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Introduction

Your defined benefits pension plan of Rolls-Royce Canada Limited (“the DB pension plan”) offers you the
advantage of participating in a flexible component. In brief, the flexible component allows you to improve
your basic retirement benefits from the pension plan while benefiting from important tax advantages.

The flexible component does not modify your retirement benefits as calculated according to the formula of
the defined benefits pension plan. Rather, it supplements those basic benefits by allowing you to buy
options that will improve them. These options are funded solely by your contributions. Rolls-Royce
Canada Limited (“the Company”) does not make any contribution to the flexible component. Your
participation to the flexible component is entirely optional and you can join it at any time. All you have to
do is complete the appropriate form available from the North America HR Shared Service Center at

1 877-787-NAHR (6247) or by email at hrsscnorthamerica@rolls-royce.com. As well, you can set the
contribution rate that best fits your personal situation and decide how your contributions are invested.

In addition to helping you improve your basic retirement benefits, the flexible component has important
tax advantages:

m Your contributions are fully deductible from your taxable income.
m The investment income generated by your contributions accumulates tax free.
m Your contributions to the flexible component do not reduce your RRSP contribution room.

As well, your personal flex account is sheltered from potential creditors.

This guide briefly describes the provisions of the flexible component. It also addresses aspects you need
to take into consideration in planning your participation to this component of the plan.

For more details on the DB pension plan and the flexible component, please contact the Rolls-Royce
Canada Pension Plans Administration Team at Morneau Shepell (1 888-277-0771).
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Overview of the DB pension plan

Your DB pension plan provides you with basic pension benefits.
You contribute a percentage of your salary in accordance with the provisions of your plan.

Your pension from the DB pension plan is calculated based on a pre-determined formula. This pension is
equal to a percentage of your average earnings less a fraction of the pension payable at age 65 under the
Québec Pension Plan (QPP), multiplied by your years of plan membership. If you retire before age 65,
you are also eligible for a bridge benefit payable until age 65. Benefits are limited by the regulations of the
Income Tax Act.

Under the DB pension plan you can take an early retirement without reduction of your pension starting at
age 60. If you retire before age 60, your benefits will be reduced by 3% for each year (1/4% per month)
between your retirement age and age 60.

Voluntary contributions to the flexible component

You can make voluntary contributions to the flexible component every year. Upon retirement, you can use
your flex account balance to purchase options that will improve your basic retirement benefits of the DB
pension plan for your years of plan membership after December 31, 1989. The contributions can be
deducted directly from your pay or paid by cheque in one lump sum at any time during the year before
December 1, or by a combination of both methods.

According to income tax rules, the voluntary contributions you make in a given year cannot exceed:

The lesser of
m 9% of your earnings and
m 70% of the pension adjustment shown on your T4 plus $1,000
less

your contributions to the DB pension plan.

Please contact your Service Center to ensure you do not exceed the maximum amount of voluntary
contributions you can contribute in the year. If you do not contribute the maximum allowed in a given
year, you can'’t carry forward the difference to following years.

You can stop making voluntary contributions at any time, but you can only withdraw the balance of your
flex account upon termination of employment. The value of your account cannot be repaid in cash; any
amount must be locked-in and may be transferred to a tax-sheltered instrument.
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Maximum voluntary contributions

Based on your contributions to the DB pension plan, here is an estimation of the annual maximum
voluntary contributions to the flexible component in 2016 for different level of earnings and the basic
contribution of your DB pension plan:

Earnings If your basic If your basic If your basic
contribution is 5.0%  contribution is 4.5%  contribution is 3.0%
$45,000 $1,550 $1,775 $2,450
$55,000 $1,770 $2,045 $2,870
$65,000 $2,435 $2,760 $3,735
$75,000 $3,000 $3,375 $4,500
$85,000 $3,400 $3,825 $5,100
$95,000 $3,800 $4,275 $5,700
$105,000 $4,200 $4,725 $6,300
$115,000 $4,600 $5,175 $6,900

You decide how the money accumulated in your flex account is invested, among the options offered by
Sun Life Financial. You can view and change your investment choices at any time by accessing your
account online or by phone. For questions concerning your investments please contact the Sun Life
Financial's Customer Care at 1 866-881-0583.

Another advantage is that you get competitive management fees which are negotiated by the Company.
Excess contributions

Your flex account balance at the time of retirement should not exceed the total value of the available
options, as tax rules stipulate that the excess amount cannot be refunded from the plan. If your
contributions exceed the total value of all the options available to you when you retire, the Company will
pay the balance of your voluntary contributions outside of the plan. However, this amount would be
taxable.

At this point in time it is difficult to establish the exact amount of voluntary contributions you could make
each year, given that the amounts you need upon retirement to fund all the available options will depend
on the following factors:

Your years of plan membership after December 31, 1989;

The date of your retirement;

Increases in your salary to the date of your retirement;

The investment income generated by your voluntary contributions;
Market conditions at the time of your retirement;

The prescribed assumptions.
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Overview of options

When you retire, you can use your flex account balance to buy options to improve your basic retirement
benefits, for your years of plan membership after December 31, 1989.

The following options are available and established under applicable legislation for increasing your
retirement benefits of your DB pension plan:

m Total or partial elimination of early retirement reduction

DB pension plan rule | Option ‘

If you retire before age 60, your basic pension and
bridge benefit are reduced by 3% for each year
between your retirement age and age 60. Also,
the basic pension is subject to allowable maximum
benefit set by income tax rules.

You can use your voluntary contributions to
eliminate or decrease the reduction in your basic
pension and bridge benefit for your plan
membership after December 31, 1989, up to the
maximum permitted by tax rules.

m Higher average earnings

DB pension plan rule

Your pension under the DB pension plan is based
on the average of your best five years of earnings
over the last ten years.

Option

You can use your voluntary contributions to
increase your pension for your plan membership
after December 31, 1989, by using an average of
earnings calculated over three years, indexed to
take into account the increase in the Consumer
Price Index, up to the maximum permitted by the
income tax rules.

Improved bridge benefit

DB pension plan rule

If you start to receive your pension before age 65,
you are entitled to a bridge benefit equal to 1/35 of
the pension from the Québec Pension Plan for
each year of plan membership. This amount is
reduced when the pension starts before age 60.

Option

You can use your voluntary contributions to
increase the bridge benefit for your plan
membership after December 31, 1989, up to the
maximum permitted by income tax rules. The
maximum varies depending on your age at
retirement and your years of plan membership and
could reach an amount equal to the pension
provided by the Canada or Quebec Pension Plan
and a portion of the Old Age Security pension.
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m Higher spousal death benefit or elimination of reduction

DB pension plan rule | Option ‘

If you have a spouse when you retire, your spouse
will continue to receive 60% of your pension after
you die. However, your pension will have to be
reduced to allow for the payment of this pension to
your spouse.

If you have a spouse, you can use your voluntary
contributions to raise that spouse pension to

66 2/3% of your pension for plan membership
after December 31, 1989, without reduction of
your pension.

m Pension indexation

DB pension plan rule | Option ‘

You can use your voluntary contributions to fund
annual indexing of your pension for plan
membership after December 31, 1989, up to 4%
of the increase in the Consumer Price Index (CPI)
per year, as long as the indexing respects the
limits set by income tax rules.

No automatic indexation.

You absolutely must use your total flex account balance to buy options. However, if you do not have
enough money to buy the option you want, the option will be adjusted to reflect the amount of money you
have. If you wish to buy more than one option, you must pay entirely for a first option before selecting a
second, and so forth. You can use your account balance to buy options in the order you want.

Your available options will be determined by your age at retirement and the maximum benefits permitted
by income tax rules. They will also depend on your flex account balance.

Guide to the flexible component of the defined benefits pension plans of Rolls-Royce Canada Limited



lllustration of the cost of options

The cost of each option cannot be accurately determined at this time. The final cost will depend on your
age and market conditions upon your retirement, future increases in your salary, prescribed and
applicable assumptions at the date of your retirement and limits set by income tax rules.

To give you an idea of the relative cost of each option, we are presenting three scenarios showing
projected pensions and the estimated cost of options based on the assumptions described at the end of
this guide, assuming that the participant buy the maximum option offered under the flexible component
when he or she retire from Rolls-Royce.

Scenario A

m Gender and current age: Female of 30 years old

m Retirement age: age 58 with 35 years of plan membership
m 5-year average earnings at retirement: $65,000

m Average investment return on contributions: 4.5%

Annual prOJected pension

Cost Required annual
Before From contribution*
age 65 age 65

Retirement at age 58

Pension from DB pension plan $39,562 $26,661 S/O S/O
EIimingtion of early retirement $41,264 $28.363 $28,600 0.8%
reduction

3 years average earnings 0
($66.283) $40,343 $27,441 $13,100 0.4%
Bridge benefit $45,998 $26,661 $38,500 1.1%
66 2/3% pension to spouse $39,562 $26,661 $17,000 0.5%
2% annual indexation — — $134,800 3.8%

*  Your contributions may be limited by the maximum contribution allowed by the plan. Therefore, it is possible that

you cannot obtain 100% of an option.

Scenario B

m Gender and current age: Male of 58 years old

m Retirement age: age 65 with 35 years of plan membership
m 5-year average earnings at retirement: $75,000

m Average investment return on contributions: 4.5%
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Annual projected pension Required annual

From age 65 contribution*

Retirement at age 65

Pension from DB pension plan $34,838 S/O S/IO
Ellmlngtlon of early retirement e e e
reduction

3 years average earnings o
($76,480) ** $35,741 $12,500 2.1%
Bridge benefit S/O S/O S/O
66 2/3% pension to spouse ** $34,838 $59,200 9.8%
2% annual indexation ** — $101,100 16.8%

*  Your contributions may be limited by the maximum contribution allowed by the plan. Therefore, it is possible that
you cannot obtain 100% of an option.

**  The options offered under the flexible component apply to service since January 1, 1990. As a result, only the
pension accumulated after this date was calculated using an indexed three years average earnings. It is the
same for the cost of the other options.

Scenario C

m Gender and current age: Male of 50 years old

m Retirement age: age 55 with 25 years of plan membership
m 5-year average earnings at retirement: $110,000

m Average investment return on contributions: 4.5%

Required annual
Before From contribution*
age 65 age 65

Retirement at age 55

Pension from DB pension plan $43,244 $34,911 S/O S/O
Elimination of early retirement $49 404 $41.071 $101.700 16.9%
reduction , , , .

3 years average earnings 0
($112,171) $44,097 $35,764 $14,100 2.3%
Bridge benefit $52,396 $34,911 $72,700 12.1%
66 2/3% pension to spouse $43,244 $34,911 $51,800 8.6%
2% annual indexation — — $171,300 28.5%

*  Your contributions may be limited by the maximum contribution allowed by the plan. Therefore, it is possible that
you cannot obtain 100% of an option.

When you retire, the cost of the options you can buy with your flex account will be determined using the
interest rates recommended by the Canadian Institute of Actuaries for calculation of transfer values.
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Upon termination of employment or death

Upon termination of employment

You can leave your contributions in the plan and use your flex account balance to buy options when you
retire; or

If you choose to transfer the value of the retirement benefits under the DB pension plan to the pension of
your new employer (if that plan allows it), to a locked-in Retirement Account (LIRA), to a Life Income Fund
(LIF) or to an arrangement provided by an insurance company, you can also transfer your flex account
balance to a tax-sheltered instrument.

However, under income tax rules, the total amount you can transfer from the plan cannot exceed a
maximum that varies depending on your age at the time of the transfer. The excess amount, if any, will be
paid to you as a lump sum that is taxable at the time you receive it.

Upon death

Before retirement

Your spouse or, if you do not have a spouse, your beneficiary, will receive an amount equal to your
mandatory contributions made before January 1, 1990, with interests, the value of your pension
accumulated since January 1, 1990 and your flex account balance. Instead of receiving the value of these
benefits, your spouse only could transfer it tax free to his or her personal RRSP, subject to income tax
rules.

If you are age 55 or older and have 10 years of continuous service, a pension could be payable instead of
the above-mentioned benefit.

During retirement
Benefits will be paid according to the payment method you chose at retirement.
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Assumptions and warning

The examples shown in this guide are for illustration purposes only and should be used to help you in the
process of making decisions. The estimated costs do not represent the actual costs you will pay for any
option. They are only estimates, expressed in today’s dollars and based on many assumptions.
Moreover, the cost of each option assumes that only this option is chosen. The cost of combined options
would be higher than simply adding the cost of each option taken separately, as illustrated in the
examples.

Estimated benefits are based on the following assumptions:

m In order to illustrate the impact of investment returns on your flex account balance, future rates of
return on your voluntary contributions are assumed to be 4.5% per year.

m We have assumed an inflation rate of 2.0%.
m Assumptions that were used to determine the cost of the selected options at retirement for projections:

e Discount rate:
- 4.5% per year

e Mortality:
- CPM-2014 with CPM-B generational mortality improvement and weighting of male and
female

m In order to reflect the guarantees provided for the death benefit during retirement, we supposed there
was a spouse and that the man was aged three years older than the woman.

m We have assumed that the maximum pension per year of plan membership will be indexed, as
foreseen by the income tax rules. For this purpose, we used a rate of 2.0% per year.

These assumptions are based on the data available to date. They are appropriate and useful in
estimating the benefits, but there is no guarantee that any of these assumptions will materialize.
Therefore, future benefits could be higher or lower than the estimates provided.
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