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Tangible vs. COMPONENTS of S&P 500 MARKET VALUE

Intangible
assets 100%
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Some Prediction s @ o -
40% of Fortune 500 angible Assets ntangible Assets

Companies gone by 2020 SOURCE. GCEAN TONO, LA



Sources of Intangible Value 2. 52
« Strategy — long term value creation

« Reputation — perceptions of stakeholders

« Supply chain — legitimacy of operations

« Human rights — child labour

» Stakeholder relationships — civil society

* Positive and negative impacts on triple context

« The quality of governance of the organization
« How does the company make its money?

Source: from Prof Mervyn King’s presentation 2
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« Max shareholders’ wealth v’ Sustainable company’s health
« Short-term financial focus, v Long term sustainable value
corporate success = share price creation

Corporate governance with shareholders focus is not enough.



th E
Governance Outcome 29 =2

CG Principle 2012 CG Code 2017

Building Creating

sustainable
value

Confidence

1. Respect SH Rights 1. Performance w/ LT
2. Equitable treatment perspective

3. Role of stakeholders 2. Responsible business
4. Disclosure 3. Good corporate citizen

5. Board responsibilities 4. Corporate resilience
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Corporate Governance Code
for listed companies 2017
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Summary CG Principle 2012 vs. CG Code 2017 29" 0

Creating
sustainable

value

Building
WHY Confidence

' CG: CG principles focusing on board’s

- structure & functioning - CG Code

-+ focusing on board’s roles

WHAT CSR: Responsible on ESG issues * integrating CG & ESG into business
Anti-corruption: CAC certified ~ for sustainable value creation
"""""""""""""""" Application: Comply or explain ~~ Application: Apply or explain
Reports: Annual report, voluntary SD Reports: same or Integrated Report
HOW reports Assessments: same + board’s self

Assessments: CGR, THSI, CAC and evaluation for appropriate application
~other awards, disclosed in company :
profile, analyst reports

13
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Strengthen Drive from Investors 2

] Investment Governance Code
CG Code for listed co. (Stewardship Code for II)

Creating
sustainable
value

Institution
Investors

Building

Confidence

Drive for LT value

1. Performance w/ LT = Pk
creation In investees

perspective )
> R ble busi for the best LT interest
. Responsible business of their own
3. Good corporate citizen beneficiaries

4. Corporate resilience

14



Il Strengthen
LT Value to
Clients through

Engagement
with Investees

29" -9 _
A  SEC
Best LT investment
outcome for beneficiaries

Creatin
. Institution

Investors

sustainable
value

Active monitoring m
Escalating engagement

Voting
Collective action

« Investment policy
« Handling conflict of interest
» Reporting compliance

15



CG Code

in More
Details
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feaANUTLIATyIe (Duty of care) diadntigazn (Duty of Loyalty)
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, Vision / Why we exist?
PLllerSCr)]s A Who we want to serve?
FNWLIARDYN How we compete and sustain?
uasdunu
Value / How we decide?
Principles Accountability, Transparency,
AMLANSIN P Integrity, Care & Share
ANUAIlA ANUGRYANT
AUNIAN AIRNA &
ADIUIEN Stakeholder

+ fa3unauan — aalu
+ U¥nnNITu
Maie &
incentives
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vilhwane naans
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Priorities For 2017

1 Strengthen our focus to drive long-term profitable growth

Engineering Operational
excellence excellence

Investing in and developing the Transforming our manufacturing
excellence of our engineering and supply chain to embed a lean
to produce high-performance approach across our facilities
power systems. and processes.

2 Sustain the strong start to our transformation programme.

Capturing
aftermarket value

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

3 Continue to rebuild trust and confidence in our long-term growth prospects.

4 Develop our long-term vision and strategy.

Underpinned by a commitment to developing our people and our culture in a safe

and ethical environment.

Source: Rolils-Royce (2016) Annual Report.

20



Business Model

How we create value

Inputs

- People and expertise

* R&D capability
S

- Supply chain collaboration excellence

- Advanced manufacturing
- Customer relationships Operational

. - excellence
« Financial investment

Source: Rolils-Royce (2016) Annual Report.

Value creation

Customers:
Differentiated products
aligned to their
operating requirements

Corporate:
Strong market position

World-class development
and production facilities

Shareholders:
Long-term
cash flow generation

21



Source: Rolls-Royce (2016)
Annual Report.

@

Invest in R&D
and skilled people
Developing and protecting
leading-edge technology
and deploying it across our
businesses allows us
to compete on a global
basis and creates high
barriers to entry.

Develop technology
that anticipates
customer needs

Our deep understanding

of customer needs drives

the development of new
technologies and products

Disciplined capital
allocation
We allocate our capital
to achieve a balance of
financial strength
and liquidity to deliver
commercial advantage and
sustainable long-term
shareholder returns.

Design, make and service

world-class products
We win and retain customers by
developing and delivering products

and services that provide more capability
and offer better through-life value than
those of our competitors.

Engineering excellence

= Industry-leading R&D
- Proven product reliability
- Exceptional long-life products

- Differentiated products and services

Operational excellence

=> Strong supply chain partnerships

= Sustained cost reduction

= Transforming to world-class production
capability

= Cost-focused lean enterprise

= High performance culture

Capturing aftermarket value

- Long-term relationships with civil and
defence customers

- Decades of in-service experience
- Flexible range of service offerings

- Growing installed base and global
aftermarket footprint

Investment in future
programme development
We make significant investment
in development programmes
which we believe will deliver
cost-efficient and competitive
next-generation products
and services

n
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Manufacturing capability
We manufacture
cost-efficiently through
a combination
of economies of scale,
developing a lean
enterprise and integrated
management of our
supply chain

Grow market share
and installed base
Our substantial order
book for both original
equipment and services
provides good visibility
of future revenues and
provides a firm foundation
to invest with confidence.

Secure and maximise
aftermarket opportunity
Our equipment is in
service for decades.
Our deep design
knowledge and in-service
experience ensures that
we are best placed
to optimise product
performance
and availability.

22



Management of principal risks
Our risk framework ensures that risks are identified, managed and communicated throughout the Group.
Identify

principal risks
(PRs)

Monitor
mitigation and
control of PRs

Impact of
PRs on long-
term viability

Governance
of PRs

Set risk appetite

for PRs

Assess effectiveness of risk management system (RMS)

Source: Rolls-Royce (2016) Annual Report.

Reporting

23




Risk management enables our strategy Change in risk level

o Increased

Engineering excellence H Operational excellence o Decreased
Q@ static

e PRIORITIES FOR 2017 ON PAGE 13 0 New risk

Change in| Strategic

Risk or uncertainty and potential impact How we manage it Key controls risk level | priorities
Disruptive technologies + Horizon and emerging technology scanning, and understanding - Strategic planning o n
and business models our competitors, including patent searches. IPT°Cet55 revi
. .. . . + Invesiment review
Disruptive technologies, new entrants | * Investing in innovation and new technologies (see page 9). committee n
with alternative business models + Focusing on enhancing our skills and capabilities to maintain our . Digitalboard
or disruptions to key markets or technology leadership (see page 41). - Research &
customers could reduce our ability + Forming strategic partnerships and conducting joint research technology board
to win sustainable future business, progre.lmmes. o _
achieve operating results and realise |+ Establishing our digital business.
future growth opportunities. This principal risk is subject to review by the Science & Technology
Committee.
Product failure + Ensuring a culture that puts safety first. + Product safety @ n
Product not meeting safety + Applying our engineering design and validation process from initial review board
. T : : . . + Quality compliance n
expectations, or causing significant design, through production and into service. audit
impact to customers or the + Reviewing the scope and effectiveness of the Group’s product . Engineering
environment through failure safety policies to ensure that they operate to the highest industry technical audit
in quality control. standards. : tCnsu management
- Operating a safety management system (SMS), governed by the eam
product safety review board, and subject to continual improvement
based on experience and industry best practice. Product safety
training is an integral part of our SMS (see pages 104 and 107).
+ Improving our supply chain quality.
This principal risk is subject to review by the Safety & Ethics Committee.
Business continuity - Continuing our investment in adequate capacity and modern - Crisis management @ n
- i i1iti team
Source: RO"S-ROYCQ Brgakdown of .e.xternal supply chain equment and facﬂfmgs (seg page 21). | . . Majorincidents
(2016) Annual Report or internal facilities that could + ldentifying and assessing points of weakness in our internal board
' be caused by destruction of key and external supply chain, our IT systems and the skills of our people. | . Quality board and
facilities, natural disaster, regional + Selecting stronger suppliers, developing dual sources or process councils
conflict, financial insolvency dual capability (see page 45). * Operations and
iti i i » Developing and testing site-level incident management and [T executive teams
of a critical supplier or scarcity of eveloping g g . Supplier audit
materials which would reduce business recovery plans.
the ability to meet customer + Providing improved response to supply chain disruption through
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A1sussana (Strengthen Board Effectiveness) siISeC
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e “paugnssunis” Midasianisussatinviune Issues Discussed:

. 'T,movasw/ AMUENLA /M5RITNN Board Diversity
*  MAMINENUT ANFARANTT Women on board
e AsUszdiumasanme/saau Board development

. Result after evaluation
e UNUNNKUNUAIUILEIUNTIUNNT

- gualinagnssunisufidnindlaadefidse@naan

. AssunsthagaEsulilAnTaUsssNaIANI TG Ta5555)

. AnuasensUsyausudy CEO aualuidasaddayleinaniuinse
o AeassnA sz aynalinssunisaildse uaziasanlasaumay
e IFINFNIANUFUNUSAUATEIINIAULATIUANTULRLHNEAANS

e AUAFIZUAVUTLEUAIAHEARNNT
e wanisysru — CEO

e g ldnanAatau AITAINTIUANTARILAUNTITINATINUAINGY
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N . _ Issues Discussed:
auali CEO vinnihnuwmungau 4 succession plan - Succession plan in
family business

AULRTATIRIANAALLNY (compensation architecture) - Etfﬂﬁcligre;ation

. o . o o o va o o ~ - Culture & Talent
‘mmmLmiaimamwmmauwuﬁﬂaawﬂaanummau management

NRATTNUFADAEIUIANITAILANKIANITUINTIANNT

AnaNALATUINITUTITNINENATUAAR T TTAINY
ANUAINITANLRNIEHU UAEAMITALR TUNTNIIUTAINUY
ANNLANTATUNITUITUITIANTLIUG L
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HUDAR

Value creation is achieved when individuals with decision rights have
the right incentives to make value oriented decision

100

0
1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012

Long-term incentives
= Short-term incentives
m Base (salary and benefits)
Source: Hewitt Associations, 1982-2012 27




Source: Rolls-Royce (2016)
Annual Report.

Summary of policy design changes and link to policy themes’

Fixed pay

Long-term incentive plan

Base Sal 80% Group + 20% individual
ase salary performance performance
Benefits 25% 75%

non-financial financial
+ Customer + Profit
Pension + Employee + Cash

40% of award deferred into
shares for two years

*Weightings and non-financial measures are as applied in 2017.

Fixed pay

60%
CPS

20%
EPS

20%
TSR

Malus and clawback

Shareholding requirement

Three-year performance period followed
by two-year holding period

No changes are proposed to the fixed pay element of the remuneration policy approved by shareholders
at the 2014 AGM. The new remuneration policy to be approved at the 2017 AGM will continue to apply

until the 2020 AGM.

9
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Talent

Annual bonus

Performance measures remain appropriate following the introduction of customer and employee
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.

Transformation

From 2017, Executive Director bonuses will be awarded using a simple additive approach:

+ 80% of the award will be based on Group performance.

+ 20% of the award will be based on individual performance.

Simplification

40% of any bonus will be deferred into shares for two years.

Stewardship

Long-term
incentive plan

CPS, EPS and TSR remain our long-term measures of success and reflect the strategic focus on profitable
growth, the quality of profit, and returns to shareholders. During shareholder consultation we received
strong support for the continued use of cash flow as the central measure of long-term performance.

Transformation

The structure will be amended so elements are measured independently, rather than using an EPS hurdle

and a TSR multiplier.

Simplification

The introduction of a two-year shareholding period following the three-year performance period.
This includes a requirement to continue to hold shares after participants have left the Group.

20% of the maximum award will vest for threshold performance (a reduction from 30% in the current

remuneration policy).

Stewardship

The new remuneration policy includes an overall maximum of up to 300% of salary for the Chief Executive
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
Chief Executive and 225% of salary for other Executive Directors.

Talent
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Issues Discussed:
- Culture for innovation

o aualidhainns cascade naans LuwnuaILiUAT - Cyber security
NaanadaddutinkunanIegsia uazduiazay 1iusssy
fiaLAe g

¢ Innovation N&9AMUATIIN

e NMIQUATUHNEAIANITIANTT AANT MINENNTLiRanARAY
guAusAu TdTunansnagvintasansussatihunungls
Taaauul end-to-end Adsdvilxvanneu (6 capital)

e IT Governance

e AU TADENILKUERU
e Cyber security
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¢ MTUTWITANULTLY wasssuumuauMaly Nnazvinliiusia

Jendszavd wastiluldaungnune Issues Discussed:
Risk management —
e 11 AC qQuamULNEINaUDITLL power of 4

e AMFARMNTANNTALLEIMINRUTZ YUY 121U ATaLataN AL
WWa luTiaadayadn lva wasiissuulun1ssnaNuay

e ATRAGUARSSUTU

¢ ASULLNZUA / NTAANTUATDINSEIU
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Issues Discussed:
Use of proxy service
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Singapore Business Excellence Model

Based on Malcolm Baldrige Award Model

Organisational Profile

Innovation

1

£
0
£
)
@
3
O

Knowledge

Learning

Attributes of Excellence

Ao L

29 =2

Toez 20t SEQ

The Baldrige Values include:
Visionary Leadership
Customer-Driven Excellence
Organizational and Personal Learning
Valuing Employees and Partners
Agility

Focus on the Future

Managing for Innovation
Management by Fact

Social Responsibility

Focus on Results and Creating Value
Systems Perspective

33
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| Key Message:
Commitment to CG Code is for business sustainable
practice :
value creation

Awareness

& Buy-in capacity

1
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