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3M COMPANY®) MD&A MEEEHAE (£34N—2)

Operaring Business Segments: Year 2016 results
. A— . - . 03 03 =1
Each of 3M’s business scgments incurrod restruchuring charpes in e fourfh quarter of 2015, as indicated in fhe following table Sales in Industrial totaled $10.3 billion, up 0.2 percent in U S dollars Organic local-currency sles were flat, mqnlsm\usaddﬂ 16 ° R
percent, divestitures reduced sales by 03 percent, and foreign cumency ranslation reduced sales by 1.1 perc ¢ flat organic |:|
Restructuring Pre-Tax Charge by Business Segment: Vocal-currency sales impact reflected fie continued economic challenges in the ghabal indusrial secmr Inmmna\ .numum in the
Tourth quarier of 2016, when it reflected 4.6 percent organic local-cumency sales growth

: wrth uarier ALg =
E:;g;:;] ot Quacncobis__ On an onpanic locakcumrancy sales bass ° 6 )t/' ’ )(/ |\ %2 =] 0) = H
= - « Sales grew in automotive OEM, automotive aftemarket, and s paration and purification = o

ety and Graphice 11 Sales dedlined in ahrasives, industrial adhesives and tapes, and aewspace and commercial transportation.

Health Care # o Sales also declined in advanced materials, primarily due o persistent weakness in the oil and gas end markets Ind ustrlal
Electronics and Energy 12 +  Geographically, ased 5 percent in Latin AmericaCanadaand 2 percent in FMIEA, while Asia Pac
Consumer 3 percent and the United States declined 2 pereent .
Corporatc and Unallkocated 37 S f ty d G p h
Totl 3 (iE] Acquisitions and divestitures (akso discussed in Note 2) are an ra ICS
— + Asquisition sales growth primarily related to the August 2015 acquistion of Membrana,a leading provider of mistoporous H | h
Information rclated to 3M's business scments s presenkd in the tables that follow. Organic local-currency sales inchude both menmbry nces, nistrial, and specialy egments ealth Care

w

o 3Mcompiekd its sale of e asets of IM's pi
Polyfoam) in January 2016,

+  InOctober 2016, M sold the assets of its temporary protective films business. This business is a provider of adhesive-
backed temporary protective films used in a broad range of infustries

surized polyure iane foam adhesives business { formerly knownas

arganic volume impacts plus slling price impacs. Acquisition and divestiture impacts, if any, are measured sepasately for the first
twelve months post ransaction. Foreign cumency tanslation impacts and tola] sales change are also provided for each business
A ences 1o EMEA relale Middle East and A frica on acombined basis. Any references

refer 10 ¢ ner Separations Media b acquired by 3M from Polypo 2015

“Membrana”

Electronics and Energy

Operating income
s+ Opersting e points 1o 230 percent, helped by the gain : of Polyfoam and
its temporary protective films business, productivity benefits from fourth quanter 2015 restruchuring actions, and lower raw

Consumer
Corporate and Unallocated
Indusirial Business (34.3% of consolidated sales): #  The Membrana acquisition had a minimal impact on operating income margins

3 m“;".su K] mslo,ﬁqﬁ 1 mum,qnﬁ rearaatvesaiss b imiﬁ Z—“t 0) % E“Eﬁ % 0) FEI EH

Sales in Industrial totaled $10.3 billion, down 63 percentin US. dallars. Organic local-cumency sales increased 0.4 percent,

The following discusses total yearresults for 2016 compared to 2015, and also discusses 2015 compared © 2014, for each business
segment

me marg

YVVVYVYY

—% 04% 49% | scquisitionsadded .6 percent, and foreign cumency translation reduced saks by 7.3 peroent

Acquisitions 1.6 06 M =
Dt © - B | T e * EE 73‘“ 1 k10 40) Ef‘ DDA
S amtation o1 o 08 o Sales growthwas led by separation and pus o s OEM, . ercial transportation, =n U 0 E

while automotive aftermarket increased slightly. Sales in industrial adhesives and @pes were flat
Sales in advanced materials declined, primarily due to weakness in the oil and gas market Sales in abrasive systems ako

eelined I
Operating income ( millions) 5 2376 % 225 % 2381 «  Geographically, sales increased 4 percont in Latin Americat’anada, | poroent in Asia Pacific, and were flat in both EMEA L) j‘IE&4 :?‘\7\] / l ZIS @i IH:Il E %t ' I
3 53 % (5.3 15 % and the United Stakes lLl\ AY

Total sales change 02 % &3P 31%

Percent of mles 23.0 % 219% 217% [N -

Acquisitions: i\ W~ . D — 0) H
The Industrial segment serves a broad range of markets, such as avbomotive original equipment manufacturer {OEM) and +  Acquiition sales growth related 1 the August 2015 axquisition of Membrana 1ZE J /1 ]
stamotive aftermarket (auto body shops and retail), electronics, appliance, paperand printing, packaging, food and beverage, and * This business is:a provider of microporous membrancs and modules for filtration in the life sciences, industrial, and

construction. [ndustrial produsts inchide s 5 wide var qu .\F.\\anui non-woven and bonded abrasives, adhesives, advanced """“ acquisition enhances IM's core filtration platform and will help gencrai: new growih
the company

Sl P *x ATNSYAEBIDE BBV 2K L DERE

»  Operating inoome margins increased by 02 percentage points to 219 peroent, helped by the combination of kower raw

producss \Im are wsed in the manufacture, repair and ma

aircrat and spocialty vehicis :M i alsoa lcading global supplicr of precision grinding technology s
of

systems products,

ind precision applications in industrial, . aircraft and cutting tols. 3M develops and um uoes advanced material cad and selective seling price increases =
technical seramics for demanding applications in fhe autmotive, ol and gas, solar, industrial, electronics and defense industrizs « Operafing inoome margins were negafively impacted by 0.4 percentage poins due b fhe $42 million restruchuring charge, m Hﬂ
plus an additiom1 .3 percentage points penally due to the Membrana acquisition

TIADRCEDIRERRAFBEDRBATI(E, B 3 FRDFIREFCE . BIFELLER (/i). BATEERARDSN TV \EIE
LJTB@L%E‘%(_‘C iﬂli'kc_tdbL.J:(J‘O)ieélfkklaaaﬁhéﬁ*ﬁht%mbhb 5. tg

A NERDTE LEOZ B ZERR. Fo. BHEEBR -SEBINPABOZLHF

W EBCEAREDEISZRAA T E. 11



I —2. BEEICLIVBRE, BERERVX vy 1-70—0RKRD I (MDEA) B

RE DI

o SAKICEOE BEMBELUBIREBO . EEGRERIROHBELH, T HAFVATE. &7
AVNBEUDOBRERBEOSTH. Tyl J0—EDBESEOFEDF Yy a-O0—CHEELSILFERE
Y O REE - BRAEDRADHREANKRDON TS,

Rolls-Royce DirE#Etz45 X hDBusiness review(6E ) (£5t5 x40, 85124H) s DT

—— e ‘ T (Market review)

. £71.4hn . PozaURY
- e *x BAHE
BEES

Business review

| Mark

HhD
1L
Y

mmmmm

TS TOBEHO
RIER %, 57
aftitts, &
o H—EX%&,
miZLBEX, it
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Rolls-Royce & i

Engineering
excellence

Investing in and developing the
excellence of our engineering
to produce high-performance
power systems.

FERURY-

Operational
excellence

Capturing
aftermarket value

(2]

Transforming our manufacturing
and supply chain to embed a lean
approach across our facilities
and processes.

Leveraging our installed base,
product knowledge and capabilities
to provide outstanding services to
customers.

AHERMEDCH
(24E)

Disruptive technologies
and business models

A1)

« BlrEEHT, EORX
ETILOZAL

« RO R B

« BEMBIEORELR

future growth opportunities.

Risk or uncertainty and potential impact

Distuptive technologies, new entrants
with alternative business models

or distuptions to key markets or
customers could reduce our ability

to win sustainable future business,
achieve operating results and realise

How we manage it

+ Horizon and emerging technology scanning, and understanding
our competitors, including patent searches

+ Investing in innovation and new technologies (see page 9)

+ Focusing on enhancing our skills and capabilities to maintain our
technology leadership (see page 41).

+ Forming strategic partnerships and conducting joint research
programmes.

+ Establishing our digital business

This principal risk is subject to review by the Science & Technology
Committee.

Key controls
» Strategic planning
+ Investment review

- Digitalboard
= Research &

Change in risk level
0 Increased
0 Decreased

® static

0 New risk

*x YR DKEDZE(L.
FBURIDFEE
(HA5>2R)

Changeil| Strategic
risklevel priorities

process

committee

techmology board

* BEY SEE IR
(H15>2R)

Product failure
Product not meeting safety

- ITORESS
 BRFRIROZEAL

impact to customers or the

Aruiranynant thraoiah failiorn

expectations, or causing significant

+ Ensuring a culture that puts safety first.

+ Applying our engineering design and validation process from initial
design, through production and into service.

+ Reviewing the scope and effectiveness of the Group's product

cafotv noliciac tn encure that thov anarate tn the hinhact inductry

- Product safety
+ Quality compliance

- Engineering

review board

audit

tarhnical audit

- BoaB2E - A Ehm

c EEFEDTE
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I
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Compensation Discussie - FY 2016-17 Summary Compensation Table

Change in
. Pension

Elements of Our Compensation Programs Non- Value and
Annual Cash Compensation ||-|E(2I:|Ig. m‘g‘. ::Iﬂad

The Company's annual cash comp ensation consists of salary and STAR. We collect and analyze data from the Stodk Option é":rl:h c::gg:"‘
Peer Group on the total annual cash compensation opportunity (sdary plus annual bonus target) for positions Name and Principal Position salary Bonus' Awards? pensation Eamings*
comparable to those at the Company. We condgder the target median anrud cash compersation opportunity for each [(3] [{5] [C3) [(3] [(3] %)
pasition within our Peer Group, adjusted for size using a regression analysis of Feer Group revenues, to et a salary
range mid-paint and a target for STAR, as a percentage of silary ("STAR tamget” ). David Taylor 2016-17 1,600,000 4,080,384 9,226,929 3,000,001 0 0 188,863 18,096,177
P President and Chief Executive 2015-16 1,393,333 2,482,771 8,507,680 1,743,864 0 0 277,005 14,404,653
Salary Officer 2014-15 945,000 790,272 2,664,167 1,630,508 0 0 71,795 6,101,742

Mr. Tafor's arnualized salary remained urcharmged at $1,600,000 doring FY 201617, The slary for . c < 2N nN7G CE2 o e -
Mr. Moeller emained unchanged at $8950,000. The C&LD Committee approved a 5.9% increase to bring mﬂrﬁéfﬂ%ﬁﬂ.ﬁ{al Officer 2 '6:16 gg ]‘3‘1223, jggﬁ'ﬂ; ﬁ;%g,gg u ;,;ggg Egiggg;
Mr. Cigsrani's salary to $900,000 based on the competitive market and to recognize his contributiore managing a - - 7014-15 85 '5-,1'.“35 2712468 1'257"8’? o a 8-"8;‘;' 7044 355
significant portion of the total Company businesses. The Committee dso approved a 3.7% incease to bring — - - el e = = e
MAr. Bishop's salary o $840,000 and a 3.8% increas fo bring Ms. Ferguson-MdHugh's salary to $820,000. These Steven D. Bishop 2016-17 822500 1311828 1524431 1417.503 0 0 74933 5151195
adustments were mack in recogrition of their individual performance and market adjustments. Group President - Global Health 2015-16 795‘557 '873'454 2 ‘342:35? '455'955 0 0 71'603 4'549'95?
STAR Annual Banus ey

The STAR program links a substantial portion of each NEQ's annual cash compensation to the Company's Gigvanni Ciserani® _ 1,;‘85.‘:‘1 | 2‘4251?? 2.255.'301 'E' 0) ],211,‘_12'_:" ? 514&]8
performarce for the fiscal year. The prearam fecuses on the achievernent of busress unit resuts, but alse incudes a Lroup PrES\dendt - i"Jlbcq?al F;F)r\t & 1'Ji4'g25 2‘2$'J’3£ 1'33‘}'341 'il 2?1'53‘ E,Bd@,ad{l
comporent that measures the performance of the owerall Compary. STAR awarck are gererally paid in cash, but Global Baby & 598,080 3,895,797 1,266,359 Y 538,172 7,103,075

emscutives can als elect to receive all or part of their awards in gock o ptions or deferred compensation.

STAR awards are esleulsted using the foll owing Fermula: Mary Lynn Ferguson-McHugh 2016-17 817,500 1,409,974 2,370,115 755,001 0 0 80,329 5,432,919
Group President - Global Family
Care and P&G Ventures

SEFEOEE 1 FOWRMO—E

Director Compensation Table

Total Fees
. . Committee Earned or
The bass for each element of STAR is: Annual Chair & Lead Paid in Stock All Other
+ STAR Target. The CEBLD Committee wts STAR targets & a percentage of salary for NEOs, using annual Retainer  Director Fees Cash1 Awardsz  Compensation? Total
o e ($) (5) ($) (s) (O] ()
benus benchmarks for similar positions in cur Peer Group,
is S - 5 5

* Business Unit Performance Factor. The CEQ, CFQ, and CHRO (*STAR Committee”) recommend Busines iancisiSaR ake JUTELY fil0,000 15,000 0 2851000
Unit Performance Factors for each business unit, based on a retrospective assessment of the performance Angela F. Braly 110,000 15,000 125,000 175,000 0 300,000
of each of the 18 business urits against seven metrics: cperating TSR, orgaric sales growth, cperating Amy Chang 9,066 9,066 0 0 9,066
prafit growth, adjusted free cash flow productivity, market share, productivity, and internal controls. This - o . ;
assessment is compared to each business unit's role in the portfdio, reflecting the different industries in Kenneth I. Chenault 110,000 — 110,000 175,000 o 285,000
which the Company's businesses compete and their growth potential. The CELD Committee then Scott D. Cook 110,000 15,000 125,000 175,000 0 300,000
determires the Business Uit Performance Factors based on the STAR Committee’s recommendations. Susan Desmond-Hellmann 30,800 30,800 0 0 30,800
More of the officers on the STAR Cammittee participates in dig ssions or recommends their awn STAR = — - .
awards to the C&LD Committee. The Business Unit Peformance Factors can range between 50% and Terry J. Lundgren 110,000 110,000 175,000 0 285,000
150%. The Business Unit Performance Factor for global business serdces and corporate fundtions is the W. James McNerney, Jr 110,000 50,000 160,000 175,000 0 335,000
weighted average of all the gobal budress units ("GBU") and selling and market cperations ("SMO")
Busiress Lnit Performance Factors in order to align all organizations with the seven metrics. LSLLITelicte (o MLl 1LY Iininen IE5IN00 o Zehltng

Patricia A. Woertz 110,000 25,000 135,000 175,000 o] 310,000
2 Ernesto Zedillo 110,000 110,000 175,000 ] 285,000 1 7
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Remuneration policy — worked examples below

Summary of policy design changes and link to policy themes’

2017 POLICY ILLUSTRATION

Minimum £1173
A On-target
Base Salary 80% Group + 20% individual oparg _iz‘uus
performance performance
o mo || m o I -~
s EPS TSR total
b o N
non-financial financial Sir Joh
Sir John Rose

Sir John Rose

. Customer \ Profit Chief Financial Officer (£000)
i
40% of award deferred into Three-year performance period followed {Oa:—tavget y
shares for two years by two-year holding period e I -

Maximum _nmz

Executive Director (£000)

TSR PERFORMANCE

he Company's

SR performance over the previous compared toa broad equity market index is shown in the graph below. The

. - - . - ™ FTSE 100 has been chosen as the comparator be: tains a broad & of other UK listed companies. The graph shows the growth
Weightings and non-fi Tal measures are as applied in 2017. i -mu in value ofa hypathetical £100 holding in the Cor dinary shares over eight years, relative to the FTSE 100 index
On-target
" [
I Y e oo I
2 X B 500 = Rolls-Royee
Fixed pay No changes are proposed to the fixed pay element of the remuneration policy approved by sharehelders Talent Masimum _ngz ?f"z T o
at the 2014 AGM. The new remuneration policy to be approved at the 2017 AGM will continue to apply M o :
untilthe 2020 AGM. B Fixed remuneration (including salary, benefits and pension) H 00
B Annualbonus -
Annual bonus Performance measures remain appropriate following the introduction of customer and employee Transformation M Long-term incentive plan w0

metrics in 2016. Bonuses are determined primarily by Group financial performance but the Committee

may apply non-financial metrics that support the underlying strategic priorities for the forthcoming year. AN Ay [ = 2008 2009 2010 2011 2012 2013 2014 2015 2016
EEF DB ZE 2 FOHMEIMDO—E

From 2017, Executive Director bonuses will be awarded using a simple additive approach: Simplification
+ 80% of the award will be based on Group performance. Single figure of remuneration (audited)
Salarystans A1 Ganatits 6 Bomus (CF T o iy 6 Subtotal Parrion 077 Total
+ 20% of the award will be based on individual performance. £000 £ooa £000 £ooa 000 £009 £oaa £oaa
z016 oS 2015 3 zo16 o1t 2015 T zo16 01 Z016 T 3015 2018 1
Executive Directars
40% of any bonus will be deferred into shares for two years Stewardship 925 i7 ] 16 1.858 231
S50 ise 150 213 = = 1i1s i7e
Long-term CPs, EPS and TSR remain our long-term measures of success and reflect the strategic focus on profitable Transformation a0 =t = 2 = = e s
incentive plan growth, the quality of profit, and returns to shareholders. During shareholder consultation we received = 47 - = - — - =
strong support for the continued use of cash flow as the central measure of long-term performance. = — = — = — = = =
The structure will be amended so elements are measured independently, rather than using an EPS hurdle Simplification 27 — 1734 — — — — 2378 =80
and a TSR multiplier. 2 1 = = = 4z =
14 — — — — — — 114 —
The introduction of a two-year shareholding period following the three-year performance period. Stewardship : — — — — — — ’;: —
This includes a requirement to continue to hold shares after participants have left the Group. = — — — - - — — ) =
3 & = - = - = — 73 =
20% of the maximum award will vest for threshold perfoermance (a reduction from 30% in the current - - - - - — - — 7o © —
remuneration policy). = = = = = =
z = - - = = = - 100 12 =
The new remuneration palicy includes an overall maximum of up to 300% of salary for the Chief Executive Talent = — — — — — — - —
and 250% for other Executive Directors. The intention is that this flexibility will only be used in recruitment
(to secure talent across a global and diverse talent pool). = — — — — — — — ;: - —
The intended operational maximum for the three-year period of this policy is 250% of salary for the = 25 = 3 - - = - - - = q =
Chief Executive and 225% of salary for other Executive Directors. Sub-total 1.227 1319 30 =7 = = - 1257 3 - 1 8
Total 5,242 3.a1a 257 559 1734 = - = 5,233 a0
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