved
by the Audit Committee on behalf of
the HAHL Board' in July 2022 and is
published on the Heathrow website.
Heathrow’s tax strategy confirms:

e How Heathrow ensures the right
processes and controls are in place to
manage potential tax risks.

e Heathrow’s commitment to paying
UK tax in accordance with all
applicable laws and regulations
without the use of arrangements
that are contrary to the intentions of
Parliament.

e Heathrow’s low tax risk appetite
and commitment to preventing the
facilitation of tax evasion.

e Heathrow’'s commitment to engaging
with HMRC in an open and
transparent manner.

" The HAHL Board is the Board of Directors of Heathrow Airport Holdings Limited as defined on page 86.
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APPROACH TO RISK
MANAGEMENT AND
GOVERNANCE

Given the scale of our operations,

it is important to ensure the right
processes and controls are in place to
manage potential tax risks. To achieve
this, we ensure that the appropriate
policies, processes and systems are in
place and that these are reviewed for
operational effectiveness.

We are vigilant in the creation and
maintenance of robust processes for
recording the right amount of tax. The
tax team is adequately staffed with
clearly defined roles and each individual
has the required skills and support to
carry out their role effectively. Regular
training is provided to ensure the
team is capable of managing the tax
risks, including the encouragement of
appropriate skills across the business.
Where necessary, external tax advice
is sought to ensure that the correct
amount of tax is considered in relation
to any business restructure, complex
transaction or legislative change.

The Audit Committee periodically
reviews tax matters affecting Heathrow.
Any concerns are addressed in a tax
risk register which evaluates identified
risks and supports the development

of a response strategy to address the
given item. All risks are monitored and
controlled as appropriate.

ATTITUDE TOWARDS TAX
PLANNING

We pay UK tax in accordance with all
laws and regulations. As part of the
business and commercial operations,
we seek to utilise available tax reliefs,
incentives and exemptions in line
with both the intent and letter of tax
legislation whilst not being involved
in tax planning other than that which

arises from genuine commercial activity.

This means that we will not structure
transactions in a way which gives a
tax result contrary to the intentions
of Parliament nor adopt measures to
manage our effective tax rate.

ACCEPTED LEVEL OF RISK

Our tax strategy supports our
responsible business strategy. It is
focused on ensuring both tax and
tax risks are managed to provide
sustainable outcomes. As a result,
we have a low tax risk appetite. The
approach is to mitigate any risk by
taking reasonable care whilst also
considering our brand, reputation and
the wider airport community. We are
also committed to ensuring that tax
evasion is not facilitated and we have
implemented procedures to prevent
such behaviour.

Overall accountability for
Heathrow’s tax strategy sits with
the HAHL Board. The Chief
Financial Officer, in his capacity
as Senior Accounting Officer,
ensures that Heathrow has a tax
strategy which supports and
directs the appropriate recording
and delivery of tax obligations.
This strategy is reviewed and
approved by the Audit Committee
on behalf of the Board.

APPROACH TO HM REVENUE
& CUSTOMS (‘HMRC’)

We seek to have an open and
transparent relationship with HMRC,
creating and maintaining mutual trust.

The tax team is responsible for
supporting the business in meeting
its tax obligations in an open and
transparent manner, ensuring that
any inadvertent errors identified

are disclosed to HMRC as soon as
reasonably practical and processes are
put in place to prevent repetition.

We seek to engage in relevant
Government initiated tax consultations
to ensure that the views of business
are represented.
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OUR APPROACH TO RISK MANAGEMENT

Identifying, understanding and managing risk is fundamental to our

strategy and success.

The Heathrow Risk and Assurance
Management framework is an
enterprise risk management system

that is embedded Group-wide with the
principal aim of providing oversight

and governance of the key risks that
Heathrow faces, and to monitor current,
upcoming and emerging risks.

The framework provides guidance on
how risks should be identified, mitigated,
reviewed and reported within Heathrow.
During 2022, we have continued to
improve our risk processes, building

on the current risk-management
structure, to enhance the data quality,
completeness of risk information and
control measurement in addition to
improving the overall reporting integrity.

The HAHL Board' has overall
responsibility for the framework and

for reviewing the effectiveness of

the risk-response system. There are

two HAHL Board sub-committees
which are responsible for risk: the

Audit Committee, which reviews the
effectiveness of systems for internal
financial and operational control, and
the Sustainability and Operational

Risk Committee, which reviews the
effectiveness of operational reporting
and performs an oversight review of the
performance against sustainability goals
and operational targets.

To achieve a balanced view of our risk
landscape in line with wider company
objectives, all our risks are evaluated
against defined risk appetite levels, which
are captured in a formal risk appetite
statement which is consolidated and
reviewed on an annual basis.

The most significant risks are collated
and reported to the Risk and Assurance
Committee, a sub-committee of the
Executive Committee, which meets
every six weeks. The risks are then
reviewed by the Executive Committee
before being submitted to the Audit
Committee and Sustainability and
Operational Risk Committee for
independent review and challenge. The
final Heathrow Risk Outlook Report is
then reviewed and approved by the
HAHL Board on a quarterly basis.

Principal risks have been identified

at an Executive level ensuring a
comprehensive top-down approach to
risk identification and management.

A Principal Risk is a risk that has been
identified by the HAHL Board, its formal
committees, the Executive Committee,
or the Risk and Assurance Committee,
as an important risk that fundamentally
affects the business’s ability to deliver
on its overarching objectives. A Principal
Risk is assessed according to the
likelihood, consequence and velocity by
which the risk may impact Heathrow.

The risk landscape for Heathrow has
remained challenging, as government
covid restrictions eased and passengers
started to return to the airport. The
increase in demand has challenged
capacity across the whole ecosystem at
Heathrow — airport, airlines, handlers
and other partners. Capacity issues
have largely been driven by resourcing
concerns across Team Heathrow, which
are further exacerbated by a challenging
macro-economic environment and
tight labour market. The pandemic

has continued to have a material
impact on our operations and financial
performance, and management
continue to focus on recovery, working
closely with our partners and airlines.
Safety risks, relating to passengers

and colleagues across Team Heathrow,
continue to be at the heart of our
recovery; the significant financial loss
due to the material loss of passenger
numbers compared to pre-pandemic
levels; risks relating to liquidity and

our ability to access finance; resource
attraction and retention, and operational
risks from an increased exposure to
cyber-attack all remain critical features
of Heathrow's risk landscape.

We have continued to work with

our partners, suppliers and customers
throughout 2022 to respond to these
risks. During 2022 Heathrow has
continued to face significant
regulatory risk as we wait for the
CAA's final H7 determination.

" The HAHL Board is the Board of Directors of Heathrow Airport Holdings Limited as defined on page 86.
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Our ability to maintain the high

levels of investment in service and
resilience of our airport are dependent
on a satisfactory outcome from the
H7 settlement, securing affordable
charges to consumers while providing
a fair return so Heathrow remains
financeable. Significant geopolitical
risk has also characterised the risk
landscape over the last 12-months,
with the war in Ukraine restricting
airspace, and impacting airline routes,
as well as exacerbating existing global
economic challenges linked to rising
energy prices, high inflation and weak
global and UK economic growth. There
is a risk that these economic headwinds
dampen passenger confidence and
disposable income as the sector
continues to recover. The risk of climate
change continues to be the most
significant risk facing both Heathrow
and the global aviation sector over
the longer term. Climate change is

an existential risk for Heathrow, and
management have continued to take
a leadership role on promoting the
removal of carbon from aviation on
both the national and global stage
(see page 34). November’s global
agreement at ICAO for net zero
aviation by 2050 is a landmark
milestone on this journey. Government
policy support for expansion remains
in place and we continue to promote
the case for an expanded Heathrow,
supporting the UK’s economic growth
and levelling-up ambitions, while
managing the risks and uncertainties
within a rapidly changing risk
environment post-pandemic.

MINE HIFZI
General Counsel and
Company Secretary




STRATEGIC REPORT .

OUR RISK APPETITE STATEMENT

“Heathrow Airport has no appetite for safety risk
exposure that could result in injury or loss of life to
public, passengers and colleagues.

Similarly, robust controls and contingency measures are
in place to contain any potential security, environmental
or legal breach within minimal levels of impact.

To this extent, risks that are emerging or that could
cause critical harm to the business are subject to
enhanced executive oversight.

RISK MANAGEMENT

HAHL BOARD

In a dynamic and evolving environment our appetite
and tolerance of risk must be progressive and it should
be defined in a proportionate and calibrated way.

The business accepts that absolute operational, system
and infrastructure resilience is impossible. It will work
proactively to mitigate the impacts on the business
within the risk/return balance set by the company.

In the pursuit of its objectives, Heathrow Airport is
willing to accept, in some circumstances, risks that may
result in some financial loss or reputational exposure.”

LEADERSHIP AND
COMMITMENT

Overall responsibility for the
enterprise risk management

framework.

Review and final approval
of Risk Outlook Report

AUDIT COMMITTEE

Chair: Olivier Fortin
Non-Executive Director

Reviews the effectiveness of
systems for internal financial
control, financial reporting and risk
management.

COMMITTEE

Al dit pl d
pproves audit plans and overseas Chair: Mine Hifzi

reviews performed.

General Counsel

Independent review and challenge
of the Risk Outlook Report

Reviews the functional risk registers

Final approved Risk Outlook Report

EXECUTIVE COMMITTEE

Reviews and approves
Risk Outlook Report

RISK AND ASSURANCE

SUSTAINABILITY AND
OPERATIONAL RISK
COMMITTEE

Chair: Joan MacNaughton
Non-Executive Director

Reviews the effectiveness of the
operational reporting and performs
an oversight review of the
performance against sustainability
goals and operational targets.

Independent review and challenge
of the Risk Outlook Report

and overall adherence to the Risk
and Assurance Framework and
Processes. Reviews and challenges

the Principal Risks.
FLOW OF RISK

INFORMATION

Reviews Risk Outlook Report

. Purpose of the Group with regard to risk

. The flow of the risk-review process
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OUR PRINCIPAL RISKS

The risks outlined are the
principal strategic, corporate
and operational risks identified.
This is a current point-in-time
assessment of the risk profile
that the Group faces as at 31
December 2022. As the risk
environment evolves these risks
are being constantly reviewed
and updated.

62

PRINCIPAL RISK:

A safe and secure

operating environment

PRINCIPAL RISK

An airport as large and complex as Heathrow has a multitude of fire, safety, health and wellbeing
risks and with the pace and rate of our growth as we build back capacity these risks increase.
Nationally, COVID-19 has resulted in a worsening of physical and mental health and external
pressures including the war in Ukraine and cost of living crisis are adding to people’s anxiety.

If we do not set and strive for the highest standards of fire, safety, health and wellbeing, we risk
causing harm to our colleagues and stakeholders, compromising our service to passengers, and
damaging our reputation and ultimately our business performance.

We therefore value, above all else, the health and safety of colleagues, passengers and anyone else
affected by the airport’s activities. Our focus on health and safety is not just the right thing to do, it
is the foundation of an efficient operation, a secure airport and a sustainable business.

The UK security threat level is substantial, meaning an attack is likely. We are responsible for
ensuring that our assets, infrastructure, human and electronic systems and processes meet
requirements to protect aviation security, deliver high security standards and build confidence with
regulators, airlines and passengers.

RISK MITIGATION STRATEGY

Our risk mitigation strategy is built from our fire, safety, health and wellbeing framework of safe
and healthy ‘place’, ‘work’, ‘team’ and ‘decisions’.

Place: We ensure our physical environment and assets are designed, built, used, and maintained
so that they don't cause harm. Our change control processes are designed to ensure that new
equipment, technology, and processes are introduced safely.

Work: Our, fire, health and safety management systems are designed to ensure a planned

and controlled way of working. We set Fire Health and Safety (‘FHS’) standards for the airport
community and influence industry standards working with UK and international regulators

and industry bodies. Our risk assessment processes adopt the hierarchy of controls and we set
FHS standards for the airport community. Governance and assurance processes are used to

ensure that controls around health-and-safety risks remain effective, and continuous improvement
is encouraged.

Team: Consultation, engagement and collaboration are key to a safe and healthy team. We work
closely with our Trade Union partners on health and safety matters and engage colleague views
through our engagement surveys. Our leaders, managers and colleagues receive the training they
need to understand and manage risks associated with their roles. We collaborate across Team
Heathrow through a range of mechanisms, including the Team Heathrow Safety Council and
Network, to drive standards and performance. We held our first Heathrow Airport Safety Summit
with Team Heathrow in June 2022 and started to measure safety culture across organisations
operating at the airport.

Decisions: In the last 12 months our focus has been on ‘healthy minds’ to ensure safe and healthy
decision making. Our extensive range of health and wellbeing products and services has been
further promoted this year resulting in increased utilisation, supplemented by the provision of
mental fitness training for line managers and support for financial wellbeing. Over 60% of Line
Managers within our Security Function have received mental fitness training, providing practical
tools so that line managers prioritise their own mental fitness and develop confidence in holding
wellbeing conversations and signposting colleagues to appropriate support. Support for financial
wellbeing includes practical support and access to one-to-one financial coaching.

We also have a confidential reporting line through which concerns of wrongdoing at work can
be reported (Safecall).

We work with law enforcement and government agencies to ensure security procedures

are appropriate and mitigate evolving threats. Procedures are subject to review through the
internal controls mechanism and via independent scrutiny from the Civil Aviation Authority ('CAA")
and other domestic/international agencies.

LINK TO
STRATEGIC
PRIORITIES
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PRINCIPAL RISK:

Information
security

PRINCIPAL RISK

Information security, which refers primarily to our systems and
information and the data contained in them, continues to be a
risk for Heathrow. Malicious cyber-attack is a continued risk given
the size and breadth of our network and operating environment.
Attacks continue to be more sophisticated, especially around
phishing and ransomware which are now a persistent challenge
for all industries. In addition, new ways of working following the
COVID-19 crisis have also resulted in an increased risk profile.

RISK MITIGATION STRATEGY

Heathrow is a Critical National Infrastructure (‘CNI’) and therefore
complies with The CAA “Cyber Security Oversight Process for
Aviation” (CAP 1753) based on the National Cyber Security
Centre's “Cyber Assessment Framework” and in turn is broadly
aligned to the NIST Cyber Security Framework. The Regulator
(CAA/DAT) requires that Heathrow achieve compliance with
CAP1753, through the CAA ASSURE audit process.

Heathrow has top-down support for Cyber Security. It is an active
topic at the Executive Committee and briefings are provided

as required or requested. Regular reporting is also performed
through reports at Executive/Board/Non-Executive risk committees.
Cyber risk assessment is performed at a system, supplier, and
departmental level, and rolled up into overall corporate risk
management processes. Mandatory Cyber and Data Privacy
training is rolled out to colleagues annually. Monthly Phishing
awareness campaigns are run and tracked. Execution of Business
Continuity Plans is managed through the Heathrow Resilience
“Command and Control” process. We work with Strategic Security
in partnership with governing bodies as part of our CNI status.

LINK TO
STRATEGIC
PRIORITIES

PRINCIPAL RISK:

Requlation

requirements

PRINCIPAL RISK

We are subject to economic regulatory review. Changes to economic
regulation could materially impact the performance of the business.
Failure to comply with laws and regulations could result in loss of
licence, penalties, claims and litigation, reputational damage and loss
of stakeholder confidence.

RISK MITIGATION STRATEGY

The risk of an adverse outcome from economic regulatory reviews is
mitigated as far as possible by a dedicated regulatory team. This team
ensures full compliance with regulatory requirements, establishes

a sound relationship with the regulator and advises the Executive
Committee and HAHL Board on regulatory matters.

We worked closely with airlines, the CAA and other stakeholders as
we developed Heathrow's Revised Business Plan for the H7 regulatory
period which was published in December 2020, and our Update 1 of
this plan that was published in June 2021. In parallel we are engaging
on our application for an adjustment to the RAB to recover an
appropriate amount of the unexpected losses which occurred due to
the impact of COVID-19.

The CAA set out its initial proposals in October 2021, which set out

a range of potential charges for H7 and a range of assumptions on
traffic, costs, capex, return and commercial revenues alongside a
proposed regulatory framework for H7. There is a substantial gap
between the CAA proposals and the estimates included in our H7 RBP
Update 1. We submitted our response to the CAA's Initial Proposals

in Mid-December setting out numerous errors in their proposals.
Alongside our response we also submitted the second update to our
Revised Business Plan (‘RBP Update 2°).

The CAA set out its final Proposals in late June 2022. These updated
its forecasts for operating costs, capital investment, commercial
revenues, traffic and Weighted Average Cost of Capital ("WACC')
together with more details in respect of the regulatory framework

to be applied for H7. Although the gap in operating costs, capital
investment, commercial revenues, and traffic was significantly reduced
it remained substantial. In addition, the CAA lowered their estimate

of WACC and did not increase the amount allowed for the COVID-19
related RAB adjustment. We submitted our response to the CAA's Final
Proposals in August setting out numerous errors in their approach.

The CAA is due to publish its Final Determination in March. It is
unlikely that the RAB adjustment will be increased, and the H7
settlement remains uncertain at this stage. There is a material risk for
both that, in line with the CAA's previous approach, it could fail to
act on established regulatory principles or implement best practice

to ensure that the price control is a ‘fair bet'. Beyond engagement
with the regulator, these risks are somewhat further mitigated by our
right of appeal to the Competition and Markets Authority. We have
begun preparations to ready an appeal so that one can be mounted if
required, working with Legal and economic advisors.

In addition, we engage closely with internal and external legal advisors
to ensure that relevant and appropriate advice is received and that

our response to reviews and our actions to ensure compliance with
regulatory requirements reflect such advice.

LINK TO
STRATEGIC
PRIORITIES
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OUR PRINCIPAL RISKS (CONTINUED)

PRINCIPAL RISK:

Legal status of

Airports National
Policy Statement ("ANPS’)

PRINCIPAL RISK

In June 2018 Parliament approved the Airports
National Policy Statement ("ANPS’) which sets out the
policy framework for expansion at Heathrow Airport
and is the primary basis for decision making on any
development consent application for a new north-
west runway. Heathrow was making considerable
progress towards developing its Development Consent
Order ('DCQ’) application to deliver a sustainable,
affordable and financeable expanded Heathrow,
including holding multiple consultations to seek
feedback on its proposals. However, on 27 February
2020, the Court of Appeal concluded that the UK
Government was required but had failed to take into
account the Paris Climate Agreement when preparing
the ANPS. The Court declared that the ANPS had

no legal effect unless and until the UK Government
carried out a review of the policy. Heathrow appealed
against this decision and in December 2020, the
Supreme Court unanimously held that the UK
Government had acted lawfully when making the
ANPS, overturning the Court of Appeal’s decision.
The judgment confirmed that the UK Government
had properly exercised its discretion and had taken
into account the Paris Climate agreement by having
regard to the Climate Change Act 2008 in the ANPS.
On 6 September 2021, the Secretary of State for
Transport decided that it was not appropriate to
review the ANPS at this time. Further confirmation of
the status of the ANPS has been made through the
May 2022 publication of ‘Flightpath to the Future’
and the July 2022 publication of ‘Jet Zero Strategy'.
While work to expand Heathrow during COVID-19
was paused, the post pandemic period has shown
the demand from airlines to fly from Heathrow, as
well as how critical Heathrow is for the UK's trade
routes. The Government’s ANPS continues to provide
policy support for Heathrow’s plans for a third runway
and the related infrastructure required to support an
expanded airport and we are reviewing our options.

RISK MITIGATION STRATEGY

In 2020 we appealed the Court of Appeal’s judgment
on legal grounds with a view to reinstating the ANPS.
Having won the appeal and restored the ANPS, we
have positively reiterated the case for expanding
Heathrow in line with Government policy and we are
continuing to engage with the Government, the CAA
and other stakeholders on the next steps to progress
our plans.

Heathrow remains committed to a long-term
sustainable expansion. When demand returns to pre
COVID levels, meeting that demand as the UK’s hub
airport will be essential to a country with global and
levelling up ambitions.

LINK TO

STRATEGIC
PRIORITIES
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PRINCIPAL RISK:

Reduction in global
demand and revenues

PRINCIPAL RISK
Operational ecosystem challenges impacting capacity rebuilding and revenue growth.

COVID-19 has led to an unprecedented reduction in passenger volumes and revenues,
which the industry was forced to respond to with workforce reductions and temporary
closure of two terminals to weather the pandemic. The lack of targeted industry support
and unstable travel policies (quarantines, testing requirements) by the government
exacerbated the industry’s ability to plan for recovery. Brexit has impacted on worker
availability, particularly in relation to ground handling staff.

Continued policy inconsistency on VAT Free shopping provides significant revenue
uncertainty and lack of competitive parity with EU airports. The Next Generation Security
Project is expected to have a negative impact on aviation capacity and retail revenue from
2023 onwards.

Significant potential revenue impacts are expected relating to workforce challenges
requiring capacity restrictions and removal of VAT Free shopping.

Revenue growth may be inhibited by the lack of certainty over consumer demand recovery
in 2023-2024, driven by high inflation, a slowdown in economic growth, impact of a
recession and pressure on consumer spending. A limited capacity for growth dependent
on slot trading combined with the highest aviation taxes in Europe ("APD’) continue to put
pressure on airports and hub airlines.

RISK MITIGATION STRATEGY
Aviation
Our strategic response to protect revenues and drive passenger volumes has been:

1. Slot Strategy in place to secure desired slot recommendation for Winter 22, Summer
23 and for the future, with advocacy plan also in place to influence Department for
Transport, Airport Council International ('ACI") (World and Europe), International Air
Transport Association ('IATA) and other stakeholders to align to Heathrow’s position.

2. 2022 - 2026 Network Strategy in place to target new routes, grow market share and
competition in key markets and protect weaker performing routes.

3. Senior engagement and account plans in place with key airlines to rebuild relations and
accelerate collaboration, post COVID-19.

4. 2022 — 2026 Aviation Strategy in place to optimise revenues generated from Aviation
with the goal of delivering sustainable growth, increased hub connectivity both globally
and domestically and diversifying revenue.

5. Worked with Airport Coordination Limited ("ACL) and Ops Planning on pre-season
schedule optimisation to maximise capacity where resources are limited.

6. Industry monitoring via daily updates from CAPA (market intelligence for the aviation
and travel industry), media cuts and other industry events, as well as attendance at
Routes (network) and IATA (slots and cargo) conferences.

7. Close alignment internally with Space, Retail and Property teams to optimise
commercial opportunities while maintaining alignment with Security Project.

Retail

Key measures implemented to contain the impact on retail income include:

1. Close monitoring and balance of assessed debt and contractual fixed income
guarantees to maximise overall retail revenue.

2. Targeted scouting of the market to identify potential new entrants with the ability to
enter into a commercial deal with minimal level of disruption and delays (e.g., lending
locations to businesses that could make immediate use of the structure ‘as is’).

3. Continued dialogue with officials in the Treasury (HMT) around the impact and pitching
an alternative solution for the reintroduction of VAT free shopping for departing
passengers and the opportunity to introduce duty free shopping for arriving passengers.

LINK TO
STRATEGIC
PRIORITIES
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PRINCIPAL RISK: PRINCIPAL RISK:

Liquidity and ability > Resilience of

to access finance Team Heathrow

PRINCIPAL RISK PRINCIPAL RISK
We need to continue to be able to access finance to fund our The COVID-19 pandemic has had a significant impact on the
current operations. aviation industry, as well as on the wider eco-system of key

customers and stakeholders that support the supply of services and
facilities to passengers and airlines. There is a risk that the level of

RISK MITIGATION STRATEGY . . .
passengers and Air Traffic Movement growth exposes the gaps in

\We p!'oduce Iong—lterrrj forecasts which include consideration of operational resilience across the wider Team Heathrow, impacting
significant downside risk to enable our management to conclude on our collective ability to provide the safety, resilience, service
that covenant terms are likely to be met, and that we have the levels and passenger experience our passengers expect.

ability to access additional future finance as required. We have
invested in a suitably skilled Business Planning and Treasury team
who have robust procedures in place to ensure that the best
quality investment decisions are made, and that investments can
be appropriately financed. Realisation of Principal and other risks,
mainly regulatory uncertainty, could deteriorate the quality of our
credit rating and increase this risk. These uncertainties may result
in the Group needing to take further action, including seeking
future further covenant waivers or amendments from creditors.

Following the removal of government restrictions, both in the

UK and globally, Heathrow and the wider aviation sector has
experienced a rapid increase in passenger demand. Airports,
including Heathrow, and their partners and suppliers, have
experienced significant challenges in ensuring sufficient resources
are available to support rapidly increasing demand, placing
particular challenges on key parts of the passenger journey at peak
times — security, airline ground-handling and immigration.

RISK MITIGATION STRATEGY

We continue to monitor and build on our operational insight

and data to ensure we have capacity and resource ready ahead

of demand with planned responses. We have developed a build
back capacity programme led by our Chief Solutions Officer to
specifically address pain points and risk areas around resilience.
This programme reviews resourcing capacity across Heathrow's
ecosystem and measures short and medium term forecasting to
enable capacity planning. We work closely with our stakeholders
and airlines undertaking regular reviews via the capacity sub-group.
This includes seasonal peaks and flying schedules.

We continue to work closely with our airline customers, retailers
and wider stakeholders. We monitor the financial health of our
key Team Heathrow partners to ensure we have early warning of
any concerns so that where possible we can work together to find
a solution or provide alternative facilities where this proves to be
the more viable option. Regular engagement takes place at both
management and operative level across key members of Team
Heathrow to discuss future plans and strategies.

Across our supply chain, our Supplier Management function
monitors the real-time financial risks associated with our critical
suppliers (e.g., financial strength, likelihood of insolvency,
liquidity, credit worthiness, compliance with payment terms).
This monitoring enables early sight of potential insolvency risks,
which are initially investigated by Supplier Management and
highlighted immediately to relevant Commercial Managers,
allowing risks to be managed by all relevant stakeholders

and mitigated.

LINK TO
STRATEGIC
PRIORITIES

LINK TO
STRATEGIC
PRIORITIES
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PRINCIPAL RISK:

Ineffective organisation:

systems and people

PRINCIPAL RISK

Systems — Technology is evolving rapidly. To meet the needs

of our business we must constantly adapt to our internal and
external requirements. Existing systems and processes become
unsuitable, outdated and need to evolve so that we can remain
competitive, effective and efficient.

People — Our people ensure that we operate effectively and
efficiently. External and internal requirements put pressure on
colleagues. This pressure has increased as a result of growth and
associated workload, cost of living and the challenging external
resourcing market. Recruitment demand remains high with
vacancies in the UK at over 1.2 million (Oct 2022). Labour market
supply is low, combined with economic inactivity being at the
highest level in at least 30 years (2.49 million — Oct 2022).

RISK MITIGATION STRATEGY

Systems — We continuously review systems and processes to
ensure they meet the needs of our business. Where benefits
exceed the cost, we invest in new systems. In October 2021

we launched our new cloud financial and people ERP system to
enable working in a simpler, more agile and cost-effective way.
Moving to a cloud-based system enables us to receive quarterly
upgrades to ensure it remains modern and relevant and provides
the opportunity for continuous improvement and benefits.

People — We continue to invest in our people and have a
strategy to ensure the development of talent and careers at
Heathrow. Policies are in place to engage and motivate our
colleagues; as well as maintain accountability and compliance
with internal governance, policies and procedures. We

provide career opportunities, development and training. In
September 2022, we launched our new leadership development
programme. It has been designed to help leaders address the
needs of our colleagues in light of the changing landscape; and
enable them to better understand the impact of their leadership
style. Talent and criticality of roles and individuals are reviewed
regularly. This supports the retention of talent, skills and business
knowledge thus preventing single points of failure.

LINK TO
STRATEGIC
PRIORITIES

PRINCIPAL RISK:

Political
environment

PRINCIPAL RISK

Our ability to meet passenger and cargo demand is reliant on
political support. Changes to the Government, and therefore

to government priorities, can impact material decisions that are
taken by us. Political stability has become more uncertain with
any change in either the current Prime Minister and Cabinet or a
new Government having the potential to impact the environment
in which Heathrow operates.

RISK MITIGATION STRATEGY

We continue to make a strong case for our place in the wider
economy and the part we play in a successful Global Britain, and
we explain the benefits that our ability to meet the UK's demand
for long-haul travel brings. Whilst a change in the Government
and their focus cannot be controlled, risk is monitored and
proposed mitigating actions agreed in advance where necessary.
We have a cross functional Policy Coordination Group, reporting
to the Executive Committee and HAHL Board, which has
implemented a structured approach to the identification and
management of all risks related to changing Government policy.

LINK TO
STRATEGIC
PRIORITIES
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PRINCIPAL RISK:

Competition

PRINCIPAL RISK

We compete against other airports both within the

UK and across the world for passengers; some make
marginal choices, particularly connecting passengers,
about which route to fly. The impact of COVID-19 has
disrupted aviation and lower passenger numbers means
that rival airports have more capacity and therefore
greater potential to compete with Heathrow. In addition,
Heathrow's charges increased significantly in 2022,
potentially reducing our competitive advantage compared
to other airports in the London system and our European
Hub competitors. Heathrow will need to continue to
deliver great value to our airlines in order to retain them
at these higher charges.

RISK MITIGATION STRATEGY

Our primary focus is to ensure the continuity of safe,
secure and efficient airport operations in the interests of
all air transport users and build back capacity so that we
can deliver the throughput and service levels that we did
before COVID-19. Maintaining commercial strategies that
enable us to deliver great value to airlines and consumers
is key to improving competitiveness and retaining key
passenger groups and partners.

LINK TO

STRATEGIC
PRIORITIES

PRINCIPAL RISK:

Climate change and
net zero carbon

PRINCIPAL RISK

Climate change remains the most significant mid to long-term risk facing
the aviation sector and Heathrow, working with the wider industry must
demonstrate real progress towards achieving the sector’s net zero goal in
this decade. Heathrow has implemented the Task Force for Climate related
Financial Disclosures ('TCFD’) recommendations and climate related risk is
therefore considered under the following categories:

Transitional risks — Transitional risks relate to the decarbonisation of
Heathrow and the aviation sector to achieve net zero carbon emissions.
Political, consumer and investor attitudes to aviation’s climate impacts
will become more negative without tangible progress to cut emissions
and deliver the sector’s net zero plan, threatening our ability to recover,
operate and grow.

Physical risks — Physical risks relate to the resilience of our assets,
operations and network to the negative impacts of climate change
including more extreme weather events.

These risks are presented in greater detail in the TCFD section
on page 68.

RISK MITIGATION STRATEGY

Policy and global alignment to transition the aviation sector to net zero
carbon emissions by 2050. We have been working with relevant aviation
stakeholders to promote policies to scale up sustainable aviation fuel
('SAF"), to increase aircraft efficiency, and to support the development of
zero emissions aircraft. More details can be found on pages 36-37.

In November 2022, ICAO, the International Civil Aviation Organisation,
formed by 193 member states, committed to net zero carbon emissions
for international civil aviation by 2050. The building blocks of this
commitment were the development of the required technical feasibility
assessment combined with a robust consensus-driven approach for a
global framework led by some member states, particularly the UK that
developed an international aviation coalition climate ambition during

its COP26 presidency. In 2021, the entire aviation industry had already
committed to net zero carbon emissions by 2050, including IATA, the
international industry airline body. Heathrow has committed to net zero
carbon and, in February 2022, published our Net Zero Plan which guides
our approach to decarbonisation. Our plan is aligned to the broader UK
sector roadmap and sets clear goals and targets to cut emissions by 2030
and beyond.

The significant priority is accelerating net zero flying in the 2020s by
securing the right policies for sustainable aviation fuel ('SAF’) production
at scale in the UK and building a high ambition coalition globally for
net zero aviation and SAF. We have established net zero as a strategic
programme in our H7 regulatory settlement period which ends in 2026.
The programme, which includes over £200m of capital investment, will
deliver the carbon emissions reductions we included in our plan, during
this period. To ensure and support the delivery of our Net Zero Plan,
climate change has been embedded into our governance structures,
business planning development and operational processes and is
supported by employee training and targets. We operate ISO 140001
and 50001 management systems which commit us to continuous
improvement.

LINK TO
STRATEGIC
PRIORITIES

ANNUAL REPORT AND ACCOUNTS 2022
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Tackling climate change is one of our
strategic priorities. We continue to
develop our understanding of the long-
term risks to our business from climate
change, whilst taking action on reducing
our carbon emissions today, by investing
in the solutions that will deliver our

net zero goals. Whilst our focus is on
accelerating the decarbonisation of the
airport and working with our sector to
deliver net zero aviation (pages 36-37),
we are also preparing our airport for the
effects of a changing climate.

Climate change is necessarily a theme
that runs throughout our annual report.
In this section, we set out our latest view
on material climate related financial
risks and how we are managing them.
The table on the following page
references other sections of our report
which contain more information on our
approach to climate change and the
action we are taking to address climate
related risks.

We recognise the importance and value
of the recommendations from the
Financial Stability Board'’s Task Force on
Climate Related Financial Disclosures
('TCFD’), and we remain committed to
open and transparent disclosure.
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EO
DIS

N CLIMATE RELATED
CLOSURES ('TCFD’)

“We continue to use the
TCFD recommendations to
integrate climate related
risks into our business and
long-term strategy.”

OLIVIER FORTIN

Non-Executive Shareholder Director

Heathrow is an active member of

the Accounting for Sustainability
Project ('A4S’) and we have adopted
the A4S TCFD maturity criteria

to guide, assess and benchmark

our progress in implementing the
TCFD recommendations 2021. Our
membership supports us on our journey
to build climate and sustainability into
our financial decision-making, by
identifying leading practice and
providing opportunities to connect
and collaborate.

In 2022, we have focused our efforts
on reviewing the scenario analysis that
underpins our assessment of climate
risk. The assessment of policy and
market risks facing our business now
considers 45 independent published net
zero scenarios - up from 30 last year

- to provide further confidence in our
judgements on financial materiality and
possible impacts. We also commenced
development of our own Heathrow
scenario in 2022 to better understand
the impacts of policy and market risks
on our airport and this will inform our
future disclosures.

Our long-term climate change
scenarios are fed into our assessment
of balance sheet recoverability in the
financial statements (refer to page 145
in the Group’s Accounting policies for
further detail).

We are funding a research fellow

as part of a 3-year partnership

with the University of Cambridge
Institute of Sustainable Leadership
("CISL). The research is exploring the
interrelationships between transition
and physical risks and the findings

will help us and the wider aviation
sector to improve assessment and
understanding of climate risk. We
continue to promote sustainable finance
more broadly. Our defined benefit
pension scheme trustee maintains an
investment policy prioritising sustainable
investment, and we intend to link the
margin of our revolving credit facilities
to ESG performance measures. We are
actively pursuing a sustainability linked
investment bond.
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Disclosure recommendation Section reference

Governance

Describe the Board's oversight of climate related risks Our commitment to sustainable growth 32
and opportunities. Our approach to risk management 60
Describe management’s role in assessing and managing climate Our principal risks 62
related risks an