Terms Of Reference — Audit Committee

LOW & BONAR PLC
AUDIT COMMITTEE (the ‘Committee’)
Established pursuant to Article 108 of the Companys Articles of Association

TERMS OF REFERENCE

1. Membership

1.1. Members of the Committee shall be appointed byBbard, on the recommendation of
the Nomination Committee in consultation with thea@man of the Audit Committee.
The Committee shall be made up of at least 2 mesnber

1.2.  All members of the Committee shall be independem-executive directors at least one
of whom shall, where possible, have recent andvaelefinancial experience. The
Chairman of the Board shall not be a member oCbimmittee.

13 Only members of the Committee have the righattend Committee meetings. The
Chairman, Group Chief Executive, Group Finance &oe the Head of Internal Audit
and the Group Risk Manager may be invited to athdr part of any meeting as and
when appropriate.

1.3. The external auditors will be invited to attend tregs of the Committee on a regular
basis.

1.4. Appointments to the Committee shall be for a pedbdp to three years, which may be
extended for two further three year periods, predithe director remains independent.

1.5. The Board shall appoint the Committee Chairman whall be an independent non-
executive director. In the absence of the CommitBhairman and/or an appointed
deputy, the remaining members present shall etezibbthemselves to chair the meeting.

2. Secretary

2.1. The Company Secretary or their nominee shall attieasecretary of the Committee.

3. Quorum

3.1. The quorum necessary for the transaction of busissll be2 members. A duly
convened meeting of the Committee at which a qudeupresent shall be competent to
exercise all or any of the authorities, powers disdretions vested in or exercisable by

the Committee.
4. Frequency of Meetings

4.1. The Committee shall meet at least three times aateappropriate times in the reporting
and audit cycle and otherwise as required.

5. Notice of Meetings

5.1.  Meetings of the Committee shall be summoned bySiheretary of the Committee at the
request of any of its members or at the requesixtérnal or internal auditors if they
consider it necessary.
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5.2.  Unless otherwise agreed, notice of each meetingiroong the venue, time and date
together with an agenda of items to be discusdel| Ise forwarded to each member of
the Committee, any other person required to atéemtlall other non-executive directors,
no later than 3 working days before the date ofrtleeting. Supporting papers shall be
sent to Committee members and to other attendesgspaspriate, at the same time.

6. Minutes of Meetings

6.1. The Secretary shall minute the proceedings andlutamos of all meetings of the
Committee, including recording the names of thagsgnt and in attendance.

6.2. The Secretary shall ascertain, at the beginningaah meeting, the existence of any
conflicts of interest and minute them accordingly.

6.3. Minutes of Committee meetings shall be circulatedmptly to all members of the
Committee and, once agreed, to all members of thead unless a conflict of interest
exists.

7. Annual General Meeting

7.1. The Chairman of the Committee shall attend the Ahriseneral Meeting prepared to
respond to any shareholder questions on the Cogwtstactivities.

8. Duties

The Committee should carry out the duties below tloe parent company, major subsidiary
undertakings and the group as a whole, as apptepria

8.1.  Financial Reporting

8.1.1. The Committee shall monitor the integrity of theafncial statements of the company,
including its annual and interim reports, interimmagement statements, preliminary
results’ announcements and any other formal anr@uant relating to its financial
performance, reviewing significant financial remuagt issues and judgements which
they contain. The Committee shall also review samymfinancial statements,
significant financial returns to regulators and dimancial information contained in
certain other documents, such as announcementgrafeasensitive nature.

8.1.2. The Committee shall review and challenge where sszug:

8.1.2.1 the consistency of, and any changes to, accoupbitigies both on a year
on year basis and across the company/group;

8.1.2.2 the methods used to account for significant or uabisansactions where
different approaches are possible;

8.1.2.3 whether the company has followed appropriate adougiistandards and
made appropriate estimates and judgements, takiog@ccount the views
of the external auditor;

8.1.2.4  the clarity of disclosure in the company’s finahceports and the context
in which statements are made; and
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8.2.

8.1.2.5 all material information presented with the finamcstatements, such as
the operating and financial review and the corgorgiovernance
statement (insofar as it relates to the audit atdmanagement).

Internal Controls and Risk Management Systems

The Committee shall:

8.2.1.

8.2.2.

keep under review the effectiveness of the commamyternal controls and risk
management systems, including receiving a repon fthe auditors on the adequacy
of the Company’s accounting, financial and opeationtrols, including security of
the Company’s data processing and computer systems;

review and approve the statements to be includetiénAnnual Report concerning
internal controls and risk management.

In relation to risk management, the Committee sthoalry out the duties below for the Group as
a whole, as appropriate.

8.3.

8.4.

To support the Board’'s role in overseeing an ent@pvide approach to risk

identification, management and mitigation in relatto those matters identified from the
Group Risk Register from time to time and allocatedt by the Board (which shall
include those matters set out in the appendixéasedhierms) (the “Relevant Risks”). This
includes:-

8.3.1.

8.3.2.

8.3.3.

8.3.4.

8.3.5.

8.3.6.

8.3.7.

recommending a risk management policy to the Baoardelation to the Relevant
Risks for approval, including assisting the Risle@®ight Committee and the Board in
reviewing and maintaining the Group’s Risk Registad Group Risk Manual and
reporting to the Board on the Relevant Risks fronetto time;

providing understanding and assurance of the Gsoopkerall appetite for risk in
relation to the Relevant Risks;

providing advice to the Remuneration Committee dignement of management
remuneration with the Group’s risk strategy to easappropriate remuneration
incentives;

promoting the tone and culture of effective risk nagement in relation to the

Relevant Risks across the Group and ensuringhkatulture encourages Directors to
question, challenge and test managers and advissgoard on appropriate training
for Directors in regard to the Relevant Risks;

raising awareness and prioritisation of current angerging risks relating to the
relevant Risks faced by the Group;

ensuring that the Group has in place effectiveesgstfor managing and mitigating the
Relevant Risks which, where relevant, incorporaeggomance management systems;

identifying executive management’s responsibildy the managing and reporting of
risk matters in relation to the Relevant Risks.

To have responsibility for risk management polieyd gprocesses that are adopted at

Company, Business Unit and Group Centre to enbatehey:-
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8.5.

8.6.

8.7.

8.8.

8.9.

8.4.1.

8.4.2.

8.4.3.

help management and the Board in making bettere msk-informed operational and
strategic decisions in relation to the Relevankgis

identify, assess and manage the organisation’s miggtificant enterprise-wide
exposures in relation to the Relevant Risks;

provide input into the Group Internal Audit Plamsaring it is aligned with the
Group’s perceived prioritised risks in relationthe Relevant Risks.

To ensure that the appropriate personnel are btooghthe Board’s discussions on risk

management in relation to the Relevant Ridk&hin this, the need to ensure there is
clear ownership of risk, at each level of the orgaiion.

Whistleblowing

The Committee shall:

8.6.1.

8.6.2.

review the company’s arrangements for its employeeaise concerns, in confidence,
about possible wrongdoing in financial reportingather matters. The Committee
shall ensure that these arrangements allow propate and independent investigation
of such matters and appropriate follow up actiort} a

review the company’s procedures for detecting fraud

Internal Audit

The Committee shall:

8.7.1.

8.7.2.

8.7.3.

8.7.4.

8.7.5.

8.7.6.

monitor and review the effectiveness of the compainternal audit function in the
context of the company’s overall risk managemestesy;

approve the appointment and removal of the hedldeointernal audit function;
consider and approve the remit of the internal tafigihiction and ensure it has
adequate resources and appropriate access to atformto enable it to perform its
function effectively and in accordance with theexent professional standards. The
Committee shall also ensure the function has adegsimnding and is free from
management or other restrictions;

review and assess the annual internal audit plan;

review promptly all reports on the company fronemial auditor;

review and monitor management's responsiveness he findings and
recommendations of the internal auditor; and

meet the head of internal audit at least once g ygtnout management being present, to

discuss their remit and any issues arising fromrternal audits carried out. In addition,
the head of internal audit shall be given the righdlirect access to the Chairman of the
Board and to the Committee.

External Audit
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The Committee shall:

8.9.1. consider and make recommendations to the Boardyetgut to shareholders for

approval at the AGM, in relation to the appointmertappointment and removal of
the company’s external auditor. The Committeelshadrsee the selection process for
new auditors and if an auditor resigns the Commitball investigate the issues
leading to this and decide whether any actiongsired;

8.9.2. oversee the relationship with the external auditoluding (but not limited to):

8.9.2.1. approval of their remuneration, whether fees fatitaor non audit services and

that the level of fees is appropriate to enabladgequate audit to be conducted,;

8.9.2.2. approval of their terms of engagement, including angagement letter issued

at the start of each audit and the scope of thi¢;aud

8.9.2.3. assessing annually their independence and objgcttaking into account

relevant UK professional and regulatory requireraeatd the relationship with
the auditor as a whole, including the provisiorany non audit services;

8.9.2.4. satisfying itself that there are no relationshipach as family, employment,

investment, financial or business) between thetaudind the company (other
than in the ordinary course of business);

8.9.2.5. considering, on a case by case basis, the empldyohérmer employees of the

company’s auditor and approving such appointmehisrg/appropriate;

8.9.2.6. monitoring the auditor's compliance with relevarthieal and professional

guidance on the rotation of audit partners, thellef fees paid by the company
compared to the overall fee income of the firmjoaffand partner and other
related requirements; and

8.9.2.7. assessing annually their qualifications, expertemad resources and the

effectiveness of the audit process which shalludela report from the external
auditor on their own internal quality procedures;

8.9.2.8. seeking to ensure co-ordination with the activibéghe internal audit function;

8.9.2.9. considering the risk of withdrawal of the companpi®sent auditor from the

8.9.3.

8.9.4.

8.9.5.

8.9.6.

market;

meet regularly with the external auditor, includimgce at the planning stage before
the audit and once after the audit at the repodtage. The Committee shall meet the
external auditor at least once a year, without gament being present, to discuss
their remit and any issues arising from the audit;

review and approve the annual audit plan and eribatet is consistent with the scope
of the audit engagement;

review and approve drafts of letters of represanrtatio the auditors before they are
signed by management;

review the findings of the audit with the exteraatitor. This shall include but not be
limited to, the following;
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8.9.6.1.a discussion of any major issues which arose duhegudit,
8.9.6.2.any accounting and audit judgements, and

8.9.6.3.levels of errors identified during the audit.

The Committee shall also review the effectivendsbeaudit.

8.9.7. review the management letter and management’s mespt the auditor’s findings
and recommendations; and

8.9.8. develop and implement a policy on the supply of aadit services by the external
auditor, taking into account any relevant ethiagtlgnce on the matter.

8.10. Reporting Responsibilities

8.10.1. The Committee Chairman shall report formally to Baard on its proceedings after
each meeting on all matters within its duties asponsibilities.

8.10.2. The Committee shall make whatever recommendationghé Board it deems
appropriate on any area within its remit whereaactir improvement is needed.

8.10.3. The Committee shall compile a report to sharehslderits activities to be included in
the company’s Annual Report.

8.11. Other Matters
The Committee shall:

8.11.1.have access to sufficient resources in order ty @ar its duties, including access to
the company secretariat for assistance as required;

8.11.2.be provided with appropriate and timely trainingttbin the form of an induction
programme for new members and on an ongoing basalfmembers;

8.11.3.give due consideration to laws and regulations ptteeisions of the Combined Code
and the requirements of the UK Listing Authorityisting, Prospectus and Disclosure
and Transparency Rules as appropriate;

8.11.4.be responsible for co-ordination of the internal awternal auditors;

8.11.5.oversee any investigation of activities which aihin its terms of reference and act
as a court of the last resort; and

8.11.6.at least once a year, review its own performanaestitution and terms of reference to

ensure it is operating at maximum effectiveness m@bmmend any changes it
considers necessary to the Board for approval.

9. Authority

The Committee is authorised:

9.1. to seek any information it requires from any empkyf the company in order to
perform its duties;
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9.2. to obtain, at the company’s expense, outside legaither professional advice on any
matter within its terms of reference; and

9.3. to call any employee to be questioned at a meatinthe Committee as and when
required.

Adopted 24 August 2011
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APPENDIX — RELEVANT RISKS

Risk Oversight Structure & Organisation

| PLC Board | | Audit Committee | | Risk Oversight Committee
Political Funding / Capital (Controls) Health & Safety
Take-over Financial controls Environment
Funding / Capital Acquisitions (Evaluation / controls) Major physical /
o . operational incident
Acquisitions Information .
Raw materials
Pensions (funding) Pensions (VValuation / reporting)

Product failure

Investor Relations Treasury
New product
development

Competition
Customer
Human Resource

Regulatory/Compliance

X X x

Defence Committee Treasury Committee EMT

Internal Audit ” Internal Audit

Group Finance

T T

Self certification / assessment | | Self certification / assessment




