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Section 1: Introduction

This document is the Annual Implementation Statement (the “Statement”) prepared by the Trustee of the Honeywell
UK Pension Scheme (the “Scheme”) covering the “Scheme Year” from 1 April 2022 to 31 March 2023 in relation to the
Statement of Investment Principles (“SIP”).

The purpose of this statement is to:

. detail any reviews of the SIP the Trustee has undertaken, and any changes made to the SIP over the
Scheme year as a result of a review;

. set out the extent to which, in the opinion of the Trustee, the Scheme’s Statement of Investment Principles
(“SIP”) required under section 35 of the Pensions Act 1995 has been followed during the year;

. describe the voting behaviour on behalf of the Trustee over the year.

A copy of the Scheme’s Statement of Investment Principles can be found on the following website:
https://epa.towerswatson.com/doc/HUK/pdf/Honeywell-UK-Pension-Scheme-Statement-Investment-Principles--.pdf
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Section 2: SIP reviews/changes over the year

The SIP was reviewed and updated once during the Scheme year in December 2022. The updates made during
December covered the following areas:

0] updated the target asset allocations for both McKechnie and Honeywell Core sections to reflect the recent
de-risking actions, following the Investment Strategy review conducted by the Trustee;

(i) reflected the change in the target asset allocation for the FKI section following the completion of a bulk
annuity transaction with Legal & General which covers all of the members within the Section. This details
how the surplus assets realised as part of the transaction are invested.

(iii) minor updates to reflect the new statutory guidance issued by the regulator around the Trustees’
responsibilities related to voting and engagement activities, in particular highlighting that Trustees have the
ultimate ownership and accountability over all policies.

The March 2022 SIP is the version referenced in the following sections of this document, where we set out how the
principles have been implemented. This is because this was the document in place during most of the Scheme year
covered. Where new Trustee policies have been added to the SIP following the start of the Scheme year, we have
referenced how these have been implemented from the time of adoption to the end of the Scheme year or how the
Trustee intends to implement them for the upcoming Scheme year.

31 March 2023
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Section 3: How the Trustee adhered to its
engagement and voting policies

The Trustee’s policies on voting and engagement as stated in the SIP are:

e The Trustee retains overall responsibility for setting the Scheme’s policy in relation to Socially
responsible investments (SRI) and corporate governance. The Trustee delegates the
implementation of the monitoring of these policies to the CIF Trustee Directors in the case of
the Honeywell Core, MK Executive and McKechnie Sections and to the HIC and investment
manager(s) in the case of the First Technology and FKI Sections. (Section 4.2)

o The Trustee recognises an investment’s financial success is influenced by a wide range of
factors including environmental social and governance (ESG) issues (including climate
change) and stewardship. The Trustee’s view is that all financially material risks, including
relevant social, environmental and ethical factors, should be included amongst the criteria
taken into account when considering the purchase, retention or sale of investments. This also
includes other relevant matters including capital structure of investee companies, actual and
potential conflicts, other stakeholders and ESG impact of underlying holdings. Trustee has
instructed the CIF Trustee Directors and HIC to consider this in the selection and monitoring
of the investment managers for the relevant sections of the Scheme. (Section 4.3)

o Allrisks and opportunities are considered for materiality and impact within an integrated risk
management framework, which takes account of the Schemes’ journey plans and funding
time horizons. The Trustee’s time horizon reflects the time horizon of the Sponsor’s business
and the Scheme’s maturing liability profile. The Trustee considers sustainable investment
factors, such as (but not limited to) those arising from Environmental, Social and Governance
(ESG) considerations, including climate change, in the context of this broader risk
management framework when agreeing investment strategies. (Section 4.4)

e The Trustee delegates responsibility for engagement in respect of investments held by the
Scheme to the investment managers. This includes consideration of all financially materially
factors, including ESG-related issues where relevant. The Trustee recognises that it retains
overall responsibility for the exercision of these rights and therefore explores these issues
with its managers to understand how they exercise these duties in practice, with an
expectation that engagement will take place, either directly or as part of a collective multi-
investor initiative as appropriate, with the aim of protecting or enhancing the value of the
Fund’s investments. The Trustee’s main current stewardship priority is the risks and
opportunities associated with climate change. (Section 4.5)

e The Trustee recognises that members and beneficiaries may have views on ethical
investment or views on matters such as the social and environmental impact of the Scheme’s
investments (referred to as ‘non-financial matters’). In conjunction with there being practical
challenges of capturing and maintaining a consensus view on multiple issues across a varied
membership population, it is the Trustee’s view that financial factors should take precedence
in seeking to maximise the security of member benefits. As such, it is the Trustee’s policy not
to take into account the non-financial matters when taking investment decisions related to the
Defined Benefit assets of the Fund. (Section 4.6)

e The Trustee policy is to delegate responsibility for the exercising of ownership rights
(including voting rights) attaching to investments to the investment managers but retains
overall responsibility for how these are exercised. The Trustee therefore takes an active role
in monitoring how these are exercised. The Trustee recognises the UK Stewardship Code as
best practice and encourages their investment managers to comply with the UK Stewardship
Code. (Section 4.7)
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The Scheme uses different Honeywell Common Investment Fund (“CIF”) sub-funds to
implement its investment policies and also holds some investments in the name of the
Scheme. The CIF Trustee Directors and HIC invest with many different managers and
mandates to implement its investment policies. The Trustee ensures that, in aggregate, its
portfolio is consistent with the policies set out in this Statement, in particular those required
under regulation 2(3)(b) of the Occupational Pension Schemes (Investment) Regulations
(2005). In aggregate, the Trustee will also ensure that the investment objectives and
guidelines of any particular pooled vehicle and CIF sub-funds are consistent with its policies,
where relevant to the mandate in question. Where segregated mandates are used, the CIF
Trustee Directors and HIC will use their discretion, where appropriate, to set explicit
guidelines within the Investment Management Agreement to ensure consistency with the
Trustee’s policies, where relevant to the mandate. (Section 5.3)

To maintain alignment the managers are provided with a copy of this Statement and the CIF
Trustee Director’s and HIC will monitor the extent to which they give effect to the policies set
out in it. (Section 5.4)

Should the CIF Trustee Director’'s and HIC’s monitoring process reveal that a manager’s
portfolio is not aligned with the Trustee’s policies, they will engage on the Trustee’s behalf
and engage with the manager further to encourage alignment. (Section 5.5)

For most of the Scheme’s investments, the Trustee expects the CIF Directors and HIC to
invest with managers with a medium to long time horizon, and to use their engagement
activity where applicable to drive improved performance over these periods. (Section 5.6)

When assessing a manager’s performance, the focus is on longer-term outcomes, and the
CIF Trustee Directors and HIC would not expect to terminate a manager’s appointment based
purely on short term performance. However, a manager’s appointment could be terminated
within a shorter timeframe due to other factors such as a significant change in business
structure or the investment team (Section 5.7)

Managers are paid an ad valorem fee, in line with normal market practice, for a given scope
of services agreed prior to investment. Performance fees are also paid where appropriate.
The scope of services will include consideration of long-term factors and engagement where
applicable. (Section 5.8)

The CIF Trustee Directors and HIC monitor the level of transaction costs (including
commissions) incurred by each of the Investment Managers through regular engagement with
the manager on this subject and through receipt of annual MiFID Il cost reporting. There is no
broad targeted portfolio turnover (how frequently assets within a fund are bought and sold by
Investment Managers) which the Scheme adheres to. The Trustee, with the help of the CIF
Trustee Directors and HIC, will monitor that the level of portfolio turnover remains appropriate
in the context of the Investment Managers’ strategy and the Scheme’s investment strategy.
(Section 5.9)

Over the year, the CIF Trustee Directors, on behalf of the Trustee, have undertaken the following
actions in line with these policies as set out below:

Both the Investment Committee and the Trustee reviewed in detail the current approach to
managing and monitoring climate change risks and opportunities. This included a review of
governance, strategy, risk management and metrics and targets. As part of this the Trustee
agreed a number of key climate change metrics to monitor over time. This included agreeing
to set a carbon footprint (scope 1 and 2 emissions) reduction target of achieving a 50%
reduction by 2030. This is a key area for the Trustee over the next 12 months and a progress
report will be included in the Scheme’s inaugural TCFD Statement that will be published by
October 2023.
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In line with this, the Investment Committee also conducted top-down climate change scenario
analysis which considered the robustness of the Scheme’s funding strategy under a range of
plausible temperature increase scenarios. This included an engaged discussion on the next
steps the Trustee could consider to further enhance the management of the potential risks
and opportunities.

The CIF Trustee Directors’ investment advisor assesses each of the Scheme’s investment
managers. These assessments are reviewed (and updated where necessary) on an annual
basis and include considerations relating to sustainable investment across the following 3
broad areas:

ESG integration: How managers integrate risks and opportunities relating to
Environmental, Social and Governance factors within their investment research and
decision-making.

Voting: Managers’ proxy vote decision-making and execution process (where
applicable), including disclosure of policy and results.

Engagement: Managers’ process for proactive corporate engagement (where
applicable), including disclosure of engagement activity.

The CIF Trustee Directors received a presentation from each of the Scheme’s managers at
which their approach to ESG and engagement was discussed and challenged where deemed
appropriate. This included:

e Credit — a presentation from the Scheme’s Credit manager on the climate, social and
governance metrics associated with the portfolio. This also included an engagement
dashboard covering the themes the manager had been engaging on as well as the status
and outcome of those engagements

e Property — An overview of the engagement efforts from one of the Scheme’s property
managers in collating greater data on the underlying buildings within the portfolio as well
as planned refurbishments to improve overall energy efficiency.

e Equity — Detailed case studies from one of the Scheme’s equity managers. This included
one specific engagement with a large technology company which resulted in a
measurable enhancement to the long-term value of the Company.

The CIF Trustee Directors also reviewed investment manager performance on a quarterly
basis, with an emphasis on long-term rather than short-term outcomes. No direct action was
taken over the period as a result of manager performance.

The Investment Committee undertook a review during the year of manager portfolio turnover.
This looked at how much each of the Scheme’s managers had been buying and selling the
underlying assets within the portfolios they manage. The Trustee was comfortable with the
analysis presented and took no action as a result. The Trustee also received an annual MiFID
Il cost report which provided information on the various costs incurred by the Scheme’s
investment managers.

As part of the production of the Annual Implementation Statement, the IC reviewed the key
voting activity of the Scheme’s equity managers over the period and was comfortable with the
outcome. The IC also reflected positively that one of the Scheme’s managers had also
appointed a third-party engagement provider, EOS, to enhance ongoing engagement with the
companies in which the fund invests. The IC continued to be comfortable with the
engagement efforts of the Scheme’s investment managers on their behalf. Some highlights
from EOS’ activities over 2022:

o Engagements with 1,138 companies on a total of 4,250 issues and objectives.
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o 33 responses to consultations or proactive equivalents and 75 discussions with
relevant

o regulators and stakeholders.

o Voting recommendations on 134,188 resolutions, with 24,461 against management.

o Active participation in a range of global stewardship initiatives.

« Following the end of the Scheme year, the Trustee provided a copy of the Scheme’s SIP to
each of the Scheme’s investment managers and sought confirmation that their management
of the Scheme’s assets is consistent with the policies it includes. This included specific
confirmation on certain engagement policies, requested sight of a copy of their sustainable
investment policy and sought confirmation of whether they were a signatory to the UK
Stewardship Code. Going forward, such confirmation will be sought on an annual basis. For
those managers where voting and stewardship is relevant, the Trustees also included the
PLSA Stewardship Guide and Voting Guidelines 2020 and asked the managers where their
approach differs to those outlined by the PLSA.

« The Committee did not seek or receive member views during the year. Trustee activity
continues to be communicated directly to members as part of the annual newsletter.
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Section 4: Voting information

The Trustee delegates responsibility for voting and engagement in respect of the Scheme’s
underlying investments to the investment managers. Details of the activity undertaken by the
managers is set out below. The Trustee expects the investment managers employed by the Scheme
to exercise the voting rights attached to the Scheme’s investments and, where appropriate, to engage
with the companies in which they invest. The monitoring activities the Trustee undertakes to ensure
these duties are carried out effectively were described in the previous section of this statement.

Proxy voting and manager voting policies

Some of the Scheme’s managers make use of a proxy voting advisor, which aids in decision-making
when voting. Details are summarised below:

e LGIM - LGIM'’s Investment Stewardship team uses ISS’s ‘ProxyExchange’ electronic voting
platform to electronically vote clients’ shares. All voting decisions are made by LGIM and they
do not outsource any part of the strategic decisions. Their use of ISS recommendations is
purely to augment our own research and proprietary ESG assessment tools. LGIM’s voting
policy can be found here: https://vds.issgovernance.com/vds/#/MjU2NQ==

e TWIM — Towers Watson Investment Management (TWIM) has engaged with EOS at
Federated Hermes to provide voting recommendation services (via the ISS platform) to
enhance engagement and achieve responsible ownership. Voting rights for the TW GEFF’s
holdings are delegated to TWIM’s underlying managers, who are expected to exercise voting
rights at all times. Where a manager chooses to vote differently to the EOS recommendation,
the underlying manager’s rationale must be noted and, if required, can be discussed further
with EOS.

e Coronation — Coronation’s Investment Stewardship team uses Broadridge Proxy Edge’s
electronic voting platform to electronically vote clients’ shares. All voting decisions are made
by Coronation and they do not outsource any part of the strategic decisions. They do however
consider ISS’s proxy voting recommendations as part of the decision-making process.
Coronation’s voting policy can be found here:
https://www.coronation.com/globalassets/repository/legal/coronation-proxy-voting-policy-

may2020.pdf

The Trustee remains comfortable with the managers’ voting policies noting that they are considered,
implemented consistently and seek to be progressive in enhancing the long-term value of the
underlying companies invested in. The Trustee is also reassured by the resources committed to
stewardship and voting activities by the managers and this remains a key topic of discussion as part
of annual manager meetings as mentioned previously.

Voting

The below table sets out the voting activity of the Scheme’s equity managers, on behalf of the
Trustee, over the year. All holdings are accessed through pooled equity funds.

No. of = . Of resolutions voted:
resolutions ro_pqrtlon . :

Manager/Fund . eligible For Against . Against

eligible to vote Abstained ;

on votes voted management management proxy advice

LGIM
Asia Pacific (ex 3,590 100.0% 70.8% 29.2% 0.0% 17.9%
Japan) Developed
Equity Index Fund
LGIM 6,267 100.0% 88.8% 11.2% 0.0% 9.2%
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Japan Equity Index
Fund

LGIM

Middle East/Africa
Developed Equity
Index Fund

729 100.0% 82.4% 17.6% 0.0% 10.7%

LGIM
Europe (ex UK) 10,391 99.9% 81.0% 18.5% 0.5% 9.7%
Equity Index Fund

LGIM Global Real
Estate Equity Index 4,349 99.5% 79.9% 20.1% 0.1% 15.2%
Fund

TWIM Global Equity

0 0 0 0 0
Focus Fund 2,548 98.5% 87.6% 10.8% 1.6% 10.5%

Coronation Global
Emerging Markets 814 100.0% 84.4% 10.9% 4.7% n/a
Equity Strategy Fund

Voting statistics are out of total eligible votes and are sourced from the investment managers.

The following table outlines a number of significant votes cast by the Scheme’s investment managers
on the Trustee’s behalf. The commentary set out below is based on detail in the relevant manager’'s
reports on the votes cast. The managers across the board defined a significant vote as being one that
was in relation to a material holding within the fund and was expected to impact the long-term value of
the Company. This is consistent with the PSLA guidance which the Trustee encouraged the managers
to follow. In aggregating the votes, the Trustee has selected those which are clear, understandable and
cover key issues.

L Coverage in
Significant votes cast sl
Company: Rio Tinto Limited (0.9%) LGIM Asia
Meeting Date: 5 May 2022 Pacific (ex

Japan)
Resolutions: Approve Climate Action Plan Developed
Company Management Recommendation: For Eﬂrt::jty el
How the manager voted: Against
Rationale: We recognise the considerable progress the company has made in
strengthening its operational emissions reduction targets by 2030, together with the
commitment for substantial capital allocation linked to the company’s decarbonisation
efforts. However, while we acknowledge the challenges around the accountability of
scope 3 emissions and respective target setting process for this sector, we remain
concerned with the absence of quantifiable targets for such a material component of
the company’s overall emissions profile, as well as the lack of commitment to an
annual vote which would allow shareholders to monitor progress in a timely manner.
Outcome: Passed with 84% approval.
Company: Mitsubishi Corp. (1.1%) LGIM Japan
Meeting Date: 24 June 2022 Equity Index
Fund

Resolutions: Amend Articles to Disclose Greenhouse Gas Emission Reduction
Targets Aligned with Goals of Paris Agreement

Company Management Recommendation: Against

How the manager voted: For
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Rationale: A vote in favour is applied as LGIM expects companies to be taking
sufficient action on the key issue of climate change.

Outcome: Failed with 20% approval

Company: LVMH Moet Hennessy Louis Vuitton SE (2.2%)
Meeting Date: 21 April 2022

Resolution: Re-elect Bernard Arnault as Director
Company Management Recommendation: For

How the manager voted: Against

Rationale: A vote against is applied as LGIM expects companies not to combine the
roles of Board Chair and CEO. These two roles are substantially different and a
division of responsibilities ensures there is a proper balance of authority and
responsibility on the board.

Outcome: Passed with 92% approval.

Company: Extra Space Storage Inc. (1.3%)
Meeting Date: 25 May 2022

Resolution: Elect Director Kenneth M. Woolley
Company Management Recommendation: For
How the manager voted: Against

Rationale: A vote against is applied as the company is deemed to not meet
minimum standards with regard to climate risk management. Independence: A vote
against is applied as LGIM expects a board to be regularly refreshed in order to
maintain an appropriate mix of independence, relevant skills, experience, tenure, and
background.

Outcome: Passed with 93% approval.

Company: Airbus SE (1.7%)
Meeting Date: 12 April 2022

Resolution: Grant Board Authority to Issue Shares Up To 0.5 Percent of Issued
Capital and Exclude Pre-emptive Rights for the Purpose of Employee Share
Ownership Plans and Share-Related Long-Term Incentive Plans

Company Management Recommendation: For
How the manager voted: Against

Rationale: Opposing blanket approvals for equity issuance in advance of a specific
need.

Outcome: Passed with 99% approval.

Company: Anglo American Plc (4.3%)

Meeting Date: 19 April 2022

Resolution: Approve Climate Change Report
Company Management Recommendation: For

How the manager voted: For

31 March 2023
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Rationale: The climate change report sets out clear pathways to carbon neutral
operations by 2040 and the company's ambition to reduce Scope 3 emissions by
50%, also by 2040.

Outcome: Passed with 94.2% approval

Company: Citigroup Inc. (0.3%)

Meeting Date: 26 April 2022

Resolution: Report on respecting indigenous peoples’ rights
Company Management Recommendation: Against

How the manager voted: For

Rationale: A vote FOR this proposal is warranted. The bank and its shareholders
are likely to benefit from increased transparency regarding due diligence around
Indigenous Peoples' rights in project-related financing and clients' activities, for
existing and future business.

Outcome: Did not pass through

Company: Amazon (1.5%)

Meeting Date: 21 May 2022

Resolution: Report on efforts to reduce plastic use

Company Management Recommendation: Against

How the manager voted: For

Rationale: Promotes transparency around environmental issues

Outcome: Did not pass through
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Section 5: Summary and conclusions

We consider that all relevant SIP policies and principles were adhered to over the Scheme Year.
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