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Proposal No. 2: Ratification of the Appointment of
Independent Registered Public Accounting Firm for 2018

The Audit Committee is directly respansible for the
appeintment, comoensation (including approval of all fees),
retention, ano oversight of the Company’s independent
registered public accounting firm (“Independent Accounting
Firm™) retained to perform the audit of our financial
statements and our internal control over financial reporting.

The Audit Committee has appeinted
PricawaterhouseCoapers LLP ["PwC™) to serve as 3M's
Independent Accounting Firm for 2018. PwC has been
3M's Independent Accounting Firm since 1998. Prior to
that, 3M’s Independent Accounting Firm was Coopers &
Lybrand from 1975 until its merger with Price Waterhouse
in 1998. In accordance with SEC rules and PwC policy,
audit partners are subject to rotation requirements to limit
the number of consecutive years an individual partner may
provide service to our Company. For lead and concurring
audit partners, the maximum number of consecutive years
of service in that capacity is five years. The process for
selection of the Company’s lead audit partner pursuant to
this rotation policy nvolves a meeting between the Chair of
the Audit Committee and the candidate for the role, as well
as discussion by the full Committee and with management.

Audit Committee Policy on Pre-Approval of Audit and Permissible Non-Audit Services of the

Independent Accounting Firm

external data relating lo aud't quality and perlormance,
including recent Public Company Accounting Oversight
Board {*PCAOB”) reports on PwC and its peer firms;

PwC’s independence;

the appropriateness of PwC’s fees, on both an absolute
basis and as compared to its peer firms;

PwC's tenure as our independent auditor and its
familiarity with our global operations and businesses,
accounting policies and practices and internal control
over financial reporting; and

PwC’s capability and expertise in handling the breacth
and complexity of our global operations, including the
Company’s phased implementation of an enterprise
resource planning system on a worldwice basis overthe
next several years.

Based on this evaluation, the Audit Committee believes
that PwC is independent and that it is in the best interests
of the Company and our stockholders to retain PwC to
serve as our Independent Accounting Firm for 2018,

The Audit Committee is responsible for appointing and
overseeing the work of the Independent Accounting Firm.
The Audit Committee has established a policy requiring
its pre-approval of all audit and permissible non-audit
services provided by the Independent Accounting Firm.

The policy identifies the guiding principles that must
be considered by the Audit Committee in approving
servicas to ensure that the Independent Accounting Firm'’s
independence is not impaired; describes the Audit, Audit-
Related, Tax and All Other services that may be provided
and the non-audit services that may not be performed; and
sets lorth the pre-approval requirements for all permitted
services, The policy provides for the general pre-approval
of specific types of Audit, Audit-Related and Tax services
and a limited fee estimate range for such services on an
annual basis as set forth in the engagement letter with
the Independent Accounting Firm. The policy requires
specific pre-approval of all other permitted services.
The Independent Accounting Firm is requireo to report

periodically to the Audit Committee regarding the extent
of services provided in accordance with their pre-approval
and the fees for the services performed to date.

The Audit Committee’s policy delegates to its Chair
the authority to address requests for pre-approval of
services in certain limited circumnstances between Audit
Committee mesetings. The chair, in his discretion, must
cither seek immediate approval by emall from the other
Audit Committee members, or report any pre-approval
decisions to the Audit Committee for its approval at its
next scheduled meeting.

The Audit Committee may not delegate to maragement
the Audit Committee’s responsibility to pre-approve
permitted services af the Independent Accounting Firm.

All Audit, Audit-Related, Tax and All Other services
described below were approved by the Audit Committee
before services were rendsred.

The Audit Committee annually  reviews PwC's
independence and performance in connection with
the Audit Commillee’s determination of whether to
retain PwC or engage another firm as our Independent
Accounting Firm. In the course of these reviews, the
Aud’t Committee considers, among other things:

s PwC’s histerical and recent performance on the 3M
audit, including input from those 3M employees with
substant’al contact with PwC throughout the year about
PwC’s quality of service provided, and the independence,
objectivity, and professional skepticism demonstrated
throughout the engagement by PwC ana its audit team;

s an analysis of PwC’s known legal risks and significant
proceedings;

We are asking our stockholders Lo ratify the seleCth
of PwC as our Independent Accounting Firm Tar 2018,
Although ratification is not required by our Bylaws or
otherwise, the Board is submitting the selection of
PwC to our stockholders for ratification_as

good corn e selection of PwC
s not ratified, the Audit Committee will consider
whether it is appropriate to select another Independent
Accounting Firm. Even if the selection is ratified, the
Audit Committee may in its discretion select a different
Independent Accounting Firm at any time during the year
if it determines that such a change would ba in the best
interests of the Company and our stockho ders.

PwC representatives are expected to attend the Annual
Meeting where they will be available to respond to
appropriate questions and, if they desire, to make
a statement.
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The Audit Committee oversees the Company’s financial
reporting process on behalf of the Board of Directors.
The management of the Company is responsible for (i}
the preparation of complete and accurate annual and
quarterly consolidated financial statements (“financial
statements”) in accordance with generally accepted
accounting principles in the United States, (i) maintaining
appropriate accounting and financial reporting principles
and policies and internal controls designed to assure
compliance with accounting standards and laws and
regulations, and (jii) an assessment of the effectiveness of
internal control aver financial reporting. The Independent
Accounting Firm is responsible for planning and
conducting in accordance with the standards of the
Public Company Accounting Oversight Board (“PCAOB”)
an audit of the Company’s annual consolidated financial
statements and a review of the Company’s quarterly
financial statements and expressing opinions on the
Company's financial statements and internal control over
financial reporting based on the integrated audits.

In this context, the Audit Committee has met and held
discussions with management and the Independent
Accounting Firm regarding the fair and complete
presentation of the Company's results and the
assessment of the Company’s internal control over
financial reporting. The Audit Committee has discussed
significant accounting palicies applied by the Company in
its financial statements, as well as alternative treatments.
Management has represented to the Audit Committee
that the Company’s consolidated financial statements
were prepared in accordance with accounting principles
generally accepted in the United States, and the Audit
Committee has reviewed and discussed the consolidated
audited financial statements with management and the

In addition, the Audit Committee has reviewed and
discussed with the Independent Accounting Firm
the auditor’s independence from the Company and
its management. As part of that review, the Audit
Committee has received the written disclosures and
the letters required by applicable requirements of the
PCAOB regarding the Independent Accounting Firm’s
communications with the Audit Committee concerning
independence, and the Audit Committee has discussed
the Independent Accounting Firm’s independence from
the Company.

Independent Accounting Firm. The Audit Committee has
discussed with the Independent Accounting Firm matters
required to be discussed pursuant to the PCAOB’s
Auditing Standards on Communications with Audit

Committees, as currently in effect

he Audit Committee also has considered whether the
Ihdependent Accounting Firm’s provision of non-audit
services to the Company is compatible with the auditar's
ildependence. The Audit Committee has concluded that
e Independent Accounting Firm is independent from
Company and its management.

representatives of the Independent Accounting Firm
gular and executive sessions, to discuss the results

finagcial reporting and compliance programs.

In rhliance on the reviews and discussions referred
to apove, the Audit Committee has recommended to
the Board of Directors, and the Board has approved,
that fhe audited financial statements be included in the
Company’s Annual Report on Form 10-K for the year
ende§l December 31, 2017, for filing with the SEC.

Submitted by the Audit Committee

David B. Dillon, Chair
Sondra L. Barbour
Thomas “Tony” K. Brown
Gregory R. Page
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Fees of the Independent Accounting Firm

The following table represents fees billed for professiona
services rendered by PricewaterhouseCoopers LLP
(“PwC") for the audit of the Company's consolidated

Audit and Non-Audit Fees ($ in Millions)

financial statements for the years ended December 31,
2016 and 2017, and fees billed for other services rendered
by PwC during those periods.

2018 2017
Audit Fees: $161 $174
Audit-Related Fees: 05 12
Tax Fees: 1.0 0.9
All Other Fees: 0z 01
Total $16.8 $197

In the above table, in accordance with SEC rules, “Audit”
fees consisted of audit work and review services, as wel
as work generally only the independent registered public
accounting firm can reasonably be expected to provide,
such as statutory audits, comfort letters, consents,
and review of documents filed with the Securities and
Exchange Commission. “Audit-related” fees consisted
principally of procedures related to the adoption of new
accounting standards in future years, internal control and
system audit procedures for periods prior to the rollout

of the ERP system, agreed-upon procedures, employee
benefit plan audits, and other attestation services. “Tax"
fees consisted principally of tax compliance services
in fareign jurisdictions, assistance with transfer pricing
documentation, assistance with excise tax filings, and
advice on foreign and domestic tax related matters. “All
Other” fees consisted of information security vendor
assessments, licenses for accounting software, and
other permissible services that do not fall into the three
categories listed above.
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A company’s internal control over financial reporting is a proces:
of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles. A company’s internal control over financial reporting includes those policies and procedures that (i) pertain
to the maintenance of records that, in reasonable detail. accurately and fairly reflect the transactions and dispositions of the assets of
the company: (ii) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial

over | statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are
being made only in accordance with authorizations of management and directors of the company; and (iii) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that
could have a material effect on the financial statements.

Ol Definition and Limitations of Internal Control over Financial Reporting

Weed  Because ol its inherent limitations, internal control over (inancial reporting may not prevent or detect misstatements. Also.
aer]  Projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because
of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

designed to provide reasonable assurance regarding the reliability
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Auditor transition and appointment of PwC
The Committee reviews and makes recommendations to the Board
with regard to the appointment of the external auditor.

Following the audit tender process in 2016, we recommended to
the Board that PwC be appointed as auditor for the financial year
commencing 1 January 2018. No contractual obligations restricted
our choice of external auditor.

During 2017, we have monitored the activities of the audit transition
team, which was established to ensure that the transition is as
seamless as possible. A key part of the activities was to ensure

that, on appointment, PwC meets the independence requirements
and that we have procedures to ensure that this is maintained (and
that of KPMG until the completion of their audit responsibilities).
This involved moving existing PwC engagements, most significantly
global tax compliance, to alternative providers. PwC became
independent in October 2017. As well as this, during 2017, PwC

has attended the Committee meetings and sector audit committee
meetings, made familiarisation visits to our major sites and held

a global planning workshop. Following the confirmation of
independence, PwC has reviewed KPMG’s audit files for 2016

and our key accounting policies and judgements, including

those relating to IFRS 15. We are also working on a detailed plan
for each of the subsidiary companies around the world.

I KPMG has been the Company's auditor since 1990.
of the Company, | express my thanks to them for their co
over this period.

lan Chambers, as the PwC lead audit partner, will be required to
rotate after five years and other key audit partners will be required
to rotate every seven years. We will monitor compliance with these
requirements. The Committee and the Board will recommend PwC’s
appointment at the 2018 AGM.
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Non-audit services provided by KPMG

In order to safeguard the auditor’s independence and objectivity,
and in accordance with the FRC'’s Ethical Standard, we do not
engage KPMG for any non-audit services except where it is work
that they must, or are clearly best-suited to, perform. Accordingly,
our policies for the engagement of the auditor to undertake
non-audit services broadly limit these to audit-related services
such as reporting to lenders and grant providers.

Fees paid to KPMG are set out on page 141 and summarised on page
103. All proposed services must be pre-approved in accordance with
the policy which is reviewed and approved annually. Above defined

/] levels, my pre-approval is required. During 2017, we have further
strengthened the process and centrols in this area. We also review
quarterly the nen-audit fees charged by KPMG.

Non-audit related fees paid to KPMG during the year were 24%
(2016: 17%) of the audit fee. Our annual review of the external auditor
takes into account the nature and level of all services provided.
2017 2016
% of % of
€m audit fee £m audit fee

N Audit 76 6.8
Non-audit
Audit-related ' 0.7 10 0.6 9
Tax compliance 0.1 1 0.5 7
Other 1.0 13 0.1 1

1.8 24 1.2 17
! Includes £0.3m for the review of the half-year report.

Based on our review of the services provided by KPMG and
discussion with the lead audit partner, we concluded that neither
the nature nor the scale of these services gave any concerns
regarding the objectivity or independence of KPMG.
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External audit

2017 audit

During the year, KPMG presented the audit strategy, which
identified their assessment of the key audit risks and the proposed
scope of audit work. We agreed the approach and scope of audit
work to be undertaken and we also assessed KPMG's qualifications,
expertise and resources, independence and the effectiveness

of the external audit process.

Key risks and the audit approach to these risks are discussed in

the Independent Auditor’s Report (pages 183 to 194), which

also highlights the other significant risks that KPMG drew to our
attention. We continue to support the extended auditer’s report and
KPMG's approach which goes beyond the minimum requirements,
providing additional clarity on the key judgements and estimates.

As part of the reporting of the half-year and full-year results, in
July 2017 and February 2018, KPMG reported to the Committee
on its assessment of the Group’s judgements and estimates in

respect of these risks and the adequacy of the reporting. KPMG

also reported on its assessment of the Group’s control environment.

It is important that for areas of judgement that are finely balanced,
KPMG provide additional insight to assist in making the most
appropriate judgement. In our meetings and discussions with
KPMG and management, it is clear that this role is being
performed well.

| meet with the lead partner prior to each meeting and the whole
Committee has a private meeting with KPMG at least once a year.
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Areas of focus for the 2017 Financial Statements

Key issue Matters considered

Qutcome

Accounting for
development costs

Methodology for capitalisation and amortisation
of development costs - see pages 124 and 128

We are satisfied that the revised methodology for
capitalisation and amortisation of development costs
appropriately reflects changes in the ways in which risk
is managed in the programmes and the consumption
of the programme asset.

Impairment of the carrying | Assessments of the values of the principal
values of programme programme assets, including key assumptions
assets in Civil Aerospace and estimates - see page 143

Determining the
appropriateness of the
Judgements and estimates
used in accounting for
long-term contractual
arrangements

Continuing appropriateness of the judgements

We considered carefully the estimates used in the
accounting regarding the cost of the in-service
engine issues on the Trent 1000 and Trent 800
programmes and the resulting performance
improvements

Classification of
restructuring costs

The criteria for excluding certain costs from
the underlying results and whether the costs
meet this criteria - see page 135

We are satisfied that no write-down of programme
assets is required.

We are satisfied that the judgements continue to be

appropriate and that the process produces balanced
estimates, with appropriate consideration of the
uncertainties. No significant changes to the basis

of preparation were made in 2017.

We are satisfied that the agreed criteria have been

consistently applied.

The sale of engines
to joint ventures

Basis for assessing the selling price - see page 166

We are satisfied that the price represents the fair
value of the engines.

Indications of impairment
of goodwill in Marine

The forecasts and the key assumptions on
which they are based - see page 143

We are satisfied that no impairment is required but, as
the headroom remains low, we will continue to monitor
this. We were also satisfied that no adjustments were
required in 2017 as result of the reorganisation of
Marine announced in January 2018

Deferred tax assets
(DTAs) and advance
corporation tax

Basis for recognition of DTAs arising from tax
losses and advance corporation tax in the UK
and non-recognition of DTAs in Norway

Based on the Group’s forecasts and taking account
of the current uncertainties in the oil & gas market,
we are satisfied that the treatment is appropriate.

Acquisition of ITP Aero The acquisition accounting focusing on the
remeasurement of the existing joint venture
investment and the allocation of the purchase
price to the assets acquired, giving rise to the

recognition of a gain - see page 167

Implementation of IFRS 9 | The assessment of judgements and estimates
necessary to implement IFRS 9 in 2018 -

see page 130

Implementation of IFRS 15 | The progress of the project to implement IFRS 15
in 2018 and the preparation of the disclosures
of the impact of the change for 2017 (see pages

55 to 57, 131to 132 and 170 to 171)

We are satisfied that the provisional judgements
and estimates made were appropriate and that,

in accordance with IFRS 3 Business Combinations,
these will be finalised in 2018.

We are satisfied that the judgements and estimates

are appropriate.

We are satisfied that the judgements and estimates

made are appropriate and consistent with the new
requirements; that the disclosures of the impact are
appropriate; and that the Group has systems and
processes in place to report on the new basis in 2018.
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Example: BP Annual Report and Form 20-F 2016

(SHIEP.18)
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Example: Johnson Matthey Ple Annual Report and Accounts 2017

Evaluation

Prior to the RFP being formally
launched, briefing meetings were
held with each firm covering key
BP segments, functions and
geographies; in addition the audit
committee held mtroductory
meetings with the lead and senior
partners from each firm.

In preparation for the tendey

BP sought assurance that each
firm would be capable of being
independent in the time frame
required by applicable law or
regulation before being appointed
auditor The due-diligence
activities conducted as part of the
tender included a review of fim
independence.

The proposals from the three
firms were evaluated by the audit
committee against the following
citena, as well as the combined
performance as a whole:

e Audit quality.
* Business knowledge.

¢ People, behaviowrs and cultural fit.
¢ Planning and pject management,

including transition.
¢ hnovation and msight.

¢ Independence.

e Commerrial and contractual
structure.

At the request of the audit
committee chai; the commeicial
and contractual structure elements
were assessed separately from
the other aspects of the firms’
pwoposals. Evaluation of the
poposals was conducted on a
‘fee blind’ basis.

How we reviewed KPMG's performance and the effectiveness of the external audit process

Trwaids the end of the 2016/17 external audi, a feedback questionnaie was ciculated to the executive
directors and senior management. They were asked to rate how satisfied they were with KPM(G, inc luding its
level of planning and coowdnation, abilty to meet delivery dates and objectives, industry / specialist knowledge,
prepardness and organisation, ability to firmly challenge management, mdependence, level and quality of
communication and value for money.

The msults showed an overall level of satisfaction with KPMG and that action had been taken on points
arsing fiom last year’s feedback. There are areas where further improvements can be made and at our next
meetng, Stephen Oxley, our lad audit partner, will explain how he mtends (o adapt the audit appmwach for the
cunent year to take into account the findings. We will also consider any relevant issues as part of the external
audil tender process which wil be conducted in 2017/18.

On a continuous basis thioughout the year, we look at the quality of KPMG's repoits and the performance
of Stephen Oxley both in and outside committee meetings. We pay particular attention to the way Stephen and
the team interact with and challenge management as wellas the effectiveness of the melationship between the
mternal and external audit teams. We also obtain feedback from the Chief Executive, the Chief Fnancial Officer
and the Group Reporting Contioller; all of whom have extensive interactions with KPMG. As noted eantier [
have regular one to one update meetings with Stephen to discuss agenda items and other matters which either
Stephen or I feel are important.

We also eviewed findings fiom the FRC's Audit Quality Review team on KPMG's audit of Johnson Matthey's
Annual Report and Accounts for the year ended 31st March 2016. We wemre pleased to find that the feedback
was easswing. Pomts were raised on post-employment benefit plans and, at component kevel, revenue. These
points were fully discussed by the committee and, together with KPMG, we have agreed a number of actions to
be taken in oxder to 1efine the audit approach. The committee was comfoitable that whilst the proposed changes
would impiove the quality of the audit going forwand they were not such as to give us concems as to the audit of
the 2016 accounts.

Following the above, we concluded that KPMG continues to provide an effective audit and theefore we
recommended to the board its reappointment for 2017/18. A resolution proposing its reappointment is inc luded
in the notice of the 2017 AGM.
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Rolls-Royce

Committee members

Member

Attended  Eligible to attend

Lewis Booth {chairman)

5 5

Irene Dorner

Beverly Goulet
Lee Hsien Yang

5 5
3 3
5 5

Audit Committee focus during 2017

Area of facus

T The i and di of ing
policies, key judgements and key estimates with
a focus on

Risk and control

U

Matters considered

Outcome

— the methodology for capitalisation and amortisation
of development costs;

— carrying value of goodwill in Marine;

— treatment, estimation and disclosure of costs in Civil
Aerospace for the remediation of in-service issues
on the Trent 1000 and Trent 900 programmes;

— restructuring costs; and

— acquisition of ITP Aero,

The implementation projects for IFRS 9, IFRS 15 and
IFRS 16. In particular, the preparation of the restated
information en an IFRS 15 basis which is included in
notes 1and 27 to the Consolidated Financial Statements

The form and content of the Annual Report.

Continued improvements to the enterprise risk
management and internal controls systems, including
a focus on core financial controls, and risks at
remote locations.

The pracesses for identifying and managing risks.
The model for assessing the effectiveness of the
Group’s systems of internal control.

The process and assumptions underlying the going
concern and viability statements

Management’s assessment of the risk of a

business continuity event.

The procedures for preventing, monitoring and
combatting breaches of the security of the Group’s
IT systems

The Group's policies, procedures and contrals for
identifying, managing and mitigating a market shock.
The effectiveness of the internal audit function, its

key findings and trends arising, and the resolution
of these matters

The ing policies, judger and estimates

are appropriate and balanced
Agreed the judgements and estimates to adopt IFRS 9.

IFRS 15 interpretations, judgements and estimates
made are appropriate.

Agreed the approach being taken to implement
IFRS 16 (see page 132).

The Annual Report, taken as a whole, is fair,
balanced and understandable.

The internal control system meets the requirements of

the Code. It will continue to be enhanced during 2018,
including extending the documentation of internal
controls to include compliance contrals relating to
the DPAs

Reported to the Board that an appropriate process
is in place to make the viability statement.

Appropriate procedures are in place to identify and
manage principal risks and all of these have been
subject to a review by the Board or an appropriate
Board committee.

Appropriate procedures are in place to manage
business continuity, cyber security and market
shock risks.

The scope and extent of internal audit are appropriate
and the function remains effective.

e

The approach and scope of external audit and the
effectiveness and independence of the external auditor.

The extent of nan-audit services provided by KPMG

The transition to PwC as auditor in 2018

Assessed KPMG as effective and independent.
No concerns over the nature and amount of the
non-audit services provided by KPMG
Recommended that PwC be appointed as the
Group's auditors at the 2018 AGM

Monitored the procedures to ensure that PwC
became independent of the Group in October 2017
and approved enhanced policies to maintain this.

ZEDFEEREYD

BT

BROZEDHEERR <

Committee members

(DU TCEeE,

What we'vedone
/e mef nine times during the vea and the chart below shows how we
allacated oLr time. Meetings are scheduled in line with the financial
reparting timetable and after each meeting, | report to the Beard an
the main issues that we discussed.

During the vear, we hold separate sessions with the internal and
external auditors in the absence of management.

Meetings
Eligible to
Member attend  Attended
Nick Rose (chairman) 9 9
lain Conn 9 6
Karen Richardson 9 9
Jasmine Whitbread 9 9

SRATHALL
FRABTZERB
5 ™N

MEETING AREAS OF FOCUS

April 2016 — External audit & non-audis fees
— Sarbanes Oxley Lpdate
— Draft Annual Report & Form 20-F 2016
Major contracts
— Fxternal audit repot
— Interal audil plan of work
— Ethics & Compliance & Speak wo cases
— Anli-cor-upslion & bribery updale
April 2616 — Tullyear results statement
— Coing concern and viability statement
— Annuzl Repert & Form 20-F 2016 including a
eview to ensure the raport was fair, balaced and
Jnderstandable
— kxternal and internzl audit reports
Interal control recuiremerts Lnder the UK Corporata
Coveraance Code inclucing risk managerment
AMOCRISES
— Interaal audil performance reparl

June 2016 — Regional Governance Comm'ttee Lpdate
— Review of tha Regulatory Financial Statements
— Socnty rsk managemant

July 2016 — Regional Governance Comn'ttee Lpdate

External and internel audit repo-ts
Sarbanes Oxley Lpdate
Fi-s= quarter results

Allocation of time

7% Financial matters

13% nternal audit matiers

4% Rk and controls

33% Governance and compliance

&

<

>

Ethics and Compliance & Speak Up ¢

September 7016 — Risc updates from the chief executive 4] January 2017

bus ness

ET ltaly

Major contract reviews

— Coing concern assessment

Half vear results

— bxternal and internzl audit repo-t
Interal coritrols

December 2016 - BT ltaly

Octoner 2016

Marc1 2017

BT Italy

— Third quarter results
— hudit tender update

— External and internal audit reports
— Ethics anc Compliance & Saeak Up cases

— Accounting policies and reperting developments

— BT Italy

— Regonel Governance Committee updae

— External audit report:

— Meajor contracts
Data pratection update
— Regicnal Covernzance Commillee efec_iveness review

10
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