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Item 8.01. Other Events

This Current Report on Form 8-K updates 3M’s Anrleeport on Form 10-K for the year ended DecembeP316
(“3M’s 2016 Annual Report”) to reflect the followgn

Effective in the first quarter of 2017, as parBM’s continuing effort to improve the alignmentitsf businesses around
markets and customers the Company made the folipahianges:

Integration of former Renewable Energy Division
« 3M'’s former Renewable Energy Division (RED) hasrbagegrated into existing divisions within the
Electronics and Energy business segment and Safietgraphics business segment. 3M is committed to
leadership in sustainability and to enabling theasdtement of energy solutions into the future.draéng
RED'’s offerings into larger divisions already sexyithese segments will provide increased scaléaitd on
strength by leveraging 3M'’s existing brands, gavtarket capabilities, and relationships to suppoivh
objectives.

Creation of Automotive and Aerospace Solutions Bioin

» 3M created the Automotive and Aerospace Solutiongs@n, which combines the former Automotive
Division and Aerospace and Commercial Transpontaivision, which were both within the Industrial
business segment. Combining the strengths alorgthdt deep industry knowledge of each business will
enable this new division to utilize shared techgglplatforms and processes to deliver a broadesfset
innovative solutions, along with world-class quakind service to 3M’s customers. This combinatidhhelp
accelerate the Company’s profitable growth and etanddevance across the automotive, aerospace and
commercial transportation industries.

Consolidation of U.S. customer account activitympacting dual credit reporting

* The Company consolidated its customer accountigctivthe U.S. into more centralized sales dis#id his
improved alignment reduces the complexity for costs when interacting with multiple businesses iwith
3M, creating a better customer experience. 3M ssisegment reporting measures include dual ¢eedit
business segments for certain U.S. sales and dedgterating income. This dual credit is based oithvh
business segment provides customer account actitityrespect to a particular product sold in th& Urhe
alignment of U.S. customer accounts to fewer, niocased sales districts changed the attributiothuad credit
across 3M’s business segments.

The financial information presented herein refléabtsimpact of the preceding changes involving hess segments and
dual credit reporting, as well as the adoption 81ANo. 2016-15Classification of Certain Cash Receipts and
Paymentsand ASU No. 2016-1&estricted CaslBince the effects of these ASU’s were immaterialt@eriods
presented, no impact was reflected in the Compasgrsolidated results of operations and finan@aldition

presented.

The preceding information is filed hereunder asiBixl99 which is incorporated herein by reference.

Item 9.01 of this Current Report on Form 8-K update= information contained in 3M’s 2016 Annual Beiio reflect
the changes described above, which were effectiviaglthe first quarter of 2017. Updates providedhis Form 8-K
are contained in Part 1, Item 1, “Business” and Paitem 8, “Financial Statements and Supplemgniata”
(specifically Note 1Significant Accounting Policie®ote 3,Goodwill and Intangible Assetsnd Note 16Business
Segmenis 3M also updated Part II, Item 7, “Managementisddssion and Analysis of Financial Condition areb#lts
of Operations”, to reflect the impact of the busimeegment and dual credit reporting changes.riton for all
periods presented herein reflects the impact afetliisiness segment and dual credit reporting elsang

By virtue of this Current Report, the Company Wil able to incorporate the updated informationdfgrence into
future registration statements or post-effectiveadments to existing registration statements. Thisent Report does
not update for other changes since the filing ef2816 Annual Report (e.g. new developments in ciomamts and



contingencies). For significant developments stheefiling of the 2016 Annual Report, refer to sedpsent 2017
Quarterly Reports on Form 10-Q.

Forward-Looking Statements

This Current Report contains forward-looking infation about 3M'’s financial results and estimates lansiness
prospects that involve substantial risks and uaa#iées. A further description of these factorksated in this Current
Report under “Cautionary Note Concerning FactoratTWay Affect Future Results” and “Risk Factors™Exhibit 99,
Part I, Items 1 and 1A.

Item 9.01. Financial Statements and Exhibits

Exhibit Number Description

12 Calculation of Ratio of Earnings to Fixed Charges

23 Consent of Independent Registered Public Accouriing

99 Updates, where applicable, to 3M’s 2016 Annual Repo Form 10-K include:

Part I, Item 1, Business

Part I, Item 1A, Risk Factors

Part I, Item 1B, Unresolved Staff Comments

Part I, Item 2, Properties

Part I, Item 3, Legal Proceedings

Part I, Item 4, Mine Safety Disclosures

Part I, Item 5, Market for Registrant’'s Commoquity, Related Stockholder Matters and Issuer
Purchases of Equity Securities

Part Il, Item 6, Selected Financial Data

Part Il, Item 7, Management’s Discussion and #sial of Financial Condition and Results of
Operations

Part Il, Item 7A, Quantitative and Qualitativesbliosures About Market Risk

Part Il, Item 8, Financial Statements and Suppleary Data

Part IV, Item 16, Form 10-K Summary (updated lug Current Report on Form 8-K)

101 The following financial information from 3M CompaisyCurrent Report on Form 8-K for the year
ended December 31, 2016, filed with the SEC on Ma&017, formatted in Extensible Business
Reporting Language (XBRL): (i) the Consolidatedt&taent of Income for the years ended December
31, 2016, 2015 and 2014, (ii) the Consolidatede®tant of Comprehensive Income for the years e
December 31, 2016, 2015 and 2014, (iii) the Codatid Balance Sheet as of December 31, 2016 and
2015, (iv) the Consolidated Statement of Changé&xuity for the years ended December 31, 2016,
2015 and 2014, (v) the Consolidated Statement sh®ows for the years ended December 31, 2016,
2015 and 2014, and (vi) Notes to Consolidated FiizdiStatements.



SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causedéjport to be
signed on its behalf by the undersigned thereualp authorized.

3M COMPANY

By: /s/ Nicholas C. Gangestad

Nicholas C. Gangestad,
Senior Vice President and Chief Financial Officer

Dated: May 4, 2017



EXHIBIT 12

3M COMPANY AND SUBSIDIARIES
CALCULATION OF RATIO OF EARNINGS TO FIXED CHARGES

(Millions)

Year Year Year Year Year

2016 2015 2014 2013 2012
EARNINGS
Income before income taxes $ 7,053 $ 6,823 $ 7,026 $ 6,562 $ 6,351
Add:
Interest expense (including amortization of
capitalized interest) 219 171 164 166 191
Portion of rent under operating leases
representative of the interest component 100 101 104 103 92
Less:
Equity in undistributed income of 20-50%
owned companies 9 5 (1) (1) 3
TOTAL EARNINGS AVAILABLE FOR
FIXED CHARGES $ 7,363 $ 7,090 $ 7,295 $ 6,832 $ 6,631
FIXED CHARGES
Interest on debt (including capitalized inter: 208 162 159 166 194
Portion of rent under operating leases
representative of the interest component 100 101 104 103 92
TOTAL FIXED CHARGES $ 308 $ 263 $ 263 $ 269 $ 286
RATIO OF EARNINGS TO FIXED
CHARGES 23.9 27.0 27.7 25.4 23.2



EXHIBIT 23

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

We hereby consent to the incorporation by referémtlee Registration Statements on Form S-8 (Redish Nos. 333-
30689, 333-30691, 333-44760, 333-73192, 333-101323:109282, 333-128251, 333-130150, 333-15103%, 33
156626, 333-156627, 333-166908, 333-174562, 332d81333-181270, and 333-211431) and Form S-3 @Ragjon
Nos. 333-216219, 33-48089, 333-42660, and 333-100@f13M Company of our report dated February 9, 2@&xcept
with respect to our opinion on the consolidatedificial statements insofar as it relates to theghamthe manner in
which the Company presents and classifies certsh ceceipts, payments and restricted cash irtdbensent of cash
flows discussed in Note 1 and in the compositiorepbrtable segments discussed in Notes 3 ands16,vahich the
date is May 4, 2017, relating to the financialesta¢nts and the effectiveness of internal contrel éimancial reporting,
which appears in this Current Report on Form 8-K.

/sl PricewaterhouseCoopers LLP
PricewaterhouseCoopers LLP
Minneapolis, Minnesota

May 4, 2017



EXHIBIT 99
3M COMPANY
ANNUAL REPORT ON FORM 10-K
UPDATED BY THIS CURRENT REPORT ON FORM 8-K
For the Year Ended December 31, 2016

Pursuant to Part IV, Item 16, a summary of thisr&utrReport on Form 8-K follows, including hypeKed cross-
references (in the EDGAR filing). This allows ustr®asily locate the corresponding items in thisré€nt Report,
where the disclosure is fully presented. The surgrdaes not include certain Part Il informationttigincorporated by
reference from the proxy statement.

Beginning
Page
PART |
ITEM 1 Business 9
ITEM 1A Risk Factors 15
ITEM 1B Unresolved Staff Comments 18
ITEM 2 Properties 18
ITEM 3 Legal Proceedings 18
ITEM 4 Mine Safety Disclosures 18
PART I
ITEM 5 Market for Registrant’s Common Equity, Rel Stockholder Matters and Issuer
Purchases of Equity Securities 19
ITEM 6 Selected Financial Data 21
ITEM 7 Management’s Discussion and Analysis ofdficial Condition and Results of
Operations 22
MD&A is designed to provide a reader of 3M’s finaalstatements with a narrative
from the perspective of management. 3M’s MD&A isgented in eight sections:
Overview 22
Results of Operations 29
Performance by Business Segment 33
Performance by Geographic Area 42
Critical Accounting Estimates 43
New Accounting Pronounceme 47
Financial Condition and Liquidity 47
Financial Instruments 5€
ITEM 7A Quantitative and Qualitative Disclosurebdut Market Risk 56
ITEM 8 Financial Statements and Supplementary Data 5¢
Index to Financial Statements 5¢
Management’s Responsibility for Financial Repagti 5¢
Management’s Report on Internal Control Over Raial Reporting 5¢
Report of Independent Registered Public Accognfiimm 6C
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ITEM9

ITEM 9A
ITEM 9B

PART IV
ITEM 16

Financial Statements and Supplementary Dagatinued)

Consolidated Statement of Income for the yeadeémecember 31, 2016, 2015 and
2014

Consolidated Statement of Comprehensive Incomthéyears ended December 31,
2016, 2015 and 2014

Consolidated Balance Sheet at December 31, 264 @15

Consolidated Statement of Changes in EquityHeryiears ended December 31, 2016,
2015 and 2014

Consolidated Statement of Cash Flows for the yeaded December 31, 2016, 2015
2014

Notes to Consolidated Financial Statem

Note 1. Significant Accounting Polici

Note 2. Acquisitions and Divestitul

Note 3. Goodwill and Intangible Ass

Note 4. Restructuring Actio

Note 5. Supplemental Balance Sheet Inform:

Note 6. Supplemental Equity and Comprehensive Irciformatior
Note 7. Supplemental Cash Flow Informa
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Note 12. Derivative
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Note 18.Quarterly Data (Unaudited)
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3M COMPANY
ANNUAL REPORT ON FORM 10-K
UPDATED BY THIS CURRENT REPORT ON FORM 8-K
For the Year Ended December 31, 2016
PART |

Item 1. Business.

Note: The information contained in this item hasfepdated for 3M’s business segment changes, \ahéctiiscussed
further in Note 16 to the Consolidated Financiat®ments. This item has not been updated for athenges since the
filing of the 2016 Annual Report. Item 1 containgference to Commitments and Contingencies (N@tewtich has
not been updated for new developments. For sigmifidevelopments since the filing of the 2016 AhRegport, refer to
subsequent 2017 Quarterly Reports on Form 10-Q.

3M Company was incorporated in 1929 under the lafiike State of Delaware to continue operationsibég 1902.
The Company'’s ticker symbol is MMM. As used her¢ire term “3M” or “Company” includes 3M Company aitsl
subsidiaries unless the context indicates otherwisthis document, for any references to Notertaugh Note 18, refer
to the Notes to Consolidated Financial Statemenkgin 8.

Available Information

The SEC maintains a website that contains reportsy and information statements, and other infdimmaregarding
issuers, including the Company, that file electcaity with the SEC. The public can obtain any doeunts that the
Company files with the SEC at http://www.sec.gokieTCompany files annual reports, quarterly repprisxy
statements and other documents with the Secusitid€Exchange Commission (SEC) under the SecuBbtebange Act
of 1934 (Exchange Act). The public may read andycopy materials that the Company files with the SE@e SEC'’s
Public Reference Room at 100 F Street, N.E., Washin D.C. 20549. The public may obtain informat@amnthe
operation of the Public Reference Room by callmg$EC at 1-800-SEC-0330.

3M also makes available free of charge througiwébsite (http://investors.3M.com) the Company’s AalnReport on
Form 10-K, Quarterly Reports on Form 10-Q, CuriReports on Form 8-K, and, if applicable, amendmemthose
reports filed or furnished pursuant to the Exchafigeas soon as reasonably practicable after threpaoy
electronically files such material with, or furneshit to, the SEC.

General

3M is a diversified technology company with a glopi@esence in the following businesses: Indust&affety and
Graphics; Health Care; Electronics and Energy;@oadsumer. 3M is among the leading manufacturepsarfucts for
many of the markets it serves. Most 3M productsliver expertise in product development, manufactuand
marketing, and are subject to competition from piisl manufactured and sold by other technologicaignted
companies.

At December 31, 2016, the Company employed 91,884le (full-time equivalents), with 35,748 employedhe
United States and 55,836 employed internationally.

Business Segments

As described in Notes 3 and 16, effective in th&t fijuarter of 2017, the Company changed its basisegment
reporting in its continuing effort to improve thikgament of its businesses around markets and mest Business
segment information presented herein reflectsripact of these changes for all periods presented.

3M manages its operations in five business segmimsstrial; Safety and Graphics; Health CarecEtmics and
Energy; and Consumer. 3M’s five business segmairg bogether common or related 3M technologiebaeging the
development of innovative products and servicespodiding for efficient sharing of business resmg. Financial



information and other disclosures relating to 3ksiness segments and operations in major geograpdas are
provided in the Notes to Consolidated FinanciateSteents.

Industrial BusinessThe Industrial segment serves a broad range dfetgrsuch as automotive original equipment
manufacturer (OEM) and automotive aftermarket (doatdy shops and retail), electronics, appliancpepand printing,
packaging, food and beverage, and constructiomusiniél products include tapes, a wide varietyasdted, non-woven
and bonded abrasives, adhesives, advanced ceraeadants, specialty materials, separation andigation products,
closure systems for personal hygiene products,sticosystems products, and components and prothattare used in
the manufacture, repair and maintenance of autematiarine, aircraft and specialty vehicles. 3MI& a leading
global supplier of precision grinding technologyeg customers in the area of hard-to-grind piiegigpplications in
industrial, automotive, aircraft and cutting to@#/ develops and produces advanced technical cesdion demanding
applications in the automotive, oil and gas, sotatustrial, electronics and defense industrie®ugust 2015, 3M
acquired assets and liabilities associated witlygtwk International, Inc.’s Separations Media beisin a leading
provider of microporous membranes and modulesiltoation in the life sciences, industrial and sipéty segments. In
the first quarter of 2016, 3M sold the assetsopiessurized polyurethane foam adhesives busiaedsn October
2016 sold the assets of its adhesive-backed temppratective films business (both discussed furthéNote 2).

Major industrial products include vinyl, polyestésil and specialty industrial tapes and adhesigesitch® Masking
Tape, Scotch® Filament Tape and Scotch® Packagapg Tpackaging equipment; 3M™ VHB™ Bonding Tapes;
conductive, low surface energy, sealants, hot raptay and structural adhesives; reclosable fastepladel materials
for durable goods; coated, nonwoven and microsairadtsurface finishing and grinding abrasives lerindustrial
market; a comprehensive line of filtration producisthe separation, clarification and purificatiofifluids and gases;
and fluoroelastomers for seals, tubes and gasketsgines.

Major industrial products used in the transportatizdustry include insulation components, includifgnsulate™
Acoustic Insulation and components for cabin noéskiction and catalytic converters; functional dedorative
graphics; abrasion-resistant films; adhesivesasesi masking tapes; fasteners and tapes for attpohmeplates, trim,
moldings, interior panels and carpeting; coatedwaven and microstructured finishing and grindibgasives;
structural adhesives; and other specialty mateflialaddition, 3M provides paint finishing and dita products,
including a complete system of cleaners, dressppgjsshes, waxes and other products.

Safety and Graphics Busine3$he Safety and Graphics segment serves a broad cdmgarkets that increase the
safety, security and productivity of people, fa@h and systems. Major product offerings includespnal protection
products, such as respiratory, hearing, eye ahg@ratection equipment; traffic safety and secupitgducts, including
border and civil security solutions; commercialuimns, including commercial graphics sheeting sygtems,
architectural design solutions for surfaces, windiims, and cleaning and protection products famagercial
establishments; and roofing granules for asphatigébs. In August 2015, 3M acquired Capital Safetpup S.A.R.L., a
leading global provider of fall protection equiprhen

This segment’s products include personal protegiimaucts, such as certain disposable and reussdpé@ators, fall
protection equipment, personal protective equiptrteedd and face protection, body protection, hggsiotection and
protective eyewear, plus reflective materials #ratwidely used on apparel, footwear and access@mancing
visibility in low-light situations.

In traffic safety and security, 3M provides refigetsheeting used on highway signs, vehicle licqrates, construction
work-zone devices, trucks and other vehicles, dsul @rovides pavement marking systems, in additioglectronic
surveillance products, and films that protect agladounterfeiting. Traffic safety and security gigsovides finger, palm,
face and iris biometric systems for governments,daforcement agencies, and commercial enterpiis@sidition to
remote people-monitoring technologies used forrafér-monitoring applications. In December 2015, 8Nt Faab
Fabricauto, a French manufacturer of license platelssignage solutions, and in the first quarté2Qif6 completed the
sale of its library systems business (both disaifis¢her in Note 2).
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Major commercial graphics products include filnmks, and related products used to produce grafdiicsehicles,
signs and interior surfaces. Other segment produchsde spill-control sorbents; nonwoven abrashagerials for floor
maintenance and commercial cleaning; floor mattang} natural and color-coated mineral granulesa$phalt shingles.

Health Care BusinesShe Health Care segment serves markets that iachedlical clinics and hospitals,
pharmaceuticals, dental and orthodontic practitignieealth information systems, and food manufauoguaind testing.
Products and services provided to these and othgtats include medical and surgical supplies, Bkialth and
infection prevention products, inhalation and tdmrsnal drug delivery systems, oral care solutialental and
orthodontic products), health information systearg] food safety products. In April 2014, 3M purckchall of the
outstanding equity interests of Treo Solutions Lb€adquartered in Troy, New York. Treo SolutiongCLis a provider
of data analytics and business intelligence totheate payers and providers. In March 2015, 3M meduvera
Medical Corp., a manufacturer of health care prtsithat disinfect and protect devices used for s£o#0 a patient’s
bloodstream.

In the medical and surgical areas, 3M is a supplfienedical tapes, dressings, wound closure pradocthopedic
casting materials, electrodes and stethoscopésfeiction prevention, 3M markets a variety of soedidrapes, masks
and preps, as well as sterilization assurance swripand patient warming solutions designed togareliypothermia
in surgical settings. Other products include drativéry systems, such as metered-dose inhalersdeamal skin
patches and related components. Oral care solutichgle restoratives, adhesives, finishing andspolg products,
crowns, impression materials, preventive sealgmtdessional tooth whiteners, prophylaxis and aftimgic appliances,
as well as digital workflow solutions to transfotraditional impression and analog processes. litthadormation
systems, 3M develops and markets computer softisateospital coding and data classification, anavjates related
consulting services. 3M provides food safety prasititat make it faster and easier for food proasssotest the
microbiological quality of food.

Electronics and Energy Businesghe Electronics and Energy segment serves cussometectronics and energy
markets, including solutions that improve the deladmility, cost-effectiveness, and performance et&bnic devices;
electrical products, including infrastructure puiten; telecommunications networks, and power getiean and
distribution.

This segment’s electronics solutions include ttepldiy materials and systems business, which preyithes that serve
numerous market segments of the electronic disgplystry. 3M provides distinct products for five rkat segments,
including products for: 1) LCD computer monitorslZ)D televisions 3) handheld devices such as @llphones and
tablets 4) notebook PCs and 5) automotive displElyis segment also provides desktop and notebowlpuater screen
filters that address display light control, privaand glare reduction needs. Major electronics petsdalso include
packaging and interconnection devices; high peréoree fluids and abrasives used in the manufacfuwenputer
chips, and for cooling electronics and lubricatimgnputer hard disk drives; and high-temperaturecisilay tapes.
Flexible circuits use electronic packaging andrtuenection technology, providing more connectimnigss space, and
are used in ink-jet printer cartridges, cell phoaerd electronic devices. This segment also incltoigsh systems
products, including touch screens, touch monitams, touch sensor components. In December 2016 oBMle assets
of its cathode battery technology out-licensingibess (discussed further in Note 2).

This segment’s energy solutions include electficablucts, including infrastructure protection, teleymunications, and
renewable energy. This segment serves the worleictrizal and telecommunications markets, includitegtrical
utilities, electrical construction, maintenance aepair, original equipment manufacturers (OEMgdemmunications
central office, outside plant and enterprise, a6 agaerospace, military, automotive and medicalkats, with
products that enable the efficient transmissioalettrical power and speed the delivery of infoiioratProducts in this
segment include pressure sensitive tapes and resétsrical insulation, a wide array of fiber-apéind copper-based
telecommunications systems for rapid deploymefiixefi and wireless networks, as well as the 3M™nailuum
Conductor Composite Reinforced (ACCR) electricakpocable that increases transmission capacitgxisting power
lines. This segment also includes renewable enavgyponent solutions for the solar and wind powdustries, as well
as infrastructure products solutions that providmicipalities both protection and detection solngidor electrical, oil,
natural gas, water, rebar and other infrastruciseets.
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Consumer Busines$he Consumer segment serves markets that inclutiower retail, office retail, office business to
business, home improvement, drug and pharmacy, retai other markets. Products in this segmentidebffice

supply products, stationery products, home impramproducts (do-it-yourself), home care prodygtstective
material products, certain consumer retail perseatdty products, and consumer health care praducts

Major consumer products include Scotch® brand petsjisuch as Scotch® Magic™ Tape, Scotch® Glu aiicl
Scotch® Cushioned Mailer; Post-it® Products, sucPast-it® Flags, Post-it® Note Pads, Post-it® Lialges: Cover-
up Tape, and Post-it® Pop-up Notes and DispenBersg improvement products, including surface-pragiam and
wood-finishing materials, Command™ Adhesive Proslaetd Filtrete™ Filters for furnaces and air caondirs; home
care products, including Scotch-Brite® Scour P&istch-Brite® Scrub Sponges, Scotch-Brite® MicrefikCloth
products, O-Cel-O™ Sponges; protective materiatipets, such as Scotchgard™ Fabric Protectors;icerta
maintenance-free respirators; certain consumeit petesonal safety products, including safety giashiearing
protectors, and 3M Thinsulate™ Insulation, whichised in jackets, pants, gloves, hats and bodtsép people warm;
Nexcare™ Adhesive Bandages; and ACE® branded (@ated brands) elastic bandage, supports and tiheeteo
product lines.

Distribution

3M products are sold through numerous distributibannels, including directly to users and througmerous
wholesalers, retailers, jobbers, distributors agalels in a wide variety of trades in many coustasound the world.
Management believes the confidence of wholesaletailers, jobbers, distributors and dealers in&id its products —
a confidence developed through long associatioh skilled marketing and sales representatives —ebagibuted
significantly to 3M’s position in the marketplacedato its growth.

Research and Patents

Research and product development constitutes aorteng part of 3M'’s activities and has been a mdjorer of 3M’s
sales and profit growth. Research, developmentealated expenses totaled $1.735 billion in 20167&3 billion in
2015 and $1.770 billion in 2014. Research and @greént, covering basic scientific research andai@ication of
scientific advances in the development of new amgroved products and their uses, totaled $1.2261ih 2016,
$1.223 billion in 2015 and $1.193 billion in 20Rkelated expenses primarily include technical suipternally
developed patent costs, which include costs arslifeirred to prepare, file, secure and maintatarga; amortization
of externally acquired patents and externally agglin-process research and development; and lgsisss associated
with certain corporate approved investments in R&Ixted ventures, such as equity method effectsrapdirments.

The Company’s products are sold around the wortttumarious trademarks. The Company also ownsploish
licenses to use, numerous U.S. and foreign pat€hesCompany’s research and development activieéeerate a
steady stream of inventions that are covered bypeents. Patents applicable to specific produdtne for varying
periods according to the date of patent applicdilomg or patent grant and the legal term of p&ten the various
countries where patent protection is obtained. adteal protection afforded by a patent, which cary\¥rom country to
country, depends upon the type of patent, the sobjie coverage and the availability of legal reies in the country.

The Company believes that its patents provide goitant competitive advantage in many of its busses. In general,
no single patent or group of related patents itsilf essential to the Company as a whole or toadithe Company’s
business segments. The importance of patents iBl&wtronics and Energy segment is described inféPeance by
Business Segment” — “Electronics and Energy BusihesPart Il, Item 7, of this Current Report onrfo8-K.

Raw Materials

In 2016, the Company experienced declining costenfost raw material categories and transportatieh flue largely
to price decreases in crude oil and the derivathemical feedstock markets. This in turn drove y@rayear cost
decreases in many feedstock categories, includtr@leum based materials, minerals, metals and watglbased
products. To date, the Company is receiving sfitquantities of all raw materials to meet itssteeably foreseeable
production requirements. It is impossible to preéiiture shortages of raw materials or the impagtsuch shortages
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would have. 3M has avoided disruption to its maatufidng operations through careful management istieng raw
material inventories and development and qualificadf additional supply sources. 3M manages spategory price
risks through negotiated supply contracts, pricdqmtion agreements and commodity price swaps.

Environmental Law Compliance

3M’s manufacturing operations are affected by matipstate and local environmental laws arounditbed. 3M has
made, and plans to continue making, necessary ditpess for compliance with applicable laws. 3Maiso involved in
remediation actions relating to environmental nratfeom past operations at certain sites (reféEtvironmental
Matters and Litigation” in Note 14, Commitments dbantingencies).

Environmental expenditures relating to existingdibans caused by past operations that do not itwté to current or
future revenues are expensed. Reserves for liabifibr anticipated remediation costs are recoadedn undiscounted
basis when they are probable and reasonably edéngdmerally no later than the completion of fedisy studies, the
Company’s commitment to a plan of action, or apptdoy regulatory agencies. Environmental expenegdor capital
projects that contribute to current or future ofieres generally are capitalized and depreciated thedr estimated
useful lives.

In 2016, 3M expended about $28 million for capjtadjects related to protecting the environmentsTmount excludes
expenditures for remediation actions relating tisteng matters caused by past operations that toamribute to
current or future revenues, which are expensedit@axpenditures for environmental purposes haetuded pollution
control devices — such as wastewater treatment ptgsrovements, scrubbers, containment structsasent

recovery units and thermal oxidizers — at new axistieg facilities constructed or upgraded in tloemal course of
business. Consistent with the Company’s emphaseneimonmental responsibility, capital expenditufether than for
remediation projects) for known projects are prédgaxpected to be about $70 million over the ned years for new
or expanded programs to build facilities or modifgnufacturing processes to minimize waste and eduogssions.

While the Company cannot predict with certainty fileire costs of such cleanup activities, capikplemditures or
operating costs for environmental compliance, tben@any does not believe they will have a mateffalceon its
capital expenditures, earnings or competitive pmsit

Executive Officers

Following is a list of the executive officers of 3lind their age, present position, the year elacté¢ideir present
position and other positions they have held dutiregpast five years. No family relationships egistong any of the
executive officers named, nor is there any undsedloarrangement or understanding pursuant to vetmglperson was
selected as an officer. This information is preséiih the table below as of the date of the 10kKdi(February 9,
2017).

Year
Elected to
Present
Name Age Present Position Position Other Positions Held During 2012-2016
Inge G. Thulin 63 Chairman of the Board, President ¢ 2012 President and Chief Executive Officer, 2012
Chief Executive Officer Executive Vice President and Chief Operating
Officer, 2011-2012
James L. Bauman 57 Executive Vice President, Electron 2015 Senior Vice President, Business Transformation,
and Energy Business Group Americas, 2015
Senior Vice President, Asia Pacific, 2012-2014
Vice President and General Manager, Optical
Systems Division, 2008-2012
Julie L. Bushman 55) Senior Vice President, Business 2013 Executive Vice President, Safety and Graphics, 2012
Transformation and Informatior 2013
Technology Executive Vice President, Safety, Security and

Protection Services Business, 2011-2012
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Executive Officers (continued)

Year
Elected to
Present
Name Age Present Position Position Other Positions Held During 2012-2016
Joaquin Delgado 56 Executive Vice President, Consunm 2016 Executive Vice President, Health Care Business
Business Group Group, 2012-2016
Executive Vice President, Electro and
Communications Business, 2009-2012
Ivan K. Fong 55 Senior Vice President, Legal Affair 2012 General Counsel, U.S. Department of Homeland
and General Counsel Security, 2009-2012
Nicholas C. Gangest 52 Senior Vice President and Chief 2014 Vice President, Corporate Controller and Chief
Financial Officer Accounting Officer, 2011-2014
Paul A. Keel 47 Senior Vice President, Supply Che 2014 Managing Director, 3M United Kingdom-Ireland
Region, 2013-2014
Vice President and General Manager, Skin and
Wound Care Division, 2010-2013
Ashish K. Khandpur 49 Senior Vice President, Research ¢ 2014 Vice President and General Manager, Personal £
Development, and Chief Division, 2014
Technology Officer Vice President, Research and Development,
Industrial Business Group, 2013
Vice President, Research and Development,
Industrial and Transportation Business, 2012
Jon T. Lindekugel 52 Senior Vice President, Business 2015 Senior Vice President, Business Development, 2014-
Development and Marketing-Sal 2015
President, Health Information Systems Inc., 2008-
2014
Frank R. Little 56 Executive Vice President, Safety a 2013 Vice President and General Manad&rsonal Safe
Graphics Business Group Division, 2013
Vice President and General Manager, Occupational
Health and Environmental Safety Division, 2011-
2012
Marlene M. McGrath 54 Senior Vice President, Human 2012 Vice President, Human Resources, International
Resources Operations, 2010-2012
Kimberly F. Price 57 Senior Vice President, Corporate 2016 Vice President, 3Mgives, 2013-2015
Communications and Enterpris Vice President, Community Affairs, 2012-2013
Services Assistant General Counsel, Office of General
Counsel, 2000-2012
Michael F. Roman 57 Executive Vice President, Industrii 2014 Senior Vice President, Business Development, 2013-
Business Group 2014
Vice President and General Manager, Industrial
Adhesives and Tapes Division, 2011-2013
Hak Cheol Shin 59 Executive Vice President, 2011
International Operations
Michael G. Vale 50 Executive Vice President, Health C 2016 Executive Vice President, Consumer Business G

Business Group
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Cautionary Note Concerning Factors That May AffectFuture Results

This Current Report on Form 8-K, including “Managmtis Discussion and Analysis of Financial Conditand
Results of Operations” in Item 7, contains forwérdking statements within the meaning of the Pen&ecurities
Litigation Reform Act of 1995. The Company may atsake forward-looking statements in other repaksl fwith the
Securities and Exchange Commission, in materidigated to shareholders and in press releaseslditian, the
Company’s representatives may from time to time eratal forward-looking statements.

Forward-looking statements relate to future evantstypically address the Company’s expected futustness and
financial performance. Words such as “plan,” “exge@im,” “believe,” “project,” “target,” “anticipate,” “intend,”
“estimate,” “will,” “should,” “could,” “forecast” ad other words and terms of similar meaning, tyiprddentify such
forward-looking statements. In particular, thesgude, among others, statements relating to:

» the Company’s strategy for growth, future reveneeasnings, cash flow, uses of cash and other mesasdr
financial performance, and market position,

* worldwide economic, political, and capital marketsditions, such as interest rates, foreign cugrexchange
rates, financial conditions of our suppliers andtoemers, and natural and other disasters or cliot@age
affecting the operations of the Company or our §appand customers,

* new business opportunities, product developmeiot fature performance or results of current or apited
products,

» the scope, nature or impact of acquisition, stiatalljiance and divestiture activities,

« the outcome of contingencies, such as legal andatgy proceedings,

» future levels of indebtedness, common stock re@ges and capital spending,

« future availability of and access to credit markets

» pension and postretirement obligation assumptiodsfature contributions,

e asset impairments,

» tax liabilities,

» information technology security, and

» the effects of changes in tax, environmental ahérofws and regulations in the United States dhero
countries in which we operate.

The Company assumes no obligation to update oseeuiy forward-looking statements.

Forward-looking statements are based on certaimgssons and expectations of future events andigr¢imat are
subject to risks and uncertainties. Actual futwsults and trends may differ materially from histak results or those
reflected in any such forward-looking statementsetieling on a variety of factors. Important inforioatas to these
factors can be found in this document, includingpag others, “Management’s Discussion and Analy&isnancial
Condition and Results of Operations” under the hregedof “Overview,” “Financial Condition and Liquity” and
annually in “Critical Accounting Estimates.” Disaisn of these factors is incorporated by referdrma Part I, Item
1A, “Risk Factors,” of this document, and shouldcbasidered an integral part of Part Il, ltem 7 @hdgement’s
Discussion and Analysis of Financial Condition &ebkults of Operations.” For additional informatimmcerning
factors that may cause actual results to vary ni@dliiefrom those stated in the forward-looking staents, see our
reports on Form 10-K, 10-Q and 8-K filed with tHEGfrom time to time.

Note: Item 1A through Item 6 have not been upditedhanges since the filing of the 2016 Annuald®gguch as
updates to legal proceedings. For significant depeients since the filing of the 2016 Annual Repefér to
subsequent 2017 Quarterly Reports on Form 10-Q.

Item 1A. Risk Factors.

Provided below is a cautionary discussion of whatelieve to be the most important risk factordiapple to the

Company. Discussion of these factors is incorpdragereference into and considered an integralgfdeart 11, Iltem 7,
“Management’s Discussion and Analysis of Finan€iahditions and Results of Operations.”
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* Results are impacted by the effects of, and chay, worldwide economic, political, and capitednkets conditions.
The Company operates in more than 70 countrieslarides approximately 60 percent of its revenuesifoutside the
United States. The Company’s business is subjegibtzal competition and geopolitical risks and rbayadversely
affected by factors in the United States and othentries that are beyond its control, such asei@eonomic growth,
disruptions in financial markets, economic downguimthe form of either contained or widespreacessionary
conditions, inflation, elevated unemployment leyslaggish or uneven recovery, government defeiuction and
other austerity measures in specific countrieggions, or in the various industries in which tr@rpany operates;
social, political or labor conditions in specifiountries or regions; natural and other disasteddimate change
affecting the operations of the Company or its@ongrs and suppliers; or adverse changes in thiabiliy and cost of
capital, interest rates, tax rates, tax laws, eharge control, ability to expatriate earnings attar regulations in the
jurisdictions in which the Company operates.

* Change in the Company’s credit ratings could ease cost of fundinghe Company’s credit ratings are important to
3M'’s cost of capital. The major rating agenciegiraly evaluate the Company’s credit profile andigis debt ratings to
3M. This evaluation is based on a number of factetsch include financial strength, business andricial risk, as

well as transparency with rating agencies and timass of financial reporting. 3M currently has af-Aredit rating

with a stable outlook from Standard & Poor’s and ha Al credit rating with a stable outlook fromddg’s Investors
Service. In March 2016, Moody’s downgraded 3M’sngfrom Aa3 to Al, revised 3M’s outlook from nelyatto
stable, and affirmed the Company’s short-term gatihP-1. This ratings action followed 3M’s annoanent of its new
five-year plan for the period 2016 through 202@virich the Company communicated its intent to furiherease
financial leverage. The Company’s credit ratinggehserved to lower 3M’s borrowing costs and faaftaccess to a
variety of lenders. The Company’s ongoing trangitio a better-optimized capital structure, finanaéith additional
low-cost debt, could impact 3M’s credit rating hetfuture. Failure to maintain strong investmeiaidgrratings would
adversely affect the Company’s cost of funding emald adversely affect liquidity and access to dpnarkets.

* The Company’s results are affected by compet@omditions and customer preferencBemand for the Company’s
products, which impacts revenue and profit margsaffected by (i) the development and timingted tntroduction of
competitive products; (ii) the Company’s resporsddwnward pricing to stay competitive; (iii) chasgn customer
order patterns, such as changes in the levelssefitory maintained by customers and the timingust@mer purchases
which may be affected by announced price changes)ges in the Company’s incentive programs, octistomer’s
ability to achieve incentive goals; and (iv) chamgecustomers’ preferences for our products, wlicly the success of
products offered by our competitors, and changesigsiomer designs for their products that can affecdemand for
some of the Company’s products.

* Foreign currency exchange rates and fluctuationthose rates may affect the Company’s abilitsetaize projected
growth rates in its sales and earnin@ecause the Company’s financial statements arendi@ated in U.S. dollars and
approximately 60 percent of the Company’s reveraneslerived from outside the United States, the gaomy's results
of operations and its ability to realize projectgdwth rates in sales and earnings could be adyeaaffected if the U.S.
dollar strengthens significantly against foreigmrencies.

* The Company’s growth objectives are largely defmar on the timing and market acceptance of its prauct
offerings, including its ability to continually rew its pipeline of new products and to bring thpseducts to market.
This ability may be adversely affected by difficedt or delays in product development, such asndgility to identify
viable new products, obtain adequate intellectuaperty protection, or gain market acceptance of ppducts. There
are no guarantees that new products will proveetodimmercially successful.

* The Company’s future results are subject to fliations in the costs and availability of purchasednponents,
compounds, raw materials and energy, includingaaill natural gas and their derivatives, due to shgeis, increased
demand, supply interruptions, currency exchangesrigatural disasters and other factofsie Company depends on
various components, compounds, raw materials, aedyg (including oil and natural gas and their dtives) supplied
by others for the manufacturing of its productss possible that any of its supplier relationstdipsld be interrupted
due to natural and other disasters and other evemi® terminated in the future. Any sustainedriniption in the
Company’s receipt of adequate supplies could hawaterial adverse effect on the Company. In additichile the
Company has a process to minimize volatility in poment and material pricing, no assurance canuanghat the
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Company will be able to successfully manage piigetdiations or that future price fluctuations ooghges will not
have a material adverse effect on the Company.

* Acquisitions, strategic alliances, divestiturasd other unusual events resulting from portfolianagement actions
and other evolving business strategies, and passitganizational restructuring could affect futuesults.The
Company monitors its business portfolio and orgaiinal structure and has made and may continueate
acquisitions, strategic alliances, divestitures elmahges to its organizational structure. With eespo acquisitions,
future results will be affected by the Company’gigbto integrate acquired businesses quickly abthin the
anticipated synergies.

* The Company’s future results may be affectedaéf@ompany generates fewer productivity improvesnitiain
estimatedThe Company utilizes various tools, such as Laarsfyma, and engages in ongoing global business
transformation. Business transformation is defiasd¢hanges in processes and internal/externateetelivery across
3M to move to more efficient business models tormep operational efficiency and productivity, whilbowing 3M to
serve customers with greater speed and efficiefiuig. is enabled by the ongoing multi-year phaseulémentation of
an enterprise resource planning (ERP) system oorlwide basis. There can be no assurance that @ik projected
productivity improvements will be realized.

* The Company employs information technology systensupport its business, including ongoing phased
implementation of an ERP system as part of busitmassformation on a worldwide basis over the rssueral years.
Security breaches and other disruptions to the Gowgls information technology infrastructure coufdarfere with the
Company’s operations, compromise information beiloggo the Company and its customers, supplierd,employees,
exposing the Company to liability which could acdety impact the Company’s business and reputaliothe ordinary
course of business, the Company relies on infoonagchnology networks and systems, some of whiehr@naged by
third parties, to process, transmit and store madt information, and to manage or support a ¥aeé business
processes and activities. Additionally, the Compemijects and stores certain data, including pegpry business
information, and may have access to confidentigdessonal information in certain of our businedses is subject to
privacy and security laws, regulations and custeim@osed controls. Despite our cybersecurity messs(including
employee and third-party training, monitoring ofwerks and systems, and maintenance of backup rentelgive
systems) which are continuously reviewed and upggtathe Company’s information technology netwonkd a
infrastructure may still be vulnerable to damagsruptions or shutdowns due to attack by hacketsy@aches,
employee error or malfeasance, power outages, cempiuuses, telecommunication or utility failureystems failures,
service providers including cloud services, natdishsters or other catastrophic events. It isiplasr such
vulnerabilities to remain undetected for an extehperiod, up to and including several years. Whitiehave
experienced, and expect to continue to experighese types of threats to the Company’s informatchnology
networks and infrastructure, none of them to datelad a material impact to the Company. Therelraagther
challenges and risks as the Company upgrades andiastlizes its ERP system on a worldwide basis.shgh events
could result in legal claims or proceedings, lidpibr penalties under privacy laws, disruptiorojrerations, and
damage to the Company’s reputation, which couldesly affect the Company’s business. AlthoughQbepany
maintains insurance coverage for various cyberggaisks, there can be no guarantee that all amskssses incurred
will be fully insured.

* The Company's defined benefit pension and pastreént plans are subject to financial market rigiat could
adversely impact our result$he performance of financial markets and discoatgs impact the Company's funding
obligations under its defined benefit plans. Siigaifit changes in market interest rates, decreagés ifair value of plan
assets and investment losses on plan assets,landnteegislative or regulatory changes relatmgéfined benefit plan
funding may increase the Company's funding obligetiand adversely impact its results of operatimscash flows.

* The Company’s future results may be affectedasipus legal and regulatory proceedings and legainpliance risks,
including those involving product liability, antitst, intellectual property, environmental, the UFBreign Corrupt
Practices Act and other anti-bribery, anti-corrupti, or other mattersThe outcome of these legal proceedings may
differ from the Company’s expectations becausetiteomes of litigation, including regulatory magieare often
difficult to reliably predict. Various factors oedelopments can lead the Company to change cwestintates of
liabilities and related insurance receivables wiagglicable, or make such estimates for mattengquely not
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susceptible of reasonable estimates, such as ificagh judicial ruling or judgment, a significaséttlement, significant
regulatory developments or changes in applicable Aafuture adverse ruling, settlement or unfavéeatevelopment
could result in future charges that could have tena adverse effect on the Company’s resultspafrations or cash
flows in any particular period. For a more detaitéscussion of the legal proceedings involving@wnpany and the
associated accounting estimates, see the discuadiote 14 “Commitments and Contingencies” wittlie Notes to
Consolidated Financial Statements.

Iltem 1B. Unresolved Staff Comments.

None.

Item 2. Properties.

3M'’s general offices, corporate research laborasprand certain division laboratories are locate8iti Paul, Minnesota.
The Company operates 81 manufacturing facilitie®drstates. The Company operates 122 manufactandg
converting facilities in 36 countries outside theitdd States.

3M owns the majority of its physical properties. '8Nhysical facilities are highly suitable for tharposes for which
they were designed. Because 3M is a global enserpgharacterized by substantial intersegment catiper properties
are often used by multiple business segments.

Item 3. Legal Proceedings.

Discussion of legal matters is incorporated bynafee from Part Il, Item 8, Note 14, “Commitmentsl a
Contingencies,” of this document, and should besiared an integral part of Part |, Item 3, “LeBabceedings.”

Iltem 4. Mine Safety Disclosures.

Pursuant to Section 1503 of the Dodd-Frank WaB&tReform and Consumer Protection Act (the “Adtig Company
is required to disclose, in connection with the @siit operates, information concerning mine safatiations or other
regulatory matters in its periodic reports filediwihe SEC. For the year 2016, the information eomiog mine safety
violations or other regulatory matters required3ggtion 1503(a) of the Act is included in Exhilht @ this annual
report.
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PART Il

Item 5. Market for Registrant’'s Common Equity, Relaed Stockholder Matters and Issuer Purchases of Edty
Securities.

Equity compensation plans’ information is incorgerhby reference from Part Ill, Iltem 12, “Secuf@ynership of
Certain Beneficial Owners and Management and Reélateckholder Matters,” of this document, and stidg
considered an integral part of ltem 5. At Janudry2®17, there were 81,443 shareholders of re@dits stock is listed
on the New York Stock Exchange, Inc. (NYSE), théc&go Stock Exchange, Inc., and the SWX Swiss ExghaCash
dividends declared and paid totaled $1.11 per doarach quarter in 2016. Cash dividends declaretipaid totaled
$1.025 per share for each of the second, third feundh quarters of 2015. Cash dividends declangtié fourth quarter
of 2014 included a dividend paid in March 2015 dfdR5 per share. Stock price comparisons follow:

Stock price comparisons (NYSE composite transactic)

(Per share amounts) First Quarter Second Quarter Third Quarter  Fourth Quarter Year

2016 High $ 16750 $ 17514 $ 18227 $ 180.06 $ 182.27
2016 Low 134.64 163.17 173.51 163.85 134.64
2015 High $ 17050 $ 167.70 $ 15794 $ 160.09 $ 170.50
2015 Low 157.74 153.92 134.00 138.57 134.00

Issuer Purchases of Equity Securities

Repurchases of 3M common stock are made to sugfo@ompany’s stock-based employee compensatios plad
for other corporate purposes. In February 2014 s3B8ard of Directors authorized the repurchasgpdbus12 billion
of 3M’s outstanding common stock, with no pre-eksaled end date. In February 2016, 3M’s Board a&Etors
replaced the Company’s February 2014 repurchasggrowith a new repurchase program. This new progra
authorizes the repurchase of up to $10 billionMfs3outstanding common stock, with no pre-estalelisend date.
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Issuer Purchases of Equity Securities
(registered pursuant to Section 12 of the Exchangict)

Maximum
Approximate
Dollar Value of
Total Number of ~ Shares that May
Shares Purchased Yet Be Purchased
Total Number of  Average Price as Part of Publicly  under the Plans

Shares Purchased Paid per Announced Plans  or Programs

Period (1) Share or Programs (2) (Millions)
January 1-31, 2016 4,867,20¢ $ 141.70 4,867,01¢ $ 777
February 1-29, 2016 1,593,234 153.47 1,590,500 $ 9,756
March 1-31, 2016 1,094,08c: $ 162.58 1,091,29: $ 9,578
Total January 1-March 31, 2016 7,554,526 147.21 7,548,812 $ 9,578
April 1-30, 2016 1,543,07: $ 167.78 1,538,00: $ 9,320
May 1-31, 2016 1,695,626% 167.90 1,695,200 $ 9,036
June 1-30, 2016 1,712,49C $ 169.72 1,712,49C $ 8,745
Total April 1-June 30, 2016 4,951,18% 168.49 4,945,693 $ 8,745
July 1-31, 2016 1,351,737 $ 178.63 1,351,044 $ 8,504
August 1-31, 2016 1,529,161% 179.33 1,528,801 $ 8,230
September 1-30, 2016 1,416,264 $ 177.68 1,416,264 $ 7,978
Total July 1-September 30, 2016 4,297,162 178.57 4,296,109 $ 7,978
October 1-31, 2016 1,753,25¢ $ 169.12 1,753,25¢ $ 7,682
Novembe 1-30, 2016 2,097,600 171.03 2,097,600 $ 7,323
December 1-31, 2016 1,510,47¢ $ 176.68 1,510,47¢ $ 7,056
Total October 1-December 31, 2016 5,361,3%7 171.99 5,361,337 $ 7,056
Total January 1-December 31, 2016 22,164,211« $ 164.04 22,151,951 $ 7,056

(1) The total number of shares purchased includeshéjes purchased under the Board’s authorizatiessrithed
above, and (ii) shares purchased in connectiontétexercise of stock options.

(2) The total number of shares purchased as part dichuannounced plans or programs includes shaneshased
under the Board’s authorizations described above.
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Item 6. Selected Financial Data.

(Dollars in millions, except per share amounts) 2016 2015 2014 2013 2012
Years ended December 31.:
Net sales $30,109 $30,274 $31,821 $30,871 $29,904
Net income attributable to 3M 5,050 4,833 4,956 4,659 4,444
Per share of 3M common stock:
Net income attributable to 3M — basic 8.35 7.72 7.63 6.83 6.40
Net income attributable to 3M — diluted 8.16 7.58 7.49 6.72 6.32
Cash dividends declared per 3M common share 4.44 3.075 3.59 3.395 2.36
Cash dividends paid per 3M common share 4.44 4.10 3.42 2.54 2.36
At December 31:
Total assets $32,906 $32,883 $31,374 $33,304 $34,006
Long-term debt (excluding portion due within onerje
and long-term capital lease obligations 10,723 8,799 6,764 4,367 4,970

Cash dividends declared and paid totaled $1.1%lpeme for each quarter in 2016. In 2015, 3M’s BadrDirectors
declared a second, third, and fourth quarter diidef $1.025 per share, which resulted in totat @€d 5 declared
dividends of $3.075 per share. In December 2014s Bdard of Directors declared a first-quarter 2@hsdend of
$1.025 per share (paid in March 2015), which widgted to second, third, and fourth quarter 2014atedldividends
of $0.855 per share, resulted in total year 20daded dividends of $3.59 per share. In Decemb&B28M'’s Board of
Directors declared a first-quarter 2014 dividen®01855 per share (paid in March 2014). This reslilh total year
2013 declared dividends of $3.395 per share, vdtB4per share paid in 2013 and the additional¥®r share paid
in March 2014. Total assets have been immateriallised for prior periods as discussed in Noteidnificant
Accounting PoliciesBasis of Presentation
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Iltem 7. Management’s Discussion and Analysis of Famcial Condition and Results of Operations.

Note: The information contained in this item hasrbepdated for 3M’s business segment changes, whécliscussed
further in Note 16 to the Consolidated Financiat®ments. This item has not been updated for athenges since the
filing of the 2016 Annual Report. For significarev@lopments since the filing of the 2016 AnnuabRepefer to
subsequent 2017 Quarterly Reports on Form 10-Q.

Management’s Discussion and Analysis of Financ@hdition and Results of Operations (MD&A) is desdrto
provide a reader of 3M’s financial statements witharrative from the perspective of managements3WD&A is
presented in eight sections:

* Overview

* Results of Operations

» Performance by Business Segment
» Performance by Geographic Area

e Critical Accounting Estimates

* New Accounting Pronouncements

e Financial Condition and Liquidity

* Financial Instruments

Forward-looking statements in Item 7 may involhsksiand uncertainties that could cause resultgfer chaterially
from those projected (refer to the section entit@dutionary Note Concerning Factors That May AffEature Results
in Item 1 and the risk factors provided in Item fbA discussion of these risks and uncertainties).

OVERVIEW

3M is a diversified global manufacturer, technolagyovator and marketer of a wide variety of praduand services.
As more fully described in both the PerformanceéBbiginess Segment section in MD&A and in Note 1&ative in the
first quarter of 2017, the Company changed itsimss segment reporting in its continuing efforintprove the
alignment of businesses around markets and cussofieese changes included the integration of thedo Renewable
Energy Division into existing divisions, the cominig of two divisions to form the Automotive and Aspace Solutions
Division, and consolidation of U.S. customer acda@gativity, impacting dual credit reporting.

Business segment information presented hereincteftbe impact of these changes for all periodsemed. 3M
manages its operations in five operating businegments: Industrial; Safety and Graphics; HealtreC@lectronics
and Energy; and Consumer. From a geographic peargpeany references to EMEA refer to Europe, Mid8hst and
Africa on a combined basis. Any references to “Meami” refer to the former Separations Media busiesjuired by
3M from Polypore in 2015.

22



Earnings per share (EPS) attributable to 3M commshareholders — diluted:

The following table provides the increase (decreasdiluted earnings per share for 2016 compaoe2Dtl5, and 2015
compared to 2014.

Year ended
December 31,
(Earnings per diluted share) 2016 2015
Same period last year $ 758 $ 7.49
Increase/(decrease) in earnings per share - djldtezito:
Operational benefits 0.16 0.42
2015 restructuring charges 0.14 (0.14)
Acquisitions and divestitures 0.14 (0.02
Foreign exchange impacts (0.14) (0.43)
Net interest expense (0.05 (0.02
Income tax rate 0.09 —
Shares of common stock outstanding 0.24 0.28
Current period $ 8.16 $ 7.58

Year 2016 versus Year 2015 EPS:

For total year 2016, net income attributable to®& $5.050 billion, or $8.16 per diluted share, parad to $4.833
billion, or $7.58 per diluted share, in 2015, acréase of 7.7 percent on a per diluted share @pesrational benefits
increased earnings, helped by lower defined bepefision and postretirement expenses. Operatienaifiis also
included the combination of higher selling pricesl fower raw material costs, in addition to proditst benefits
related to the fourth quarter 2015 restructuringede operational benefits were partially offsethgyimpact of flat
organic sales and lower asset utilization. Regtrireg actions resulted in an after-tax charge o€ddts per diluted
share in 2015, which provided a year-on-year beiref016.

Acquisition and divestiture impacts, which are nurad for the first twelve months post-transacti@fated to the
acquisitions of Membrana and Capital Safety (tijudrter 2015) and Semfinder (September 2016), landivestitures
of Polyfoam (first quarter 2016), the library systebusiness (fourth quarter 2015/first quarter 2048d the license
plate converting business in France (fourth qua®dis). In addition, in the fourth quarter of 2086) sold the assets of
its protective films business and its cathode batechnology out-licensing business. On a combires, these
acquisition/divestiture year-on-year impacts resulih a 14 cents per diluted share benefit to egenper share in 2016,
driven by solid performances from 2015 acquisitiand year-on-year divestiture gains. Refer to Nofigr further
discussion of these acquisition/divestiture impacts

Foreign currency impacts (net of hedging) decreasedax earnings by approximately $127 millionryea-year in
2016, excluding the impact of foreign currency aesion tax rates. This is equivalent to a yearear-gecrease of 14
cents per diluted share for 2016.

Over the past few years, 3M has taken actionsttertbeptimize its capital structure and reduceidtst of capital by
adding debt. These actions have led to an incieasterest expense year-on-year in 2016, largelytd higher average
debt balances.

The income tax rate was 28.3 percent in 2016, hngeaf 0.8 percentage points versus last year.Zll& change in tax
rate was driven by a number of factors as refei@nté&lote 8, including the first quarter 2016 adoptof Accounting
Standards Update (ASU) No. 2016-09 (discussed te Np

Weighted-average diluted shares outstanding in 2@tned 3 percent versus last year, which besgeftarnings per
share. The benefits from share repurchases, nesudnces, were partially offset by the adoptioASY No. 2016-09,
which increased the calculated number of diluteteshin 2016.

Refer to the section entitled “Results of Operatidior further discussion.
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Year 2015 versus Year 2014 EPS:

For total year 2015, net income attributable to®& $4.833 billion, or $7.58 per diluted share, parad to $4.956
billion, or $7.49 per diluted share, in 2014, acr@ase of 1.2 percent on a per diluted share Haperational benefits
include the combination of selling price increaaad raw material cost decreases, partially offgdtibher
pension/postretirement benefit costs. Restructuaitgpns (discussed in Note 4) resulted in an dafbeicharge of 14
cents per diluted share. Acquisition and divestifunpacts primarily relate to the Capital Safetg Membrana
acquisitions, and the divestitures of the licensgepconverting business in France and substantdlbf the library
systems business. Foreign exchange impacts dedreasgngs per diluted share by approximately 48cgear-on-
year, driven by average year-on-year changes @igonrexchange rates in the Euro of 17 percent,ofdr2 percent, and
Brazil Real of 30 percent. The income tax rate laegely unchanged year-on-year. Weighted-averadgéedi shares
outstanding in 2015 declined 3.7 percent year-ar-ty@ 637.2 million, which increased earnings pkrted share by
approximately 28 cents. Refer to the section edtitResults of Operations” for further discussion.

Fourth-quarter 2016 sales and operating income résu

Fourth-quarter 2016 net income attributable to 34 W1.155 billion, or $1.88 per diluted share, carad to $1.038
billion, or $1.66 per diluted share, in the fougtharter of 2015. Fourth-quarter 2016 sales tot@lea billion, an
increase of 0.4 percent from the fourth quarte2@#f5. Organic local-currency sales increased Ir€epé with organic
volume increases of 1.5 percent and higher sefiifges contributing 0.1 percent. Divestitures redlusales by 0.4
percent, which related to the fourth quarter 2CdlB sf both the license plate converting businedsance, along with
substantially all of the library systems busindéssaddition, in the fourth quarter of 2016, 3M stig assets of its
protective films business and its cathode batteciinology out-licensing business. Foreign currdrenyslation reduced
sales by 0.8 percent year-on-year.

Sales change summary by business segment:

From a business segment perspective, 3M achievibddtal sales growth and organic local-currendgssgrowth
(which includes organic volume and selling pricg&ots) in Industrial, Safety and Graphics, and the@hre, with
declines in Consumer and Electronics and Energy.

* InIndustrial, total sales increased 2.9 percenga®ic local-currency sales increased 4.5 percérgstitures
reduced sales by 0.8 percent, and foreign exchiaagsiation also reduced sales by 0.8 percent.irdacal-
currency sales growth was led by automotive andspaice solutions, advanced materials, separatabn an
purification, and automotive aftermarket.

» In Safety and Graphics, total sales increased &@ept. Organic local-currency sales increaseg@rgent,
divestitures reduced sales by 0.6 percent, anigfoirrency translation reduced sales by 1.0 pr€rganic
local-currency sales growth was led by roofing gias, personal safety, and commercial solutionga@ic
local-currency sales declined in traffic safety apdurity.

* In Health Care, total sales increased 0.1 per€nganic local-currency sales increased 1.5 peregit foreign
currency translation reduced sales by 1.4 per8ahtposted organic local-currency sales growth odfsafety,
critical and chronic care, drug delivery systenmg] enfection prevention. Organic local-currencyesatieclined
slightly in oral care, as this business continuwetd impacted by soft end-market conditions andhicbia
inventory adjustments. Health information systeise declined on an organic local-currency basistdue
slower rate of software installations in a tougimarket over the past year, along with a challenging
comparison against last year’s fourth quarter.

* In Consumer, both total sales and organic localetuny sales decreased 0.7 percent. Despite chiawveetory
adjustments, 3M posted organic local-currency sgdesith in the home improvement, consumer health,ca
and home care businesses. The stationery and sffigglies business, which was most impacted byreHan
inventory adjustments, declined year-on-year oonrganic local-currency basis.

* In Electronics and Energy, total sales decreasegdrcent. Organic local-currency sales decreasefddicent,
and foreign currency translation reduced sales.fy®8rcent. Electronics-related total sales andrdogocal-
currency sales decreased 1 percent, with orgacéd-tturrency sales growth in electronics matesalsitions
more than offset by an organic local-currency sdisdine in display materials and systems. This avas
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improvement over recent quarters as end-marketitonsl and channel inventories became more stable.
Energy-related total sales declined 2 percentpamdl percent on an organic local-currency basigafic
local-currency sales growth in telecommunicatioskats was offset by a decline in electrical markht
December 2015, 3M exited its backsheet businefwiformer renewable energy division, which reduced
energy-related organic sales by 4 percent yearean-y

Sales change summary by geographic area:

From a geographic area perspective, fourth quafi#6 total sales and organic local-currency sabés increased in
Latin America/Canada, Asia Pacific, and the Uniiates. Total sales and organic local-currencysdaiéh declined in
EMEA.

* In Latin America/Canada, total sales increased@rgent. Organic local-currency sales increasegdrdent,
divestitures reduced sales by 0.2 percent, anigfoirrency translation reduced sales by 1.4 per&M saw
organic local-currency sales growth in four offit® business segments, led by Health Care. Tataksn
Mexico declined 7 percent, impacted by foreign exade translation, as organic local-currency salesased
10 percent. Canada was up 3 percent on both astes and organic local-currency sales basis.ilBvas up
18 percent, helped by foreign exchange translati@horganic local-currency sales growth of 1 percen

* In Asia Pacific, total sales increased 2.5 perd®nganic local-currency sales increased 2.4 perdérdstitures
reduced sales by 0.1 percent, and foreign currgaoglation increased sales by 0.2 percent. Ordacdd-
currency sales growth was led by Health Care anmts@uoer, which was partially offset by a decline in
Electronics and Energy. Total sales increased depéin China/Hong Kong, helped by organic localrency
sales growth of 6 percent. Japan total sales isecea0 percent, helped by foreign exchange tramsland
organic local-currency sales growth of 3 percertlding our electronics-related businesses, Chioad
Kong organic local-currency sales growth was ugpértent and Japan grew 2 percent.

» Inthe United States, total sales increased 0.@eperOrganic local-currency sales growth increds2d
percent, and divestitures reduced sales by 0.%perO©rganic local-currency sales growth was led by
Industrial, Health Care, and Safety and Graphics.

* In EMEA, total sales declined 6.2 percent. Orgdmial-currency sales decreased 2.4 percent, divessdi
reduced sales by 0.5 percent, and foreign currerlaoglation reduced sales by 3.3 percent. Westgeuatal
sales declined 6 percent, impacted by foreign engddranslation and organic local-currency salefires of
1 percent, as organic local-currency sales growtbafety and Graphics, and Industrial, was more titset
by declines in other business groups. Central Easipe and Middle East Africa total sales declidgabreent,
as organic local-currency sales declined 6 perdampiacted by ongoing challenges in Saudi ArabiaEundtey,
which 3M expects to persist in the near term.

Operating income in the fourth quarter of 2016 @A percent of sales, compared to 20.5 percesdloe$ in the fourth
quarter of 2015, an increase of 2.2 percentagdgdihe year-on-year comparison related to 201tsuetsring charges
increased operating income margins by 1.6 percergamts. In addition, lower pension/postretiremaetefit costs,
raw material cost decreases, year-on-year divestiains, and productivity benefits improved ogagpincome
margins. These benefits were partially offset bgtsgic investments and legal costs, with thesestdiscussed on an
annual basis in the “Operating income margin” secti

Year 2016 sales and operating income results:
Sales totaled $30.1 billion, a decrease of 0.5g#ritom 2015. Organic local-currency sales dedlidd percent, with
organic volumes declines of 0.8 percent largelgaifby selling price increases of 0.7 percent. Asitijons added 1.2

percent to sales, while divestitures reduced salé€s4 percent. Foreign currency translation redwgades by 1.2
percent year-on-year.
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From a business segment perspective:

Total sales growth is provided in the table thdibfes. Total sales increased 2.5 percent in SafatyGraphics, 2.1
percent in Health Care, 1.2 percent in Consumet 0ah percent in Industrial, while sales declinetigercent in
Electronics and Energy. Organic local-currencysalereased 3.6 percent in Health Care, 2.1 penceafety and
Graphics, and 1.8 percent in Consumer, while sidened 0.1 percent in Industrial and 7.8 peraeiilectronics and
Energy. Refer to the sections entitled “Performamg8usiness Segment” for additional detail.

From a geographic area perspective:

Total sales increased 1.2 percent in the UniteteStand declined 1.1 percent in EMEA, 2.1 pergeAsisia Pacific,
and 2.7 percent in Latin America/Canada. Orgargallcurrency sales grew 3.7 percent in Latin An&fanada, 0.5
percent in the United States, 0.4 percent in EM&#l declined 2.8 percent in Asia Pacific. Refahtosection entitled
“Performance by Geographic Area” for additionaladlet

Operating income in 2016 was 24.0 percent of sataspared to 22.9 percent of sales in 2015, aeaser of 1.1
percentage points. Restructuring actions resuftedgre-tax charge of $114 million in 2015, whicbypded a year-on-
year benefit in 2016. These results also includbdreefit from the combination of selling price ieases and raw
material cost decreases, plus lower pension/postmegnt benefit costs. Refer to the section eqtitResults of
Operations” for further discussion.

Year 2015 sales and operating income results:

Sales totaled $30.3 billion, a decrease of 4.9gu#ritom 2014. Organic local-currency sales gre3vakrcent, with
higher organic volumes contributing 0.2 percent s@iting price increases contributing 1.1 percAotuisitions added
0.8 percent to sales, while divestitures reducézbday 0.2 percent. Foreign currency translatialuced sales by 6.8
percent year-on-year.

From a business segment perspective:

Total sales declined in all business segments, @athsumer at 2.3 percent, Health Care at 2.7 perSafety and
Graphics at 4.3 percent, Electronics and Enerdy%percent, and Industrial at 6.3 percent. Orgkual-currency sales
increased 3.6 percent in Health Care, 3.3 peroce@bnsumer, 1.8 percent in Safety and Graphicspahgercent in
Industrial, and declined 1.2 percent in Electromiod Energy. Refer to the section entitled “Perfmoe by Business
Segment” for additional detail.

From a geographic area perspective:

Total sales grew 2.9 percent in the United Stated,declined 4.0 percent in Asia Pacific, 13.5 eetin EMEA, and
14.9 percent in Latin America/Canada. Organic kecattency sales grew 2.1 percent in the UnitedeStdt.5 percent in
Latin America/Canada, 0.9 percent in Asia Pac#it] 0.8 percent in EMEA. Refer to the section letitPerformance
by Geographic Area” for additional detail.

Operating income in 2015 was 22.9 percent of satmspared to 22.4 percent of sales in 2014, aeaser of 0.5
percentage points. These results included a bdraiit the combination of selling price increased eaw material cost
decreases, partially offset by higher pension/ptistment benefit costs and 2015 restructuringgdsrRefer to the
section entitled “Results of Operations” for funtldéscussion.
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Sales and operating income by business segment:

The following tables contain sales and operatimgime results by business segment for the yearsiddeleember 31,
2016 and 2015. In addition to the discussion betefer to the section entitled “Performance by Bass Segment” and
“Performance by Geographic Area” later in MD&A farmore detailed discussion of the sales and inagests of the
Company and its respective business segments dingCorporate and Unallocated). Refer to Notedk@éiditional
information on business segments, including Eliri@maof Dual Credit.

2016 vs 2015

2016 2015 % change

Net % of Oper. Net % of Oper. Net Oper.
(Dollars in millions) Sales Total Income Sales Total Income Sales Income
Business Segments
Industrial $10,399 34.5% $2,395 $10,388 34.3% $2,277 0.1% 52%
Safety and Graphics 5881 195% 1,423 5736 19.0% 1,332 25% 6.8%
Health Care 5,566 185% 1,763 5,449 18.0% 1,730 2.1% 1.9%
Electronics and Energy 4,643 154% 1,041 5069 16.7% 1,083 (8.4% (3.9%
Consumer 4,484 14.9% 1,065 4,429 146% 1,048 1.2% 1.6%
Corporate and Unallocated 7 — % (272 (2) —% (349 — —
Elimination of Dual Credit (871)  (2.8)% (192 (795 (2.6)% (175 — —
Total Company $30,109 100.0% $ 7,223 $ 30,274 100.0% $6,946 (0.5% 4.0%

Year ended December 31, 2016
Organic

Worldwide local- Total
Sales Change Analysis currency sales
By Business Segment sales Acquisitions Divestids Translation change
Industrial (0.1% 1.6% (0.3% (1.1% 0.1%
Safety and Graphics 2% 3.9% (1.8%0 (1.7)% 2.%%
Health Care 3.6% 0.2% — % (2.7% 2.1%
Electronics and Energy (7.8)% % —% (0.6)% (8.4
Consumer 1.8% — % — % (0.6% 1.2%
Total Company (0.1)% 1% (0.4%0 (1.2)% (0.5%

Sales in 2016 decreased 0.5 percent, impactedreigfocurrency translation, which reduced sale&.Bypercent.
Organic local-currency sales growth (which includeganic volume and selling price impacts) decliGelpercent,
acquisitions added 1.2 percent, and divestiturdsaged sales by 0.4 percent. Sales in U.S. dohareased in Safety
and Graphics by 2.5 percent, Health Care by 2.@¢gmér Consumer by 1.2 percent, and Industrial bhyp@rcent, while
sales in Electronics and Energy declined 8.4 pérédihof 3M's five business segments posted opeggincome
margins of more than 22 percent in 2016. Worldvagerating income margins for 2016 were 24.0 peraampared to
22.9 percent for 2015.

Sales in 2015 decreased 4.9 percent, substaritigllgcted by foreign currency translation, whichueet sales by 6.8
percent. Organic local-currency sales growth (wlncfudes organic volume and selling price impauata$ 1.3 percent,
acquisitions added 0.8 percent, and divestiturdsaged sales by 0.2 percent. Sales in U.S. dolkekred in Consumer
by 2.3 percent, Health Care by 2.7 percent, SafetyGraphics by 4.3 percent, Electronics and Enleydy.9 percent,
and Industrial by 6.3 percent. All of 3M’s five biness segments posted operating income margin®w than 21
percent in 2015. Worldwide operating income mar@im<2015 were 22.9 percent, compared to 22.4 péefoe 2014.

Financial condition:
3M generated $6.7 billion of operating cash flo201.6, an increase of $242 million when compare20t6. This
followed a decrease of $206 million when compa@0d5 to 2014. Refer to the section entitled “FziahCondition

and Liquidity” later in MD&A for a discussion ofdtns impacting cash flows. In February 2016, 3M'siloof
Directors authorized the repurchase of up to $llidbiof 3M’s outstanding common stock, which reggd the
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Company’s February 2014 repurchase program. Thispgnegram has no pre-established end date. In 206,
Company purchased $3.75 billion of its own stocknpared to purchases of more than $5 billion obvte stock each
year in 2015 and 2014. The Company expects to peecti2.5 billion to $4.5 billion of its own stoek2017. In
February 2017, 3M’s Board of Directors declaredst-fuarter 2017 dividend of $1.175 per sharanarease of 6
percent. This marked the 59th consecutive yeaividehd increases for 3M. 3M’s debt to total calpitdio (total
capital defined as debt plus equity) was 53 peraeBecember 31, 2016, 48 percent at December@B, 2and 35
percent at December 31, 2014. The Company has arcrdit rating, with a stable outlook, from Starii& Poor’s
and an Al credit rating, with a stable outlooknfrivloody’s Investors Service. The Company genersitgsficant
ongoing cash flow and has proven access to capddtets funding throughout business cycles.

Raw materials:

In 2016, the Company experienced declining costenfost raw material categories and transportatieh flue largely
to price decreases in crude oil and the derivathemical feedstock markets. This in turn drove y@afear cost
decreases in many feedstock categories, includtr@leum based materials, minerals, metals and watglbased
products. To date the Company is receiving sufficguantities of all raw materials to meet its teebly foreseeable
production requirements. It is impossible to preéiture shortages of raw materials or the impagtsuch shortages
would have. 3M has avoided disruption to its maatufidng operations through careful management istiexg raw
material inventories and development and qualificedf additional supply sources. 3M manages spaegory price
risks through negotiated supply contracts, pricgqution agreements and commodity price swaps.

Pension and postretirement defined benefit/contritmn plans:

On a worldwide basis, 3M’s pension and postretirgpéans were 84 percent funded at year-end 2046 pfimary
U.S. qualified pension plan, which is approximat®8ypercent of the worldwide pension obligations\wa percent
funded and the international pension plans werpeBbent funded. The U.S. non-qualified pension @arot funded
due to tax considerations and other factors. Agdatns in 2016 for the primary U.S. qualified pengplan were 5.8%,
as 3M strategically invests in both growth assatsfaxed income matching assets to manage its flistitus. For the
primary U.S. qualified pension plan, the expectedjtterm rate of return on an annualized basi@dr7 is 7.25%,
down 0.25% from 2016. The primary U.S. qualifiechgien plan year-end 2016 discount rate was 4.2 0%nd.26
percentage points from the year-end 2015 discaiataf 4.47%. The decrease in U.S. discount ratdted in an
increased valuation of the projected benefit oltiaga(PBO). The plan’s funded status decreasethtyjign 2016 as the
growth in the PBO increased at a greater ratettaplan assets returned in 2016. Additional detadl discussion of
international plan asset returns and discount iatpsovided in Note 11 (Pension and PostretirerBemefit Plans).

3M expects to contribute approximately $300 milltors500 million of cash to its global defined betgension and
postretirement plans in 2017. The Company doesiant a required minimum cash pension contributigigation for
its U.S. plans in 2017. 3M expects global defineddiit pension and postretirement expense in 20&foKe
settlements, curtailments, special termination benend other) to increase by approximately $7Hioni pre-tax when
compared to 2016. Refer to “Critical AccountingiBsttes” within MD&A and Note 11 (Pension and Potiteznent
Benefit Plans) for additional information conceigi®M’s pension and post-retirement plans.

Beginning on January 1, 2016, with respect to @eficontribution plans, the Company reduced its matcemployee
401(k) contributions for U.S. employees. Previoublysed on the date the employee was hired, utshtof@ligible
compensation was matched in cash at rates of 68%,0f 100%. Beginning in 2016, 5% of eligible comgation is
matched at rates of 45%, 60% or 100%, respectiVédig.reduction in the company’s match reduced 2&fBed
contribution pension expense by approximately $80hom.

Year 2017 announced divestitures:
In December 2016, 3M (Safety and Graphics Busirasspunced that it agreed to sell its identity ngemaent
business. The transaction is expected to closagitine first half of 2017. In January 2017, 3M wfand Graphics

Business) sold the assets of its safety prescrigii@wear business. The Company expects a preataxfy
approximately $500 million in 2017 as a resultla#ge two divestitures. Refer to Note 2 for addalatiscussion.
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RESULTS OF OPERATIONS

Net Sales:
2016 2015

u.s. Intl. Worldwide u.s. Intl. Worldwide

Net sales (millions $12,188 $17,921 $30,109 $12,049 $18,225 $30,274
% of worldwide sales 40.5% 59.5% 39.8% 60.2%

Components of net sales change:
Volume — organic 0.7% (1.6)% (0.8)% 1.7% (0.5)% 0.2%
Price (0.2 1.2 0.7 0.4 14 1.1
Organic local-currency sales 0.5 (0.4) (0.1) 2.1 0.9 1.3
Acquisitions 1.3 1.1 1.2 1.2 0.5 0.8
Divestitures (0.6) (0.4) (0.4) (0.4) (0.2) (0.2)
Translation — (2.0 (1.2 — (10.7 (6.8
Total sales change 1.2% (1.7)% (0.5)% 2.9% (9.4)% (4.9)%

In 2016, total sales decreased 0.5 percent, witteases of 1.2 percent in the United States, acidses of 1.1 percent
in EMEA, 2.1 percent in Asia Pacific, and 2.7 peitde Latin America/Canada. Organic local-curresajes declined
0.1 percent, with increases of 3.7 percent in LAtimerica/Canada, 0.5 percent in the United Stated,0.4 percent in
EMEA, while Asia Pacific declined 2.8 percent. Origalocal-currency sales growth was 0.2 percerdsscdeveloping
markets, and declined 0.3 percent in developed etsrkVorldwide organic local-currency sales grevi&rcent in
Health Care, 2.1 percent in Safety and Graphias,1a® percent in Consumer, while sales declineg®8rtent in
Industrial and 7.8 percent in Electronics and Epefgquisitions added 1.2 percent to worldwide giowvhile
divestitures reduced worldwide growth by 0.4 petcEoreign currency translation reduced worldwidkes growth by
1.2 percent.

In 2015, total sales decreased 4.9 percent, witteases of 2.9 percent in the United States, atiekdses of 4.0 in Asia
Pacific, 13.5 percent in EMEA, and 14.9 perceritatin America/Canada. Organic local-currency sglesv 1.3
percent, with increases of 2.1 percent in the Wn8&tes, 1.5 percent in Latin America/Canadap@ér@ent in Asia
Pacific, and 0.8 percent in EMEA. Organic localremcy sales growth was 1.6 percent across devejaparkets, and
1.2 percent in developed markets. Worldwide orgétal-currency sales grew 3.6 percent in HealtreCa.3 percent
in Consumer, 1.8 percent in Safety and Graphias$,0a8 percent in Industrial, while sales declinegtldercent in
Electronics and Energy. Acquisitions added 0.8 @atrto worldwide growth, while divestitures redusearidwide
growth by 0.2 percent. Foreign currency translateEduced worldwide sales growth by 6.8 percent.

Worldwide selling prices rose by 0.7 percent in&0dnd 1.1 percent in 2015. Selling prices contiiauge supported by
technology innovation, which is a key fundamentaregth of the Company, helping to drive uniquetener solutions
and an increasing flow of new products.

Refer to the sections entitled “Performance by Bess Segment” and “Performance by Geographic Aegar’ in
MD&A for additional discussion of sales change.

Operating Expenses:

2016 versu: 2015 versu:

(Percent of net sales) 2016 2015 2014 2015 2014
Cost of sales 49.9% 50.9% 51.7% (2.0% (0.8%
Selling, general and administrative expenses 20.3 20.4 20.3 (0.1) 0.1
Research, development and related expenses 5.8 5.8 5.6 — 0.2
Operating income 24.0% 22.9% 22.4% 1.1% 0.5%

Defined benefit pension and postretirement expédesecased $305 million in 2016 compared to 201peved to an
increase of $165 million in 2015 compared to 20ddar 2015 includes the impact of a first-quartet®20apan pension
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curtailment gain of $17 million. Defined benefitris®on and postretirement expense is recorded inofasles; selling,
general and administrative expenses (SG&A); andares, development and related expenses (R&D).rRefdote 11
(Pension and Postretirement Plans) for compondmtstgeriodic benefit cost and the assumptions teeletermine
net cost.

The Company is investing in business transformatusiness transformation is defined as changpsocesses and
internal/external service delivery across 3M to st more efficient business models to improve atpenal efficiency
and productivity, while allowing 3M to serve custers with greater speed and efficiency. This is &uhby the
ongoing multi-year phased implementation of anramige resource planning (ERP) system on a worldveigisis.

In the fourth quarter of 2015, as discussed withenOverview section above, 3M incurred restruaycharges
impacting operating expenses as follows:

(Millions) 2015

Cost of sales 40

Selling, general and administrative expenses 62

Research, development and related expenses 12
Total $ 114

Cost of Sales:
Cost of sales includes manufacturing, engineermyfeeight costs.

Cost of sales, measured as a percent of net 8&es}9.9 percent in 2016, a decrease of 1.0 pagepoint from 2015.
Cost of sales as a percent of sales decrease® thie ¢ombination of selling price increases amdmaterial cost
decreases, as selling prices increased net sal@g Ipercent and raw material cost deflation waerfable by
approximately 3.5 percent year-on-year. In addjtawst of sales as a percent of sales benefitea lfipaver defined
benefit pension and postretirement costs (of whiglortion impacts cost of sales). Fourth quartdib2@structuring
charges also provided a favorable year-on-year eoisgn.

Cost of sales, measured as a percent of net 8ae50.9 percent in 2015, a decrease of 0.8 pagepoints from
2014. Cost of sales as a percent of sales decrdaseth the combination of selling price increaeed raw material cost
decreases, as selling prices increased net sated Ipercent and raw material cost deflation wasrfable by
approximately 3.5 percent year-on-year. In addjtiagher defined benefit pension and postretirements (of which a
portion impacts cost of sales) and fourth quar@rS2restructuring charges, increased cost of sal@spercent of sales.

Selling, General and Administrative Expenses:

Selling, general and administrative expenses (SG&akyeased $71 million, or 1.2 percent, in 2016ndwmpared to
2015, with 2016 results benefiting from year-onsydigestiture gains (as discussed in Note 2), fpreiurrency
translation, and productivity benefits relatedhe fourth quarter 2015 restructuring. In additi8@&A benefited from
lower defined benefit pension and postretiremepease. Fourth quarter 2015 restructuring chargesmbvided a
favorable year-on-year comparison. SG&A, measused percent of sales, decreased 0.1 percentags pm20.3
percent in 2016, compared to 20.4 percent in 28(8,20.3 percent of sales in 2014.

Selling, general and administrative expenses (SGdgkreased $287 million, or 4.4 percent, in 2018mwtompared to
2014. The translation of foreign currencies int&\Hollars reduced SG&A expense, as evidenced bfooeign
currency translation impact which reduced worldwsdées by 6.8 percent. This foreign currency tiiteh benefit was
partially offset by higher defined benefit pensamd postretirement expense and fourth quarter B&stBucturing
charges. SG&A, measured as a percent of salegased 0.1 percentage points to 20.4 percent in, 20h%pared to
20.3 percent of sales in 2014.
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Research, Development and Related Expenses:

Research, development and related expenses (R&D¢aked $28 million, or 1.6 percent, in 2016 compdo 2015,
and decreased $7 million, or 0.4 percent, in 20fBpared to 2014. 3M continued to support its keyngh initiatives,
including more R&D aimed at disruptive innovatiomgrams with the potential to create entirely nearkats and
disrupt existing markets. In addition, 2016 bemefifrom lower defined benefit pension and poseat&nt expense,
while 2015, when compared to 2014, had higher ddfimenefit pension and postretirement expense. Rédasured as
a percent of sales, was 5.8 percent in both 20d&8at5, and 5.6 percent in 2014.

Operating Income:

3M uses operating income as one of its primaryrass segment performance measurement tools. Refex table
below for a reconciliation of operating income masgfor 2016 versus 2015, and 2015 versus 2014.

Operating income margin:

Year ended
December 31,
(Percent of net sales) 2016 2015
Same period last year 22.9% 22.4%
Increase/(decrease) in operating income marginiaue
Selling price and raw material impact 1.0 1.6
Pension and postretirement benefit costs 1.0 (0.5)
2015 restructuring charges 0.4 (0.4
Productivity from restructuring 0.4 —
Strategic investments (0.3 (0.3
Foreign exchange impacts (0.2) —
Acquisitions and divestitures 0.2 (0.2
Organic volume and utilization (2.0 —
Legal and other (0.4 0.3
Current period 24.0% 22.9%

Year 2016 versus Year 2015:

Operating income margins were 24.0 percent in 2@h8pared to 22.9 percent in 2015, an increaselgbdrcentage
points. 3M benefited from the combination of higkelling prices and lower raw material costs, wger year-on-year
defined benefit pension and postretirement expértse 2015 restructuring charges provided a favergbhr-on-year
comparison, in addition to productivity benefits2®16 related to the 2015 restructuring actiongjuisitions and
divestitures, which are measured for the first Wweghonths post-transaction, had a favorable impactperating
margins. This included solid performances from kbthCapital Safety and Membrana acquisitionsdthirarter 2015).
Divestiture impacts are related to the Polyfoammss (first quarter 2016), the library systemsiess (fourth quarter
2015/first quarter 2016), and the license platevedimg business in France (fourth quarter 20I%bpddition, in the
fourth quarter of 2016, 3M sold the assets ofitagrtive films business and its cathode batterhinelogy out-
licensing business. Items that reduced operatiognie margins included 2016 strategic investmest8Mitook actions
to better optimize its manufacturing footprint amtelerated growth investments across its busiseBseeign currency
impacts (net of hedging) also reduced operatingrire margins. Organic volume declines and relatiidaiton

impacts included the impact of lower asset utilaatprimarily in the Industrial, and ElectroniascaEnergy businesses.
The “legal and other” item in the preceding talgkated to an unfavorable second quarter 2016 atipitr ruling on an
insurance claim, commercial litigation settlemenetated to Andover Healthcare and TransWeb, andiatscfor
respirator mask/asbestos liabilities (all of whagk discussed in Note 14).

Year 2015 versus Year 2014:
Operating income margins were 22.9 percent in 2@Bpared to 22.4 percent in 2014, an increasesgbé€rcentage

points. These results included a significant bérfiefim the combination of higher selling prices doer raw material
costs, and a benefit from productivity and othemis. These benefits were partially offset by higrefined benefit
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pension and postretirement benefit costs, 201Buesting charges, higher strategic investmentd,aoquisition and
divestiture impacts. Strategic investments inclundeemental programs around disruptive R&D and ihess
transformation. Acquisition and divestiture impagtsnarily relate to the Capital Safety and Memiaraquisitions,
and the divestitures of substantially all of thediry systems business, along with the license glatverting business
in France.

Interest Expense and Income:

(Millions) 2016 2015 2014

Interest expense $ 199 $ 149 $ 142

Interest income (29) (26) (33)
Total $ 170 $ 123 $ 109

Interest Expensénterest expense increased in 2016 due to higéenage debt balances and higher U.S. borrowing
costs. Interest expense increased slightly in 2@bapared to 2014, despite significantly higher debls, helped by
lower average interest rates.

Capitalized interest related to property, plant agdipment construction in progress is recorded r@sluction to
interest expense. The amounts shown in the taloleesfior interest expense are net of capitalizesr@st amounts of
$10 million, $13 million, and $15 million, in 2018015 and 2014, respectively.

Interest Incomelnterest income was higher in 2016 when compare2D1.5 due to higher average interest rates. sttere
income in 2015 was lower when compared to 2014tdl@ver average cash/marketable securities bagance

Provision for Income Taxes:

(Percent of pre-tax income) 2016 2015 2014
Effective tax rate 28.3% 29.1% 28.9%

The effective tax rate for 2016 was 28.3 percemmared to 29.1 percent in 2015, a decrease gféd@ntage points.
The effective tax rate for 2015 was 29.1 percemmared to 28.9 percent in 2014, an increase gié.@entage points.
The changes in the tax rates between years arefetpbhy many factors, as described further in oiacluding the
2016 adoption of ASU No. 2016-09 (discussed in Ngte

The Company currently expects that its effectivertde for 2017 will be approximately 28 to 29 parc The rate can
vary from quarter to quarter due to discrete itesush as the settlement of income tax audits, @mimgtax laws and
employee share-based payment accounting; as wedtaging factors, such as the geographic mixiobime before
taxes.

Refer to Note 8 for further discussion of incomeeta

Net Income Attributable to Noncontrolling Interest:

(Millions) 2016 2015 2014
Net income attributable to noncontrolling inter $ 8 $ 8 $ 42

Net income attributable to noncontrolling interesiresents the elimination of the income or log#hatable to non-3M
ownership interests in 3M consolidated entitiese Thanges in noncontrolling interest amounts hargely related to
Sumitomo 3M Limited (Japan), which was 3M’s mogingiicant consolidated entity with non-3M ownershigerests.
As discussed in Note 6, on September 1, 2014, 3idhased the remaining 25 percent ownership in Sumait3M
Limited, bringing 3M’s ownership to 100 percent.uBheffective September 1, 2014, net income atalida to
noncontrolling interest was significantly reduc&tie primary remaining noncontrolling interest retato 3M India
Limited, of which 3M’s effective ownership is 75rgent.
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Currency Effects:

3M estimates that year-on-year currency effectduding hedging impacts, decreased pre-tax incoyr&lB7 million
and $390 million in 2016 and 2015, respectivelyedhestimates include the effect of translatinditsrisom local
currencies into U.S. dollars; the impact of curgefiactuations on the transfer of goods betweendidrations in the
United States and abroad; and transaction gaintoasds, including derivative instruments desigioegéduce foreign
currency exchange rate risks. 3M estimates thatgyeaear derivative and other transaction gairtslasses decreased
pre-tax income by approximately $69 million in 204i&d increased pre-tax income by approximately $aBbn in
2015. Refer to Note 12 in the Consolidated Findrigfatements for additional information concerngi’s hedging
activities.

PERFORMANCE BY BUSINESS SEGMENT

Disclosures relating to 3M’s business segmentpareided in Iltem 1, Business Segments. Financfatimation and
other disclosures are provided in the Notes tahiesolidated Financial Statements. As describédbie 16, effective
in the first quarter of 2017, as part of 3M’s coming effort to improve the alignment of its busises around markets
and customers the Company made the following cleange

Integration of former Renewable Energy Division
« 3M'’s former Renewable Energy Division (RED) hasrbegegrated into existing divisions within the
Electronics and Energy business segment and Safietgraphics business segment. 3M is committed to
leadership in sustainability and to enabling theastement of energy solutions into the future.draéng
RED'’s offerings into larger divisions already sexyithese segments will provide increased scaléaitd on
strength by leveraging 3M'’s existing brands, gavtarket capabilities, and relationships to suppotvh
objectives.

Creation of Automotive and Aerospace Solutions Biein
» 3M created the Automotive and Aerospace Solutionss@n, which combines the former Automotive
Division and Aerospace and Commercial Transpomtadivision. Combining the strengths along with tieep
industry knowledge of each business will enable tigw division to utilize shared technology platisrand
processes to deliver a broader set of innovatiligieas, along with world-class quality and servioe8M’s
customers. This combination will help accelerae@ompany’s profitable growth and market relevaam®ss
the automotive, aerospace and commercial trangjmortadustries.

Consolidation of U.S. customer account activitympacting dual credit reporting

e The Company consolidated its customer accountifctivthe U.S. into more centralized sales disrid his
improved alignment reduces the complexity for costs when interacting with multiple businesses iwith
3M, creating a better customer experience. 3M ssisegment reporting measures include dual ¢eedit
business segments for certain U.S. sales and dedgterating income. This dual credit is based oithvh
business segment provides customer account acttityrespect to a particular product sold in th& Urhe
alignment of U.S. customer accounts to fewer, niocased sales districts changed the attributiosuad credit
across 3M’s business segments.

Business segment information presented hereinctsftbe impact of these changes for all periodsemied. 3M
manages its operations in five business segmehtsrdportable segments are Industrial; Safety aagltcs;
Electronics and Energy; Health Care; and Consumer.

Corporate and Unallocated:
In addition to these five business segments, 3lyas<ertain costs to “Corporate and Unallocatedich is presented
separately in the preceding business segmentsaatlen Note 16. Corporate and Unallocated incladesriety of

miscellaneous items, such as corporate investnans @nd losses, certain derivative gains and $osgetain
insurance-related gains and losses, certain litigand environmental expenses, corporate restingtaharges and
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certain under- or over-absorbed costs (e.g. pensiook-based compensation) that the Company ditesmot to
allocate directly to its business segments. Becthuse&ategory includes a variety of miscellaneiterss, it is subject to
fluctuation on a quarterly and annual basis.

Corporate and Unallocated operating expenses desttdry $77 million in 2016 when compared to 20M's3defined
benefit pension and postretirement expense allmtét Corporate and Unallocated decreased by $2#8min 2016
when compared to 2015. In addition, the portiothef2015 restructuring actions charged to corpdfg@ million)
provided a favorable year-on-year comparison. Tlheseeases were partially offset by an increasegal expenses
related to an unfavorable second quarter 2016ratioib ruling on an insurance claim, commerciaédition settlements
related to Andover Healthcare and TransWeb, andiatscfor respirator mask/asbestos liabilities ¢alvhich are
discussed in Note 14).

Corporate and Unallocated operating expenses isedday $107 million in 2015 when compared to 20Mds increase
was driven by higher defined benefit pension arstnetirement benefit expenses, which increasedtat by $165
million. Of this increase, $153 million was alloedtto Corporate and Unallocated. Increases weoedaigen by fourth
quarter 2015 restructuring charges of $37 millanjndicated in the below table. Items which plytiaffset these
increases within Corporate and Unallocated includgtier administrative and R&D cost absorption tgy five
business segments, resulting in less under-absestphse being allocated to Corporate.

Operating Business Segments:

Each of 3M'’s business segments incurred restrugjwiharges in the fourth quarter of 2015, as inditin the
following table.

Restructuring Pre-Tax Charge by Business Segment:

(Millions) Fourth Quarter 2015
Industrial 42
Safety and Graphics 11
Health Care 9
Electronics and Energy 12
Consumer 3
Corporate and Unallocated 37
Total $ 114

Information related to 3M’s business segments és@nted in the tables that follow. Organic locakency sales
include both organic volume impacts plus selliniggimpacts. Acquisition and divestiture impactsariy, are
measured separately for the first twelve months$-ppassaction. Foreign currency translation impactd total sales
change are also provided for each business seghmnteferences to EMEA relate to Europe, MiddlestEand Africa
on a combined basis. Any references to “Membraatrrto the former Separations Media business aedjliy 3M
from Polypore in 2015.
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The following discusses total year results for 20@fpared to 2015, and also discusses 2015 compmaid 4, for
each business segment.

Industrial Business (34.5% of consolidated sales):

2016 2015 2014
Sales (millions) $ 10,399 $ 10,388 $ 11,090
Sales change analysis:
Organic local-currency (0.1% 0.3%
Acquisitions 1.6 0.6
Divestitures (0.3 —
Translation (1.1) (7.2)
Total sales change 0.1% (6.3%
Operating income (millions) $ 239 $ 2277 $ 2,404
Percent change 5.2% (5.3)%
Percent of sales 23.0% 21.9% 21.7%

The Industrial segment serves a broad range ofetgr&uch as automotive original equipment manufac{OEM)

and automotive aftermarket (auto body shops ardl)etlectronics, appliance, paper and printiragkaging, food and
beverage, and construction. Industrial productldetapes, a wide variety of coated, non-woventaontied abrasives,
adhesives, advanced ceramics, sealants, specialéyials, separation and purification productssate systems for
personal hygiene products, acoustic systems predaicti components and products that are used mahefacture,
repair and maintenance of automotive, marine, @irend specialty vehicles. 3M is also a leadirapgl supplier of
precision grinding technology serving customerthamarea of hard-to-grind precision applicationsaustrial,
automotive, aircraft and cutting tools. 3M develapsl produces advanced technical ceramics for ddin@n
applications in the automotive, oil and gas, satatustrial, electronics and defense industries.

Year 2016 results:

Sales in Industrial totaled $10.4 billion, up Ogrgent in U.S. dollars. Organic local-currency salecreased 0.1
percent, acquisitions added 1.6 percent, divesttoeduced sales by 0.3 percent, and foreign ayteanslation
reduced sales by 1.1 percent. The decrease iniolgaal-currency sales reflected the continuecheadic challenges
in the global industrial sector. Industrial did oeind in the fourth quarter of 2016, when it reféettt.5 percent organic
local-currency sales growth.

On an organic local-currency sales basis:
» Sales grew in automotive and aerospace solutiansiretive aftermarket, and separation and purificat
» Sales declined in abrasives and industrial adhesiud tapes.
» Sales also declined in advanced materials, prigndrie to persistent weakness in the oil and gasrendéets.
» Geographically, sales increased 5 percent in Latierica/Canada and 2 percent in EMEA, while Asiaifka
declined 1 percent and the United States declinger@ent.

Acquisitions and divestitures (also discussed iteNR):
e Acquisition sales growth primarily related to thagist 2015 acquisition of Membrana, a leading prewvof
microporous membranes and modules for filtratiothinlife sciences, industrial, and specialty segme
« 3M completed its sale of the assets of 3M’s présedmolyurethane foam adhesives business (fornkexdyvn
as Polyfoam) in January 2016.

* In October 2016, 3M sold the assets of its tempyqgpantective films business. This business is aipler of
adhesive-backed temporary protective films uselbinoad range of industries.
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Operating income:

e Operating income margins increased by 1.1 percergamts to 23.0 percent, helped by the gain om afl
Polyfoam and its temporary protective films bus#gsoductivity benefits from fourth quarter 2015
restructuring actions, and lower raw material costs

* The Membrana acquisition had a minimal impact oerafing income margins.

Year 2015 results:

Sales in Industrial totaled $10.4 billion, down f&cent in U.S. dollars. Organic local-currendgsancreased 0.3
percent, acquisitions added 0.6 percent, and for@igrency translation reduced sales by 7.2 percent

On an organic local-currency sales basis:
» Sales growth was led by separation and purificatlong with automotive and aerospace solutionslewhi
automotive aftermarket and industrial adhesivestapds were flat.
» Sales in advanced materials declined, primarilytdugeakness in the oil and gas market. Salesrazsate
systems also declined.
» Geographically, sales increased 4 percent in LAatierica/Canada, 1 percent in Asia Pacific, and flesn
EMEA. Sales decreased 1 percent in the United State

Acquisitions:
e Acquisition sales growth related to the August 2@t§uisition of Membrana.
e This business is a provider of microporous memisame modules for filtration in the life scienceglustrial,
and specialty segments. This acquisition enhanlgks &re filtration platform and will help generatew
growth opportunities across the company.

Operating income:
* Operating income margins increased by 0.2 percergamts to 21.9 percent, helped by the combinaifon
lower raw material costs and selective sellingepiicreases.
»  Operating income margins were negatively impacte@.8 percentage points due to the $42 million
restructuring charge, plus an additional 0.3 pasgpoints penalty due to the Membrana acquisition

Safety and Graphics Business (19.5% of consolidagates):

2016 2015 2014
Sales (millions) $ 5881 $ 5736 $ 5,994
Sales change analysis:
Organic local-currency 2.1% 1.8%
Acquisitions 3.9 2.5
Divestitures (1.8 (0.4
Translation (1.7 (8.2)
Total sales change 2.5% (4.3%
Operating income (millions) $ 1423 $ 1,332 $ 1,342
Percent change 6.8% (0.7%
Percent of sales 24.2% 23.2% 22.4%

The Safety and Graphics segment serves a broad odmgarkets that increase the safety, securitypaoductivity of
people, facilities and systems. Major product affgs include personal protection products, suctesgiratory, hearing,
eye and fall protection equipment; traffic safetyl @ecurity products, including border and civiiggty solutions;
commercial solutions, including commercial graplsheeting and systems, architectural design sokifior surfaces,
window films, and cleaning and protection proddotscommercial establishments; and roofing grantdesasphalt
shingles.
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Year 2016 results:

Sales in Safety and Graphics totaled $5.9 billanincrease of 2.5 percent in U.S. dollars. Orgboaal-currency sales
increased 2.1 percent, and foreign currency trioslaeduced sales by 1.7 percent. Acquisitionseddi9 percent,
while divestitures reduced sales by 1.8 percent.

On an organic local-currency sales basis:
» Sales growth was led by roofing granules, which &aadnsistently strong year.
* Commercial solutions and personal safety also stigwsitive growth.
» Sales declined in traffic safety and security.
» Sales increased 4 percent in Latin America/Canagarcent in the United States and 1 percent ia Rsicific,
while sales in EMEA were flat.

Acquisitions and divestitures (also discussed iteNR):
* Acquisition sales growth reflects the acquisitidrCapital Safety in August 2015. Capital Safetg ieading
global provider of fall protection equipment.
* Inthe fourth quarter of 2015, 3M divested its fise plate converting business in France and sutzdtaiall of
its library systems business. In the first quanfe2016, 3M divested the remainder of the libraygtems
business.

Operating income:
» Operating income totaled $1.4 billion, up 6.8 petce
e Operating income margins were 24.2 percent of satgspared to 23.2 percent in 2015, benefiting frogher
selling prices and lower raw material costs, pislpctivity benefits related to fourth quarter 2015
restructuring actions.
» Operating income margins were negatively impactechargin dilution related to the Capital Safety
acquisition, and divestiture impacts on margins.

Year 2015 results:

Sales in Safety and Graphics totaled $5.7 billdown 4.3 percent in U.S. dollars. Organic localrency sales
increased 1.8 percent, and foreign currency tréioslaeduced sales by 8.2 percent. Acquisitionseddl5 percent,
while divestitures reduced sales by 0.4 percent.

On an organic local-currency sales basis:

» Sales growth was led by roofing granules, comméescitions, and personal safety, while sales \ilaten
traffic safety and security.

» Sales increased 4 percent in Asia Pacific and @epeetin both the United States and EMEA. Salesinksd|1
percent in Latin America/Canada.

Acquisitions and divestitures:
* Acquisition sales growth reflects the acquisitigrCapital Safety in August 2015. Capital Safetg ieading
global provider of fall protection equipment.
* Inthe fourth quarter of 2015, 3M divested its fise plate converting business in France and sufzbaall of
its library systems business.

Operating income:
» Operating income in 2015 totaled $1.3 billion, dovd percent.
* Operating income margins were 23.2 percent of satgapared to 22.4 percent in 2014.
» Operating income margin improvements were drivehigper selling prices and lower raw material costs
along with productivity.
» Operating income margins penalty from acquisitimas partially offset by a benefit from divestituragich
resulted in a net margin penalty of 0.2 percentagets.
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Health Care Business (18.5% of consolidated sales):

2016 2015 2014
Sales (millions) $ 5566 $ 5449 $ 5,602
Sales change analysis:
Organic local-currency 3.6% 3.6%
Acquisitions 0.2 0.8
Translation 1.7 (7.1
Total sales change 2.1% (2.7)%
Operating income (millions) $ 1,763 $ 1,730 $ 1,731
Percent change 1.9% — %
Percent of sales 31.7% 31.7% 30.9%

The Health Care segment serves markets that inchadical clinics and hospitals, pharmaceuticalataleand
orthodontic practitioners, health information sysse and food manufacturing and testing. Produaissanvices
provided to these and other markets include medigdlsurgical supplies, skin health and infectimevpntion products,
inhalation and transdermal drug delivery systemal, @are solutions (dental and orthodontic produdisalth
information systems, and food safety products.

Year 2016 results:

Health Care sales totaled $5.6 billion, an increds1 percent in U.S. dollars. Organic local-eaey sales increased
3.6 percent, acquisitions added 0.2 percent, amdgio currency translation reduced sales by 1.Zquar

On an organic local-currency sales basis:
» Sales growth was broad-based across the entiréhtHeate portfolio, led by food safety, critical actoronic
care, and drug delivery systems.
» On a geographic basis, sales increased 8 percésiarPacific, 7 percent in Latin America/CanadpgeBcent
in the United States, and 1 percent in EMEA.
» In developing markets, Health Care organic locatency sales grew 7 percent.
« 3M continues to increase investments across thedsses to drive efficient growth into the future.

Acquisitions:
» Acquisition sales growth related to the March 2@liEchase of lvera Medical Corp, a manufacturereaitn
care products that disinfect and protect devicesl isr access into a patient’s bloodstream.

Operating income:
» Operating income increased 1.9 percent to $1.®bill
» Operating income margins were 31.7 percent for Bott6 and 2015.
e Acquisitions had a minimal impact on operating imgomargins.

Year 2015 results:

Health Care sales totaled $5.4 billion, a decre&ge7 percent in U.S. dollars. Organic local-coog sales increased
3.6 percent, acquisitions added 0.8 percent, amdgio currency translation reduced sales by 7.&quar

On an organic local-currency sales basis:
» Sales growth was broad-based across much of thighH&are portfolio, including food safety, health
information systems, critical and chronic care] ceae solutions, and infection prevention.
» Sales declined in drug delivery systems.
» On a geographic basis, sales increased 8 percéstarPacific, 6 percent in Latin America/Canadpefcent
in the United States, and 1 percent in EMEA.

38



» In developing markets, Health Care organic locatency sales grew 8 percent.

Acquisitions:
* Acquisition sales growth related to the March 2@lEchase of Ivera Medical Corp. Ivera is a manuifigetof
health care products that disinfect and protecicgswised for access into a patient’s bloodstream.
* In addition, Treo Solutions LLC, acquired in Apeid14, provided a year-on-year sales growth berngfio is a
provider of data analytics and business intelligetachealthcare payers and providers.

Operating income:
e Operating income was flat in dollars at $1.7 hiilio
* Operating income margins were 31.7 percent in 26d&pared to 30.9 percent in 2014, helped by partfo
management actions that contributed to higher mibdty and margins.
* Acquisition impacts reduced operating income mardin 0.2 percentage points.

Electronics and Energy Business (15.4% of consotethsales):

2016 2015 2014
Sales (millions) $ 4643 $ 5,069 $ 5,389
Sales change analysis:
Organic local-currency (7.8% (1.2%
Divestitures — (0.8)
Translation (0.6) (3.9
Total sales change (8.4% (5.9)%
Operating income (millions) $ 1,041 $ 1,083 $ 1,077
Percent change (3.9% 0.5%
Percent of sales 22.4% 21.4% 20.0%

The Electronics and Energy segment serves custamelsctronics and energy markets, including sohg that
improve the dependability, cost-effectiveness, p@dormance of electronic devices; electrical patsuincluding
infrastructure protection; telecommunications nekspand power generation and distribution. Thignsent's
electronics solutions include optical film solutsfor the electronic display industry; high-perfamase fluids and
abrasives; high-temperature and display tapespfexircuits, which use electronic packaging amteficonnection
technology; and touch systems products. This setisnemergy solutions include pressure sensitivegagnd resins;
electrical insulation; infrastructure products thetvide both protection and detection solutiongj@e array of fiber-
optic and copper-based telecommunications systentsrenewable energy component solutions for thee aad wind
power industries.

The display materials and systems business profildesthat serve numerous market segments ofldatrenic
display industry. 3M provides distinct products fime market segments, including products for: ©0.computer
monitors 2) LCD televisions 3) handheld deviceshsag cellular phones and tablets 4) notebook PE$§pautomotive
displays. The display materials and systems busiimetudes a number of different products thatpaoeected by
various patents and groups of patents. These patentide varying levels of exclusivity to 3M fomamber of such
products. As some of 3M’s multi-layer optical filpatents expired at the end of 2013 and will expirer several years
thereafter, 3M is seeing more competition in thereelucts. 3M continues to innovate in the areaptical films and
files patents on its new technology and produd#s®roprietary manufacturing technology and knoawhalso
provide a competitive advantage to 3M independéits patents.

Year 2016 results:

Electronics and Energy sales totaled $4.6 billdown 8.4 percent in U.S. dollars. Organic localkency sales declined
7.8 percent, and foreign currency translation redusales by 0.6 percent.
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Total sales within the electronics-related and gneelated businesses decreased 10 percent andehpaespectively.

On an organic local-currency sales basis:

» Sales decreased 10 percent in 3M’s electronicseklausinesses, with declines in both electronaterals
solutions and display materials and systems. 3Miwoes to be impacted by weak end market demarassacr
most consumer electronic applications.

» Sales decreased approximately 3 percent in 3M'gggrelated businesses, with an increase in
telecommunications more than offset by a declingléctrical markets. 3M exited its backsheet bissirie
December 2015, which contributed to the reductioanergy-related sales.

e On a geographic basis, sales declined 1 perc&iBA, and declined 2 percent in both the Unitededtand
Latin America/Canada. Sales declined 11 perceAsia Pacific, where 3M’s electronics business is

concentrated.
Divestitures:
* In December 2016, as discussed in Note 2, 3M $adissets of its cathode battery technology oating
business.

Operating income:
» Operating income decreased 3.9 percent to $1i6rhbill
» Operating income margins were 22.4 percent compar2d.4 percent in 2015, as divestiture gains and
productivity benefits from past portfolio and restiuring actions benefited results.
» Expenses related to portfolio management actio2916, in addition to lower organic volume, reduced
operating income margins.

Year 2015 results:

Electronics and Energy sales totaled $5.1 billdown 5.9 percent in U.S. dollars. Organic localrency sales declined
1.2 percent, divestitures reduced sales by 0.8pérand foreign currency translation reduced da€3.9 percent.

Total sales within the electronics-related and gpeelated businesses decreased 4 percent andénpaespectively.

On an organic local-currency sales basis:
» Sales decreased 1 percent in 3M'’s electronicseetlatisinesses, with growth in electronics matesalstions
more than offset by a decline in display matergald systems, as 3M experienced softer conditiotteein
electronics markets.

» Sales decreased approximately 2 percent in 3M'gggrelated businesses, as both electrical madads
telecommunication declined.

* On a geographic basis, sales increased 1 percentrape, were flat in the United States, and dedli2
percent in Asia Pacific and 3 percent in Latin Ain&fCanada.

Divestitures:
» 3M completed the sale of its static control bussneslanuary 2015.

Operating income:
e Operating income increased 0.5 percent to $1.ibbilh 2015.
e Operating income margins were 21.4 percent compar20.0 percent in 2014, helped by prior yearfpbot
management actions that are contributing to higheductivity.
» Portfolio management actions in 2015 related teweble energy, plus fourth quarter 2015 restrucguri
charges, which combined reduced operating inconrgimsaby 0.8 percentage points.
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Consumer Business (14.9% of consolidated sales):

2016 2015 2014
Sales (millions) $ 4,484 $ 4,429 $ 4,533
Sales change analysis:
Organic local-currency 1.8% 3.3%
Divestitures — —
Translation (0.6) (5.6,
Total sales change 1.2% (2.3)%
Operating income (millions) $ 1,065 $ 1,048 $ 997
Percent change 1.6% 5.1%
Percent of sales 23.7% 23.7% 22.0%

The Consumer segment serves markets that inclugrioeer retail, office retail, office business tsimess, home
improvement, drug and pharmacy retail, and othekets. Products in this segment include office $yippoducts,
stationery products, home improvement productsittgourself), home care products, protective matgsroducts,
certain consumer retail personal safety producid,cansumer health care products.

Year 2016 results:

Consumer sales totaled $4.5 billion, up 1.2 peroebkS. dollars. Organic local-currency sales éased 1.8 percent,
and foreign currency translation reduced sales.6y6ércent.

On an organic local-currency sales basis:
e Sales growth was led by home improvement, in aaltlito consumer health care.
» On a geographic basis, sales increased 6 percésidrPacific, and 2 percent in the United Statese flat in
Latin America/Canada, and declined 6 percent in BME

Operating income:
* Operating income was $1.1 billion, up 1.6 percemtnf2015.
e Operating income margins were 23.7 percent in BO&t6 and 2015, benefiting from ongoing productivity
efforts.

Year 2015 results:

Consumer sales totaled $4.4 billion, down 2.3 pargeU.S. dollars. Organic local-currency salegéased 3.3 percent,
and foreign currency translation reduced sales.6y8&rcent.

On an organic local-currency sales basis:
» Sales growth was led by home improvement, statioared office supplies, and home care. 3M also ploste
positive growth in its consumer health care busines
» On a geographic basis, organic local-currency sat@sased 5 percent in the United States and@&pemn
Asia Pacific, while sales in both EMEA and Latin Arica/Canada were flat.
* In developing markets, sales growth was 3 percent.

Operating income:
» Consumer operating income was $1.0 billion, uppercent from 2014.
» Operating income margins were 23.7 percent, up 28rQ percent in 2014.
» The combination of strong organic growth and praigitg continued to drive efficiencies across thissiness.
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PERFORMANCE BY GEOGRAPHIC AREA

While 3M manages its businesses globally and bediéts business segment results are the most ntlmeasure of
performance, the Company also utilizes geograpieia data as a secondary performance measure. Egbestare
generally reported within the geographic area wiigedinal sales to 3M customers are made. A ponicthe products
or components sold by 3M’s operations to its cusianare exported by these customers to differergrgphic areas.
As customers move their operations from one gedtcagrea to another, 3M’s results will follow. Thuet sales in a
particular geographic area are not indicative af-eser consumption in that geographic area. Fiahntfiormation
related to 3M operations in various geographic aig@rovided in Note 17.

A summary of key information and discussion relate8M'’s geographic areas follow:

2016
Europe, Latin
United Asia Middle East ~ America/ Other
States Pacific & Africa Canada Unallocated Worldwide
Nel sales (millions) $12,188 $8847 $ 6,163 $2901 $ 10 $ 30,109
% of worldwide sales 40.5% 29.4% 20.5% 9.6% — 100.0%
Components of net sales change:
Volume — organic 0.7% (2.5 (0.6%% (2.4)% — (0.8)%
Price (0.2 (0.3 1.0 6.1 — 0.7
Organic local-currency sales 0.5 (2.8) 0.4 3.7 — (0.1)
Acquisitions 1.3 0.7 1.7 1.3 — 1.2
Divestitures (0.6) (0.2) (0.7) (0.3) — (0.4)
Translation — 0.2 (2.5 (7.4 — (1.2
Total sales change 1.2% (2.1%% (1.1%6 (2.7% — (0.5)%
Operating income (millions) $ 2948 $2560 $ 1046 $ 705 $ (36) $ 7,223
Percent change 11.4% (0.8% 2.8% (0.2% — 4.0%

For total year 2016, as shown in the precedingtakbridwide sales declined 0.5 percent, with oigaalume
decreases of 0.8 percent and selling price incseas@.7 percent. Acquisitions added 1.2 percehtlendivestitures
reduced sales by 0.4 percent. Foreign currencglaaon reduced sales by 1.2 percent. Organic{ogakncy sales
increased 3.7 percent in Latin America/Canadap@rbent in the United States, 0.4 percent in EM&#] decreased
2.8 percent in Asia Pacific. For 2016, internatlanzerations represented 59.5 percent of 3M’s sales

2015
Europe, Latin
United Asia Middle East  America/ Other
States Pacific & Africa Canada  Unallocated Worldwide
Net sdes (millions) $12,049 $9,041 $ 6,228 $2,982 $ (26) $30,274
% of worldwide sales 39.8% 29.9% 20.5% 9.8% — 100.0%
Components of net sales change:
Volume — organic 1.7% 0.9% (1.0p6 (3.1)% — 0.2%
Price 0.4 — 1.8 4.6 — 1.1
Organic local-currency sales 2.1 0.9 0.8 15 — 1.3
Acquisitions 1.2 0.4 0.7 0.7 — 0.8
Divestitures (0.4) (0.2) (0.2) (0.2) — (0.2)
Translation — (5.2 (14.9 (16.9 — (6.8
Total sales change 2.9% (4.0¥6 (13.5% (14.9)% — (4.9)%
Operating income (millions) $2,647 $2580 $ 1017 $ 706 $ (4) $ 6,946
Percent change 4.2% 3.8% (175% (18.5% — (2.6%
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For total year 2015, as shown in the precedingtaales declined 4.9 percent, with organic volimaeeases of 0.2
percent and selling price increases of 1.1 peréaguisitions added 0.8 percent, while divestitieduced sales by 0.2
percent. Foreign currency translation reduced $ale&8 percent. Organic local-currency sales meed 2.1 percent in
the United States, 1.5 percent in Latin Americaézin 0.9 percent in Asia Pacific, and 0.8 perae BMEA. For 2015,
international operations represented 60.2 perde3itis sales.

Geographic Area Supplemental Information

Property, Plant and
Equipment - net

Employees as of December 31, Capital Spending as of December 31,
(Millions, except Employees) 2016 2015 2014 2016 2015 2014 2016 2015
United States 35,748 35973 35581 $ 834 $ 936 $ 909 $4,914 $4,838
Asia Pacific 18,124 17,642 17,854 228 172 184 1,573 1,647
Europe, Middle East and Africa 20,203 20,563 20,506 294 249 288 1,512 1,531
Latin America and Canada 17,509 15,268 15,859 64 104 112 517 499
Total Company 91,584 89,446 89,800 $1,420 $1,461 $1,493 $8,516 $ 8,515

Employment:

Employment increased by 2,138 positions in 2016dewteased by 354 positions in 2015. The primartofahat
decreased employment in 2015 related to fourthtqua015 restructuring actions that impacted appmately 1,700
positions worldwide. The 2015 acquisitions of Ivétadical Corp., Membrana, and Capital Safety Gr8up.R.L.
increased 2015 headcount by approximately 2,000i@os.

Capital Spending/Net Property, Plant and Equipment:

Investments in property, plant and equipment engleith across many diverse markets, helping tot ipeeluct
demand and increasing manufacturing efficiency. Sbéipital spending by geography has been led bytited States
(59% of spending in 2016), followed by Europe, Maliast and Africa, Asia Pacific, and Latin Amefi¢anada. 3M is
continuing to increase its manufacturing and smgrciapability, particularly in developing economigsorder to more
closely align its product capability with its salasmajor geographic areas. 3M will continue to makvestments in
critical developing markets, such as Brazil, ChiMaxico, Panama, Poland, Southeast Asia, and Tufkapital
spending is discussed in more detail later in MDifiAhe section entitled “Cash Flows from Investigfivities.”

CRITICAL ACCOUNTING ESTIMATES

Information regarding significant accounting padgiis included in Note 1. As stated in Note 1,greparation of
financial statements requires management to makaatss and assumptions that affect the reportezata of assets,
liabilities, revenue and expenses, and relatedadisee of contingent assets and liabilities. Mamagat bases its
estimates on historical experience and on varisgaraptions that are believed to be reasonable wheler
circumstances, the results of which form the bfasisnaking judgments about the carrying valuesssess and
liabilities that are not readily apparent from atheurces. Actual results may differ from theséneestes.

The Company believes its most critical accountistingates relate to legal proceedings, the Compa®ssion and
postretirement obligations, asset impairments andme taxes. Senior management has discussedvblepiment,
selection and disclosure of its critical account@sgimates with the Audit Committee of 3M’s Boafddarectors.
Legal Proceedings:

The categories of claims for which the Companyépsobable and estimable liability, the amount®fiability

accruals, and the estimates of its related inseraexeivables are critical accounting estimatesedito legal
proceedings. Please refer to the section entiffedcess for Disclosure and Recording of Liabilia@sl Insurance
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Receivables Related to Legal Proceedings” (condaiiméLegal Proceedings” in Note 14) for additiofaflormation
about such estimates.

Pension and Postretirement Obligations:

3M has various company-sponsored retirement plawsring substantially all U.S. employees and manpleyees
outside the United States. The primary U.S. definedefit pension plan was closed to new participaffective
January 1, 2009. The Company accounts for its ddfivenefit pension and postretirement health aaddife insurance
benefit plans in accordance with Accounting Staddaodification (ASC) 715Compensation — Retirement Benefits
measuring plan assets and benefit obligations mdétermining the amount of net periodic benefi#tcASC 715
requires employers to recognize the underfundexverfunded status of a defined benefit pensionostrptirement plan
as an asset or liability in its statement of finahposition and recognize changes in the fundetlistin the year in
which the changes occur through accumulated ottrapeehensive income, which is a component of stoiclkdns’
equity. While the company believes the valuatiorthods used to determine the fair value of plantasse appropriate
and consistent with other market participants,ube of different methodologies or assumptions terdgine the fair
value of certain financial instruments could resuld different estimate of fair value at the reapuwy date. See Note 11
for additional discussion of actuarial assumptiossd in determining defined benefit pension andrptisement health
care liabilities and expenses.

Pension benefits associated with these plans aergéy based primarily on each participant’s yesrservice,
compensation, and age at retirement or terminaliba.benefit obligation represents the presentevafutthe benefits
that employees are entitled to in the future fovises already rendered as of the measurementa¢eCompany
measures the present value of these future bebgfipsojecting benefit payment cash flows for eaghre period and
discounting these cash flows back to the Decemben@asurement date, using the yields of a portfaflisigh quality,
fixed-income debt instruments that would producghddows sufficient in timing and amount to setil®jected future
benefits. Historically, the single aggregated distaate used for each plan’s benefit obligatiors wkso used for the
calculation of all net periodic benefit costs, udihg the measurement of the service and inteosss cBeginning in
2016, 3M changed the method used to estimate thies@nd interest cost components of the net gerijpension and
other postretirement benefit costs. The new methedsures service cost and interest cost sepateialy the spot
yield curve approach applied to each correspondiiiigation. Service costs are determined basecucatidn-specific
spot rates applied to the service cost cash flds.interest cost calculation is determined by yipglduration-specific
spot rates to the year-by-year projected benefitgants. The spot yield curve approach does nottate
measurement of the total benefit obligations acti@ge in service and interest costs offset irattearial gains and
losses recorded in other comprehensive income Cbhimepany changed to the new method to provide a precse
measure of service and interest costs by improtriagorrelation between the projected benefit iasts and the
discrete spot yield curve rates. The Company adeduior this change as a change in estimate progplcbeginning
in the first quarter of 2016.

Using this methodology, the Company determinedadietrates for its plans as follow:

International
Pension u.s.
U.S. Qualified (weighted Postretirement
Pension average) Medical

December 31, 2016 Liability:

Benefit obligation 4.21% 2.54% 4.08%
2017 Net Periodic Benefit Cost Components:

Service cost 4.44% 2.32% 4.37%

Interest cost 3.62% 2.25% 3.41%

Another significant element in determining the Camp's pension expense in accordance with ASC 71lteigxpected
return on plan assets, which is based on historésallts for similar allocations among asset cksSer the primary
U.S. qualified pension plan, the expected long-teate of return on an annualized basis for 2017745%, 0.25% lower
than 2016. Refer to Note 11 for information on hibe 2016 rate was determined. Return on assetmpsisas for
international pension and other post-retirementbeplans are calculated on a plan-by-plan basiisguplan asset
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allocations and expected long-term rate of retgsumptions. The weighted average expected retuthdo
international pension plan is 5.16% for 2017, coragdo 5.77% for 2016.

For the year ended December 31, 2016, the Comaognized total consolidated defined benefit prepnsion and
postretirement expense (after settlements, curtaiten special termination benefits and other) &1$iillion, down
from $556 million in 2015. Defined benefit pensiamd postretirement expense (before settlementsilcnents, special
termination benefits and other) is anticipatediréase to approximately $325 million in 2017, rsreéase of $74
million compared to 2016.

The table below summarizes the impact on 2017 peresipense for the U.S. and international pensiamspof a 0.25
percentage point increase/decrease in the explectgderm rate of return on plan assets and disc@ia assumptions
used to measure plan liabilities and 2016 net garibenefit cost. The table assumes all other facoe held constant,
including the slope of the discount rate yield agv

Increase (Decrease) in Net Periodic Benefit Cost

Discount Rate Expected Return on Assets
(Millions) -0.25% +0.25% -0.25% +0.25%
U.S. pension plans $ 31 $ (28) $ 36 $ (36)
International pension plans 23 (29) 14 (24)

Asset Impairments:

As of December 31, 2016, net property, plant andpement totaled $8.5 billion and net identifialbitaingible assets
totaled $2.3 billion. Management makes estimatesassumptions in preparing the consolidated fire mtatements for
which actual results will emerge over long periofiime. This includes the recoverability of loriged assets
employed in the business, including assets of aequiusinesses. These estimates and assumptiocissetly
monitored by management and periodically adjusgeciraumstances warrant. For instance, expected igss may be
shortened or an impairment recorded based on aetiarthe expected use of the asset or performairite related
asset group.

Of the $2.3 billion in net identifiable intangibdessets, $0.6 billion relates to indefinite-liveadenames, primarily
Capital Safety, whose tradenames ($520 milliorcgtissition date) have been in existence for oveyésdys (refer to
Note 2 for more detail). The primary valuation teicjue used in estimating the fair value of indeérdived intangible
assets (tradenames) is a discounted cash flow agipr8pecifically, a relief of royalty rate is ajgpl to estimated sales,
with the resulting amounts then discounted usinggpropriate market/technology discount rate. Btiefrof royalty
rate is the estimated royalty rate a market pasiti would pay to acquire the right to market/psdthe product. If the
resulting discounted cash flows are less than tlok value of the indefinite lived intangible assetpairment exists,
and the asset value must be written down. Basechpairment testing in the third quarter of 2016,impairment was
indicated. The discounted cash flows related tadhpital Safety tradename exceeded its book vatuadre than 10
percent.

3M goodwill totaled approximately $9.2 billion ak@ecember 31, 2016. 3M’s annual goodwill impairtsting is
performed in the fourth quarter of each year. Impant testing for goodwill is done at a reportingtdevel, with all
goodwill assigned to a reporting unit. Reportingtsiare one level below the business segment Ibuélgan be
combined when reporting units within the same sedrhave similar economic characteristics. At 3Mharing units
correspond to a division. 3M did not combine anyt®feporting units for impairment testing.

An impairment loss generally would be recognize@mthe carrying amount of the reporting unit's astets exceeds
the estimated fair value of the reporting unit. Bisimated fair value of a reporting unit is detieied using earnings for
the reporting unit multiplied by a price/earningi@ for comparable industry groups, or by usirdiszounted cash flow
analysis. 3M typically uses the price/earningrapproach for stable and growing businesses that & long history
and track record of generating positive operatimmpime and cash flows. 3M uses the discounted tashapproach for
start-up, loss position and declining businesseaddition to businesses where the price/earnitis valuation method
indicates additional review is warranted. 3M alsesudiscounted cash flow as an additional todbfminesses that may
be growing at a slower rate than planned due to@oa or other conditions.
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As described in Note 16, effective in the first gaaof 2017, 3M made business segment reportiag@és. For any
product moves that resulted in reporting unit clesnghe Company applied the relative fair valuehoeto determine
the impact on goodwill of the associated reportings. During the first quarter of 2017, the Compaompleted its
assessment of any potential goodwill impairmentégorting units impacted by this new structure determined that
no impairment existed. The discussion that folloglates to the separate fourth quarter 2016 anmysirment test and
is in the context of the reporting unit structunattexisted at that time.

As of October 1, 2016, 3M had 26 primary reportimits, with ten reporting units accounting for appmately 86
percent of the goodwill. These ten reporting uniése comprised of the following divisions: Advandddterials,
Communication Markets, Display Materials and Systelrealth Information Systems, Industrial Adhesiaed

Tapes, Infection Prevention, Oral Care SolutiomgsBnal Safety (which includes the Capital Safetyussition),
Separation and Purification (which includes the Meana acquisition), and Traffic Safety and Secufitye estimated
fair values for these reporting units were in esogfscarrying value by approximately 35 percentmaoire, except for one
reporting unit with approximately $250 million obgdwill, where the fair value exceeded the carryiatye by
approximately 30 percent. 3M’s market value at Hogitember 31, 2016, and September 30, 2016, walicatly in
excess of its shareholders’ equity of approxima$dl billion and $12 billion, at December 31, 2@l September 30,
2016, respectively.

In 2016, 3M primarily used an industry price-eagimatio approach, but also used a discountedftmagt approach

for certain reporting units, to determine fair \v@duWhere applicable, 3M used a weighted-averag®dited cash flow
analysis for certain divisions, using projectedhcéews that were weighted based on different sgtesvth and terminal
value assumptions, among other factors. The weightias based on management’s estimates of thébloel of each
scenario occurring.

3M is an integrated materials enterprise, thus ntdr8M’s businesses could not easily be sold oraadsalone basis.
3M'’s focus on research and development has resmitagbortion of 3M’s value being comprised of imtally
developed businesses that have no goodwill asedcwith them. Based on the annual test in the foguiarter of 2016,
no goodwill impairment was indicated for any of tegorting units.

Factors which could result in future impairmentrgjes include, among others, changes in worldwida@aic
conditions, changes in competitive conditions amst@mer preferences, and fluctuations in foreigmency exchange
rates. These risk factors are discussed in IltenfR&sk Factors,” of this document. In addition, digas in the weighted
average cost of capital could also impact impaitnbesting results. As indicated above, during thst uarter of 2017,
the Company completed its assessment of any pakgatbdwill impairment for reporting units impactley changes
between reporting units and determined that no imyent existed. Long-lived assets with a definite are reviewed
for impairment whenever events or changes in cistantes indicate that the carrying amount of aetdasset group)
may not be recoverable. If future non-cash assgaiment charges are taken, 3M would expect thgtaportion of
the long-lived assets or goodwill would be impairgill will continue to monitor its reporting uniteé asset groups in
2017 for any triggering events or other indicatmirgnpairment.

Income Taxes:

The extent of 3M’s operations involves dealing wititertainties and judgments in the applicationarfiplex tax
regulations in a multitude of jurisdictions. Thadl taxes paid are dependent upon many factoisidimg) negotiations
with taxing authorities in various jurisdictionsdaresolution of disputes arising from federal, estaind international tax
audits. The Company recognizes potential liabdia@d records tax liabilities for anticipated taxliaissues in the
United States and other tax jurisdictions basedsoestimate of whether, and the extent to whiclditional taxes will
be due. The Company follows guidance provided b€ A80,Income Taxgegegarding uncertainty in income taxes, to
record these liabilities (refer to Note 8 for aduial information). The Company adjusts these resein light of
changing facts and circumstances; however, duseteamplexity of some of these uncertainties, thimate resolution
may result in a payment that is materially différisam the Company’s current estimate of the takilities. If the
Company’s estimate of tax liabilities proves tolées than the ultimate assessment, an additioaafjetto expense
would result. If payment of these amounts ultimafebves to be less than the recorded amountsetigesal of the
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liabilities would result in tax benefits being regized in the period when the Company determinedidbilities are no
longer necessary.

NEW ACCOUNTING PRONOUNCEMENTS
Information regarding new accounting pronouncemanitscluded in Note 1 to the Consolidated FinanStatements.

In March 2016, the FASB issued ASU No. 2016409rovements to Employee Share-Based Payment Attgun
which modifies certain accounting aspects for stased payments to employees including, among etkerents, the
accounting for income taxes and forfeitures, as agtlassifications in the statement of cash floWwse Company early
adopted ASU No. 2016-09 as of January 1, 2016 peatvely beginning January 1, 2016, excess tax
benefits/deficiencies have been reflected as indambenefit/expense in the statement of incomeltiag in a $184
million tax benefit for 2016. 3M typically experiess the largest volume of stock option exercisésrastricted stock
unit vestings in the first quarter of its fiscabyeRefer to Note 1 for additional detail.

FINANCIAL CONDITION AND LIQUIDITY

3M continues its transition to a better-optimizegbital structure and is adding leverage at a medsuece. The strength
and stability of 3M's business model and strong r@sh flow capability, together with proven cdpitarkets access,
enable the Company to implement this strategy.dting in 3M’s businesses to drive organic growtmaés the first
priority for capital deployment, including reseaianid development, capital expenditures, and comalization
capability. Investment in organic growth will bepplemented by complementary acquisitions. 3M wWilbacontinue to
return cash to shareholders through dividends hacksepurchases. Sources for cash availabilittyarinited States,
such as ongoing cash flow from operations and adoesapital markets, have historically been sigfficto fund
dividend payments to shareholders and share repseshas well as funding U.S. acquisitions andr dtives as
needed. For those international earnings considerbd reinvested indefinitely, the Company curdseh&s no plans or
intentions to repatriate these funds for U.S. ojp@ma. However, if these international funds aredesl for operations in
the U.S., 3M would be required to accrue and p&y. thxes to repatriate them. See Note 8 for fuiitifermation on
earnings considered to be reinvested indefinitely.

3M’s primary short-term liquidity needs are metihgh cash on hand and U.S. commercial paper issaa8i
believes it will have continuous access to the centcial paper market. 3M’s commercial paper progpammits the
Company to have a maximum of $5 billion outstandiitdy a maximum maturity of 397 days from datessfuance.
Effective July 15, 2016, this program was increaseal maximum of $5 billion outstanding from a pogis program
size of $3 billion.

Total Debt:

The strength of 3M’s capital structure and sigifitongoing cash flows provide 3M proven accessapital markets.
Additionally, the Company’s maturity profile is g@ered to help ensure refinancing needs in anyngrear are
reasonable in proportion to the total portfolio. 8itrently has an AA- credit rating with a stablelook from
Standard & Poor’s and has an Al credit rating wigtable outlook from Moody'’s Investors Service.

The Company has a “well-known seasoned issuer” (WKIgIf registration statement, effective May 2614, which
registers an indeterminate amount of debt and ygetiturities for future sales. In May 2016, in ogction with the
WKSI shelf, 3M entered into an amended and restdistdbution agreement relating to the future &se and sale
(from time to time) of the Company’s medium-terntesprogram (Series F), up to the aggregate pahaimount of
$18 billion, which was an increase from the presiaggregate principal amount up to $9 billion & same Series.

The Company’s total debt was $853 million highebatember 31, 2016 when compared to December 35, 2dth
the increase primarily due to May 2016 and Septer2b#6 debt issuances, partially offset by the &aper 2016
repayment of $1 billion aggregate principal amoafinedium-term notes. In May 2016, 3M issued 500ioni Euro
aggregate principal amount of 5.75-year fixed ragglium-term notes due February 2022 with a couptenaf 0.375%
and 500 million Euro aggregate principal amournt®fyear fixed rate medium-term notes due 2031 witloupon rate
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of 1.50%. In September 2016, 3M issued $600 miliggregate principal amount of five-year fixed naedium-term
notes due 2021 with a coupon rate of 1.625%, $68@maggregate principal amount of 10-year fixate medium-
term notes due 2026 with a coupon rate of 2.2508 %00 million aggregate principal amount of 3@+ykxed rate
medium-term notes due 2046 with a coupon rateX#3%. All of these 2016 issuances were under trdiumeterm
notes program (Series F). As of December 31, 2B6total amount of debt issued as part of the omederm notes
program (Series F), inclusive of debt issued in12@D12, 2014, 2015 and the 2016 debt referencedeals
approximately $11.1 billion (utilizing the foreigsxchange rates applicable at the time of issuaorcéné Euro
denominated debt). Information with respect to legn debt issuances and maturities for the pefjoesented is
included in Note 10.

In March 2016, 3M amended and restated its exighg5 billion five-year revolving credit facilitgxpiring in August
2019 to a $3.75 billion five-year revolving crefiitility expiring in March 2021. This credit agreem includes a
provision under which 3M may request an increasgpab $1.25 billion (at lenders’ discretion), lging the total
facility up to $5.0 billion. This revolving credicility is undrawn at December 31, 2016. Under&8er5 billion credit
agreement, the Company is required to maintaiBB8 DA to Interest Ratio as of the end of eachdlgquarter at not
less than 3.0 to 1. This is calculated (as defingbe agreement) as the ratio of consolidated EBATDA for the four
consecutive quarters then ended to total intesgetrese on all funded debt for the same period. étdinber 31, 2016,
this ratio was approximately 44 to 1. Debt covegaltt not restrict the payment of dividends. Apartrf the committed
facilities, an additional $291 million in stand-aletters of credit and bank guarantees wereisdsed and
outstanding at December 31, 2016. These instrunagatstilized in connection with normal businestvites.

Cash, Cash Equivalents and Marketable Securities:

At December 31, 2016, 3M had $2.7 billion of casish equivalents and marketable securities, ofiwégiproximately
$2.35 hillion was held by the Company’s foreignsidiaries and approximately $350 million was hejdte United
States. These balances are invested in bank institsrand other high-quality fixed income securitisDecember 31,
2015, cash, cash equivalents and marketable sesunild by the Company'’s foreign subsidiaries laythe United
States totaled approximately $1.7 billion and $&0lion, respectively. Specifics concerning marke¢asecurities
investments are provided in Note 9.

Net Debt (non-GAAP measure):

Net debt is not defined under U.S. GAAP and maybeotomputed the same as similarly titled measused by other
companies. The Company defines net debt as toballess the total of cash, cash equivalents angiciand long-term
marketable securities. 3M believes net debt is ingdul to investors as 3M considers net debt asddmponents to be
important indicators of liquidity and financial ptien. The following table provides net debt adDafcember 31, 2016
and 2015.

At December 31

(Millions) 2016 2015

Total Debt $ 11,650 $ 10,797

Less: Cash and cash equivalents and marketabletgscu 2,695 1,925
Net Debt (non-GAAP measure) $ 8,955 $ 8,872

In 2016, net debt rose by $83 million to a net delance of $9.0 billion (as of December 31, 2026)3M progressed
on its capital structure strategy. Debt levels wagher due to 2016 issuances, with this increastafly offset by the
September 2016 repayment of $1 billion aggregateipal amount of medium-term notes. Cash and egslivalents
and marketable securities were higher in both tt& Bind internationally.

Balance Sheet:
3M’s strong balance sheet and liquidity provide @@mpany with significant flexibility to take adviage of numerous

opportunities going forward. The Company will cong to invest in its operations to drive growtltluding continual
review of acquisition opportunities.
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Various assets and liabilities, including cash simart-term debt, can fluctuate significantly fromamth to month
depending on short-term liquidity needs. Workingita is not defined under U.S. generally accegtecbunting
principles and may not be computed the same atasiyniitted measures used by other companies.ddm@pany
defines working capital as current assets minueatitiabilities. Working capital totaled $5.507lioin at December 31,
2016, compared with $3.868 billion at DecemberZ11,5, an increase of $1.639 billion. Current abaénce changes
increased working capital by $740 million, largelye to higher cash, cash equivalents, and marlesaiolurities
balances. Current liability balance changes ina@asorking capital by $899 million, driven by lowsnort-term debt
balances. 3M believes working capital is meaningdlihvestors as a measure of operational effigiemzd short-term
financial health.

Accounts receivable turns and inventory turns atedefined under U.S. generally accepted accoumtimgiples and
may not be computed the same as similarly titledsuees used by other companies. 3M defines accoadi/able
turns as quarterly net sales multiplied by 4 diditey ending accounts receivable — net, and defimestory turns as
quarterly manufacturing cost multiplied by 4 dividiey ending inventory. 3M believes accounts redd&éurns is
meaningful to investors as a measure of how effibyghe Company manages credit and collects fitsmustomers.
For inventory turns calculation purposes, manuféiogucost is defined as cost of sales less freaglt engineering
costs. Freight and engineering cost totaled $1@@mfor the fourth quarter of 2016, and $159 roiti for the fourth
quarter of 2015. 3M believes inventory turns is megful to investors as a measure of how quickleimory is sold.

Accounts receivable increased $238 million, or agpnately 5.7%, compared with December 31, 201%jgiser
December 2016 sales compared to December 2015csaiguted to this increase. Accounts receivéalnes were
6.67 at December 31, 2016, compared to 7.03 atrbeee31, 2015. Inventories decreased $133 milbon,
approximately 3.8 percent, compared with DecembtieP815. Inventory turns were 4.20 at Decembe28Q6, up
from 4.13 at December 31, 2015. Accounts payaldeeased by $104 million compared with Decembe2815, as
changes in business activity impacted balances.
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Return on Invested Capital (non-GAAP measure):

Return on Invested Capital (ROIC) is not definedemU.S. generally accepted accounting principieerefore, ROIC
should not be considered a substitute for othersorea prepared in accordance with U.S. GAAP andnmoéajpe
comparable to similarly titted measures used bgwotdompanies. The Company defines ROIC as adjusteiticome
(net income including non-controlling interest pafter-tax interest expense) divided by averagested capital (equity
plus debt). Total equity has been immaterially sedifor prior periods as discussed in Note 1, 8Saarit Accounting
Policies,Basis of PresentatiorThe Company believes ROIC is meaningful to inmessas it focuses on shareholder
value creation. ROIC was 22.6 percent for 20167 p2rcent for 2015, and 22.3 percent for 2014. ddteulation is
provided in the below table.

Years ended December 31
(Millions) 2016 2015 2014

Return on Invested Capital (hon-GAAP measure)

Net income including nc-controlling interest 5,058 $ 4841 $ 4,998
Interest expense (after-tax) (1) 143 106 102
Adjusted net income (Return) 5201 $ 4947 $ 5,100

0524

0524

Average shareholders' equity (including non-colitrglinterest) (2) $ 11,316 $ 12,484 $ 16,000

Average short-term and long-term debt (3) 11,725 9,266 6,913
Average invested capital $ 23041 $ 21,750 $ 22,913
Return on invested capital (non-GAAP measure) 22.6% 22.7% 22.3%
(1) Effective income tax rate used for interestenge 28.3% 29.1% 28.9%

(2) Calculation of average equity (includes nontoglting interest)
Ending total equity as of:

March 31 $ 11,495 $ 13,673 $ 17,645
June 30 11,658 12,851 17,567
September 30 11,769 11,945 15,927
December 31 10,343 11,468 12,863
Average total equity $ 11,316 $ 12,484 $ 16,000

(3) Calculation of average debt
Ending short-term and long-term debt as of:

March 31 $ 11,139 $ 6,566 $ 6,560

June 30 11,749 8,484 6,956

September 30 12,361 11,216 7,323

December 31 11,650 10,797 6,811
Average short-term and long-term debt $ 11,725 $ 9,266 $ 6,913
Cash Flows:

Cash flows from operating, investing and financiogjvities are provided in the tables that folldadividual amounts
in the Consolidated Statement of Cash Flows exdideffects of acquisitions, divestitures and excje rate impacts
on cash and cash equivalents, which are preseapaglagely in the cash flows. Thus, the amountsepres in the
following operating, investing and financing acties tables reflect changes in balances from pedqeeriod adjusted
for these effects.
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Cash Flows from Operating Activities:

Years Ended December 31

(Millions) 2016 2015 2014
Net income including noncontrolling inter $ 5,058 $ 4841 $ 4,998
Depreciation and amortization 1,474 1,435 1,408
Company pension contributions (380 (264 (210
Company postretirement contributions 3) 3) (5)
Company pension expense 202 442 310
Company postretirement expense 49 114 81
Stock-based compensation expense 298 276 280
Income taxes (deferred and accrued income taxes) 108 (349) 60
Excess tax benefits from stock-based compensation — (154 (67
Accounts receivable (313) (58) (268)
Inventories 57 3 (113
Accounts payable 148 9 75
Other — net (36) 128 177
Net cash provided by operating activities $ 6,662 $ 6,420 $ 6,626

Cash flows from operating activities can fluctusitgnificantly from period to period, as pensiondimg decisions, tax
timing differences and other items can significaittipact cash flows.

In 2016, cash flows provided by operating actigtiecreased $242 million compared to the same géast year, with
this increase primarily due to lower year-on-yemstttaxes and higher net income. These items vegtialfy offset by
higher Company pension contributions. The combamadif accounts receivable, inventories and accquangable
increased working capital by $108 million in 20t6mpared to working capital increases of $46 miliio 2015.
Additional discussion on working capital changeprisvided earlier in the “Financial Condition anidjlidity” section.
Information concerning defined benefit pension podtretirement contributions and expense is pravideNote 11,
with additional discussion in the preceding Resoft®perations section. Other-net in the precethide reflects a
reduction in cash flows from operating activitipartially due to divestiture gains in 2016 (dis@ds Note 2), as cash
divestiture activity is presented as proceeds fsala of businesses within investing activities, sypérating activities.
Additional discussion on working capital changeprisvided earlier in the “Financial Condition anidjidity” section.

In 2015, cash flows provided by operating actigitilecreased $206 million compared to 2014. Operatsh flows
decreased due to $363 million in higher cash inctares when comparing 2015 to 2014, plus loweinuetme, which
was partially offset by lower year-on-year workicapital requirements. The combination of accoustgivable,
inventories and accounts payable increased wokdpial by $46 million in 2015, compared to incesasf $306
million in 2014, with the year-on-year improvemeelated to lower organic volume growth.
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Cash Flows from Investing Activities:

Years ended December 31

(Millions) 2016 2015 2014
Purchases of property, plant and equipment (PP&E) $ (1,420 $ (1,461 $ (1,493
Proceeds from sale of PP&E and other assets 58 33 135
Acquisitions, net of cash acquired (16, (2,914 (94)
Purchases and proceeds from maturities and sataddetable

securities and investments, net (163) 1,300 754
Proceeds from sale of businesses 142 123 —
Other investing activities (4) 102 102
Net casftused in investing activities $ (1,403 $ (2,817 $ (596

Investments in property, plant and equipment engldeith across many diverse markets, helping tat ipesluct
demand and increasing manufacturing efficiency.it@hgpending was $1.420 billion in 2016, $1.46lidn in 2015,
and $1.493 billion in 2014. The Company expects72dpital spending to be approximately $1.3 billior$1.5 billion
as 3M continues to invest in its businesses.

3M invests in renewable and maintenance prograrighwpertains to cost reduction, cycle time, maimiey and
renewing current capacity, eliminating pollutiondacompliance. Costs related to maintenance, argliregoairs, and
certain other items are expensed. 3M also invaggsawth, which adds to capacity, driven by newdoais, both
through expansion of current facilities and newlifées, plus research facilities. Finally, 3M alswests in other
initiatives, such as information technology (IT)dasorporate laboratory facilities.

In 2016, investments included new sites and bugisliin addition to continued expansion and sustaimrof current
and new facilities; specifically renewal projectsd at the 3M Center in St. Paul, Minnesota. Otharstments across
geographies included growth, productivity, and citgaas well as IT systems and infrastructuretipalarly the
ongoing multi-year phased implementation of an ERflem on a worldwide basis.

In 2015, investments included new sites and builsliinvestments in IT, continued expansion of qurfacilities and
new facilities, plus the sustainment of existinglfies, in addition to other initiatives. Spedcifinvestments in 2015
included a new state-of-the-art, four story, 400,8Quare foot research facility at 3M Center inR2iul, Minnesota. In
addition, 3M continued its investments it IT sysseamd infrastructure, particularly the ongoing rinyiar phased
implementation of an ERP system.

In 2014, investments in growth across geographiesidled production equipment, new sites and bugiglicapacity
investments, converting, and distribution, and otgrewth initiatives. Other investments includedyistems and
infrastructure, including an ongoing multi-year pbd implementation of an ERP system on a worldwaigs. In
addition, 3M began a multi-year program in the BdiStates to renew and upgrade laboratory fasiléie
administrative buildings.

Proceeds from sale of PP&E and other assets tod&l@anillion in 2016, $33 million in 2015, and $18fllion in 2014.
Apart from the normal periodic sales of PP&E, 2@igluded proceeds of $114 million related to thesaf real estate
and non-production equipment.

Refer to Note 2 for information on acquisitions alidestitures. The Company is actively consideadditional
acquisitions, investments and strategic allianaed,from time to time may also divest certain besses. Proceeds
from sale of businesses in 2016 related to thestiiuee of the assets of the pressurized polyuretti@am adhesives
business (formerly known as Polyfoam) within thdustrial business segment and the completion odlitresstiture of
the Library business within the Safety and Graphigsiness segment. In addition, in the fourth guaot 2016, 3M sold
the assets of its protective films business (Indhi$tand its cathode battery technology out-ligegdusiness
(Electronics and Energy).
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Purchases of marketable securities and investragigtproceeds from maturities and sale of marketsdaarities and
investments are primarily attributable to assetkbdcsecurities, certificates of deposit/time degsosiommercial paper,
and other securities, which are classified as allgtfor-sale. Net proceeds from maturities and ehmarketable
securities in 2015 were used to help fund the Aug045 acquisitions of Capital Safety and Membrdtefer to Note 9
for more details about 3M’s diversified marketaséeurities portfolio. Purchases of investmentsudeladditional
survivor benefit insurance, plus cost method andtginvestments.

Cash Flows from Financing Activities:

Years ended December 31

(Millions) 2016 2015 2014
Change in short-term debt — net $ (797, $ 860 $ 27
Repayment of debt (maturities greater than 90 days) (992) (800) (1,625)
Proceeds from debt (maturities greater than 90)days 2,832 3,422 2,608
Total cash change in debt $ 1,043 $ 3,482 $ 1,010
Purchases of treasury stock (3,753 (5,238 (5,652
Proceeds from issuances of treasury stock pursoatdck

option and benefit plans 804 635 968
Dividends paid to stockholders (2,678 (2,561 (2,216
Excess tax benefits from stock-based compensation — 154 167
Purchase of noncontrolling interest — — (861
Other — net (42) (120) (29)
Net cah used in financing activities $ (4,626 $ (3,648 $ (6,603

Total debt was $11.7 billion at December 31, 2CHIf).8 billion at December 31, 2015, and $6.8 bilka
December 31, 2014. Total debt was 53 percent af taipital (total capital is defined as debt plgseity) at year-end
2016, 48 percent at year-end 2015, and 35 pertgeaaend 2014.

2016 Debt Activity:

Total debt at December 31, 2016 increased $858milthen compared to year-end 2015, with the irsgqaimarily
due to May 2016 debt issuances (approximately Billién at issue date exchange rates) and Septegtiis debt
issuances of approximately $1.75 billion. This eéase was partially offset by the repayment of $iibhiaggregate
principal amount of medium-term notes due Septer@ib&6 along with the net impact of repayments asridwings by
international subsidiaries, primarily Japan andd€ofapproximately $0.8 million decrease), whicteftected in
“Change in short-term debt—net” in the precedirgdaForeign exchange rate changes also impactodédnces.

Proceeds from debt for 2016 primarily related ® tay 2016 issuance of 500 million Euros aggrepatecipal
amount of 5.75-year fixed rate medium-term notes lBebruary 2022, and 500 million Euros aggregdteipal
amount of 15-year fixed rate medium-term notes 2l along with the September 2016 issuances df $6llion
aggregate principal amount of five-year fixed naedium-term notes due 2021, $650 million aggrepsteipal
amount of 10-year fixed rate medium-term notes2d26, and $500 million aggregate principal amodr&year
fixed rate medium-term notes due 2046 (refer toeNdit for more detail).

2015 and 2014 Debt Activity:

In both 2015 and 2014, the change in short-ternt giefmarily related to bank borrowings by interioaal subsidiaries,
primarily Japan and Korea in 2015. In 2015, repaynoé debt primarily related to debt assumed (aaid pff) as part
of the Capital Safety acquisition (refer to Notel®)2014, repayment of debt primarily includesagment of a
Eurobond in July 2014 totaling 1.025 billion Eufapproximately $1.4 billion carrying value), repagmn of the three-
year 66 million British Pound committed credit fégiagreement entered into in December 2012, apdyment of
other international debt.
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In 2015, proceeds from debt primarily related ® kay 2015 issuance of 650 million Euros aggrepatecipal amount
of five-year floating rate medium-term notes du@@0600 million Euros aggregate principal amourgight-year fixed
rate medium-term notes due 2023, and 500 millioro&aggregate principal amount of fifteen-yeardixate medium-
term notes due 2030, which in the aggregate tpialcximately $1.9 billion at issue date exchangesian addition,
August 2015 issuances included $450 million aggeegancipal amount of three-year fixed rate medt@mm notes
due 2018, $500 million aggregate principal amodtive-year fixed rate medium-term notes due 202¢j $550
million aggregate principal amount of 10-year fixate medium-term notes due 2025, which in aggeetgahl $1.5
billion. In 2014, proceeds from debt primarily reld to the June 2014 issuances of $625 millionexgge principal
amount of five-year fixed rate medium-term notes 8019 and $325 million aggregate principal amaditthirty-year
fixed rate medium-term notes due 2044, as welhas\tovember 2014 issuances of 500 million Eurascgwal amount
of four-year floating rate medium-term notes dué®and 750 million Euros principal amount of 12+yfeed rate
medium-term notes due 2026. In addition, proceeata flebt for 2014 also include bank borrowingsrigrinational
subsidiaries. Refer to Note 10 for additional déston of debt.

Repurchases of Common Stock:

Repurchases of common stock are made to suppo@tahgany’s stock-based employee compensation plach$or
other corporate purposes. In February 2016, 3Mar8af Directors authorized the repurchase of upld billion of
3M’s outstanding common stock, which replaced tbenfany’s February 2014 repurchase program. Thisosization
has no pre-established end date. In 2016, the Qoymmarchased $3.75 billion of its own stock, congghio purchases
in 2015 and 2014 of more than $5 billion of its ostack in each year. The Company expects full-284i7 gross share
repurchases will be in the range of $2.5 billior$#o5 billion. For more information, refer to trebte titled “Issuer
Purchases of Equity Securities” in Part I, ItenTGe Company does not utilize derivative instruradimked to the
Company’s stock.

Dividends Paid to Shareholders:

Cash dividends paid to shareholders totaled $2b8li8n ($4.44 per share) in 2016, $2.561 billidi4(10 per share) in
2015, and $2.216 billion ($3.42 per share) in 2@M.has paid dividends since 1916. In February 28W's Board of
Directors declared a first-quarter 2017 dividen&dfL75 per share, an increase of 6 percent. $kaguivalent to an
annual dividend of $4.70 per share and marked 3tte &nsecutive year of dividend increases.

Purchase of Noncontrolling Interest:

On September 1, 2014, 3M purchased (via Sumitomd.BMted) Sumitomo Electric Industries, Ltd.’s 2Brpent
interest in 3M’s consolidated Sumitomo 3M Limitagbsidiary for 90 billion Japanese Yen. Upon coniplebf this
transaction, 3M owned 100 percent of Sumitomo 3iiteéd. This was reflected as a “Purchase of nomodbinig
interest” in the financing section of the consai@hstatement of cash flows. In addition, in Ag6lL4, 3M purchased
the remaining noncontrolling interest in a consatiédl 3M subsidiary for an immaterial amount, whiets also
classified as a “Purchase of noncontrolling intEriesthe financing section of the consolidatedetaent of cash flows.

Other cash flows from financing activities may um various other items, such as changes in casidmft balances,
and principal payments for capital leases.

Free Cash Flow (non-GAAP measure):

Free cash flow and free cash flow conversion atelafined under U.S. generally accepted accoumtimgiples
(GAAP). Therefore, they should not be considerediastitute for income or cash flow data prepareacitordance with
U.S. GAAP and may not be comparable to similatlgdi measures used by other companies. The Congedimes free
cash flow as net cash provided by operating a&#/iess purchases of property, plant and equipritesitould not be
inferred that the entire free cash flow amountvigilable for discretionary expenditures. The Conypdefines free cash
flow conversion as free cash flow divided by neibime attributable to 3M. The Company believes éa&sh flow and
free cash flow conversion are meaningful to invessas they are useful measures of performanceh@n@ampany uses
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these measures as an indication of the strengtieafompany and its ability to generate cash. Béiogva recap of free
cash flow and free cash flow conversion for 2018, 3%and 2014.

Years ended December 31

(Millions) 2016 2015 2014
Major GAAP Cash Flow Categories

Net cash provided by operating activi $ 6,662 $ 6,420 $ 6,626
Net cash used in investing activit (1,403) (2,817) (596)
Net cash used in financing activit (4,626 (3,648 (6,603
Free Cash Flow (non-GAAP measure)

Net cash provided by operating activi $ 6,662 $ 6,420 $ 6,626
Purchases of property, plant and equipment (PP&E) (1,420) (1,461) (1,493)
Free cash flow $ 5242 $ 4959 $ 5,133
Net income attributable to 3 $ 5050 $ 4833 $ 4,956
Free cash flow conversion 104 % 103% 104 %

Off-Balance Sheet Arrangements and Contractual Qjdtions:

As of December 31, 2016, the Company has not etilepecial purpose entities to facilitate off-baasheet financing
arrangements. Refer to the section entitled “WdigafGuarantees” in Note 14 for discussion of aedrmoroduct
warranty liabilities and guarantees.

In addition to guarantees, 3M, in the normal cowfseusiness, periodically enters into agreemdrasriequire the
Company to indemnify either major customers or $isppfor specific risks, such as claims for injunyproperty
damage arising out of the use of 3M products ontgligence of 3M personnel, or claims alleging 8 products
infringe third-party patents or other intellectpabperty. While 3M’s maximum exposure under theskmnification
provisions cannot be estimated, these indemnifioatare not expected to have a material impadi®@Cbmpany’s
consolidated results of operations or financialditon.

A summary of the Company’s significant contractolaligations as of December 31, 2016, follows:

Contractual Obligations

Payments due by year

After
(Millions) Total 2017 2018 2019 2020 2021 2021
Long-term debt, including current portic
(Note 10) $ 11478 $ 800 $ 1042 $ 623 $ 1,176 $ 1,246 $6,591
Interest on long-term debt 2,936 224 221 210 205 195 1,881
Operating leases (Note 14) 825 210 161 119 89 58 188
Capital leases (Note 14) 59 9 7 5 4 4 30
Unconditional purchase obligations anc
other 1,361 946 189 123 54 24 25
Total contractual cash obligations 15,659 $ 2,189 $ 1,620 $ 1,080 $ 1,528 $ 1,527 $8,715

Long-term debt payments due in 2017 and 2018 iecfloiting rate notes totaling $150 million (cldiesl as current
portion of long-term debt), and $71 million (inckalin other borrowings in the long-term debt takie3pectively, as a
result of put provisions associated with these deituments. Interest projections on both floatimgl fixed rate long-
term debt, including the effects of interest rateyss, are based on effective interest rates agoémber 31, 2016.

Unconditional purchase obligations are definedreagrteement to purchase goods or services thafasceable and

legally binding on the Company. Included in the amditional purchase obligations category abovecartain
obligations related to take or pay contracts, edgibmmitments, service agreements and utilitiées€é estimates
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include both unconditional purchase obligationdwérms in excess of one year and normal ongoinghaise
obligations with terms of less than one year. Mahthese commitments relate to take or pay corgractwhich 3M
guarantees payment to ensure availability of prtsdocservices that are sold to customers. The @agnpxpects to
receive consideration (products or services) fes¢hunconditional purchase obligations. Contractajpital
commitments are included in the preceding tablethrse commitments represent a small part of drag@any’s
expected capital spending. The purchase obligatinounts do not represent the entire anticipatechaises in the
future, but represent only those items for whiagh @ompany is contractually obligated. The majooit3M’s products
and services are purchased as needed, with no ditiooal commitment. For this reason, these amowsitsiot
provide a reliable indicator of the Company’s expdduture cash outflows on a stand-alone basis.

Other obligations, included in the preceding takinin the caption entitled “Unconditional purchasaigations and
other,” include the current portion of the liahjlfior uncertain tax positions under ASC 740, whikxpected to be
paid out in cash in the next 12 months. The Compangt able to reasonably estimate the timindieflong-term
payments or the amount by which the liability viii€rease or decrease over time; therefore, thetiemg portion of the
net tax liability of $284 million is excluded frothe preceding table. Refer to Note 8 for furtheaide

As discussed in Note 11, the Company does not Aagquired minimum cash pension contribution olilégefor its
U.S. plans in 2017 and Company contributions t®JiS. and international pension plans are expdotée largely
discretionary in future years; therefore, amouatated to these plans are not included in the dirgdable.

FINANCIAL INSTRUMENTS

The Company enters into foreign exchange forwardracts, options and swaps to hedge against tbeteaff exchange
rate fluctuations on cash flows denominated inifpreurrencies and certain intercompany financiaggactions. The
Company manages interest rate risks using a mixed and floating rate debt. To help manage boingvweosts, the
Company may enter into interest rate swaps. Uriteset arrangements, the Company agrees to exclarspecified
intervals, the difference between fixed and flogidimerest amounts calculated by reference to agedgupon notional
principal amount. The Company manages commodigepisks through negotiated supply contracts, picgection
agreements and commodity price swaps.

Refer to Item 7A, “Quantitative and Qualitative Elssures About Market Risk”, for further discussimfrforeign
exchange rates risk, interest rates risk, commautites risk and value at risk analysis.

Item 7A. Quantitative and Qualitative Disclosures Aout Market Risk.

In the context of Item 7A, 3M is exposed to manksit due to the risk of loss arising from adversarges in foreign
currency exchange rates, interest rates and conynuriies. Changes in those factors could caustuitions in
earnings and cash flows. Senior management proweikssight for risk management and derivative édis,
determines certain of the Company’s financial pekicies and objectives, and provides guidelinesd&rivative
instrument utilization. Senior management alsotdist@es certain associated procedures relativeritral and
valuation, risk analysis, counterparty credit appipand ongoing monitoring and reporting.

The Company is exposed to credit loss in the esEnbnperformance by counterparties in interest sataps, currency
swaps, commodity price swaps, and forward and optamtracts. However, the Company’s risk is limitedhe fair
value of the instruments. The Company actively nowaiits exposure to credit risk through the useredlit approvals
and credit limits, and by selecting major interaaél banks and financial institutions as countdipsrThe Company
does not anticipate nonperformance by any of thesaterparties.

Foreign Exchange Rates Risk:
Foreign currency exchange rates and fluctuationisdse rates may affect the Company’s net invedtindoreign
subsidiaries and may cause fluctuations in casbsfielated to foreign denominated transactionsiSMso exposed to

the translation of foreign currency earnings toth8. dollar. The Company enters into foreign excjeaforward and
option contracts to hedge against the effect ohamge rate fluctuations on cash flows denominatddreign
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currencies. These transactions are designatecshdloa hedges. 3M may dedesignate these cashhitulge
relationships in advance of the occurrence of thhedasted transaction. Beginning in the secondiguaf 2014, 3M
began extending the maximum length of time overcWlit hedges its exposure to the variability irufetcash flows of
the forecasted transactions from a previous terfrtRahonths to a longer term of 24 months, withaiarturrencies
being extended further to 36 months starting infitis¢ quarter of 2015. In addition, 3M enters ifidoeign currency
forward contracts that are not designated in heglggtationships to offset, in part, the impacts@iftain intercompany
activities (primarily associated with intercompditgnsing arrangements and intercompany finana@gsactions). As
circumstances warrant, the Company also uses foeigency forward contracts and foreign currenegyaininated
debt as hedging instruments to hedge portionseo€Cdimpany’s net investments in foreign operatidh dollar
equivalent gross notional amount of the Company’sifin exchange forward and option contracts desighas cash
flow hedges and those not designated as hedgitrgiimsnts were $3.2 billion and $5.7 billion, respesty, at
December 31, 2016. As of December 31, 2016, thegaomhad 150 million Euros and 248 billion Southréan Won
in notional amount of foreign currency forward aaiats designated as net investment hedges alohgtwiitbillion
Euros in principal amount of foreign currency demnmated debt designated as non-derivative hedgistguments in
certain net investment hedges as discussed in Ibite the “Net Investment Hedges” section.

Interest Rates Risk:

The Company may be impacted by interest rate Vityatiith respect to existing debt and future dislsuances. 3M
manages interest rate risk and expense using afrfised and floating rate debt. In addition, ther@pany may enter
into interest rate swaps that are designated aalifgjas fair value hedges. Under these arrangesném Company
agrees to exchange, at specified intervals, thHerdifice between fixed and floating interest amouaksulated by
reference to an agreed-upon notional principal arhoithe dollar equivalent (based on inception dateign currency
exchange rates) gross notional amount of the Coypanterest rate swaps at December 31, 2016 wasisiion.
Additional details about 3M’s long-term debt canfbend in Note 10, including references to inforimatregarding
derivatives and/or hedging instruments associaitfdtihe Company’s long-term debt.

Commodity Prices Risk:

The Company manages commodity price risks throegotiated supply contracts, price protection agegmand
commodity price swaps. 3M used commodity price sasgpcash flow hedges of forecasted commodity drdions to
manage price volatility, but discontinued this piaein the first quarter of 2015. The related merimarket gain or
loss on qualifying hedges was included in other mahensive income to the extent effective, andassified into cost
of sales in the period during which the hedgedsaation affected earnings. The Company may enteoitiher
commodity price swaps to offset, in part, fluctoatand costs associated with the use of certaimutities and
precious metals. These instruments are not degdmathedged relationships and the extent to wthiel were
outstanding at December 31, 2016 was not material.

Value At Risk:

The value at risk analysis is performed annuallggsess the Company’s sensitivity to changes oy rates, interest
rates, and commodity prices. A Monte Carlo simalatechnique was used to test the impact on afteedrnings
related to financial instruments (primarily delatgrivatives and underlying exposures outstandirideaember 31,
2016. The model (third-party bank dataset) usefl pe9cent confidence level over a 12-month timezoor The
exposure to changes in currency rates model usedri@ncies, interest rates related to three caienand commodity
prices related to five commodities. This model doespurport to represent what actually will be esienced by the
Company. This model does not include certain hédgesactions, because the Company believes thadirsion would
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not materially impact the results. The followingpl&summarizes the possible adverse and positigadta to after-tax
earnings related to these exposures.

Adverse impact on after-tax Positive impact on after-tax

earnings earnings
(Millions) 2016 2015 2016 2015
Foreign exchange rates $ (245 $ (254 $ 264 $ 273
Interest rates (13) (13) (2) 9
Commodity prices (2 (D) 1 1

In addition to the possible adverse and positiviegdiots discussed in the preceding table relateor&igh exchange
rates, recent historical information is as follo@®1 estimates that year-on-year currency effeotduding hedging
impacts, had the following effects on pre-tax ineo2016 ($127 million decrease) and 2015 ($390anilllecrease).
This estimate includes the effect of translatingfips from local currencies into U.S. dollars; ihgact of currency
fluctuations on the transfer of goods between 3Mrafions in the United States and abroad; andacdios gains and
losses, including derivative instruments desigmektuce foreign currency exchange rate risks. 8fiinates that year-
on-year derivative and other transaction gainslasses had the following effects on pre-tax inco2@:6 ($69 million
decrease) and 2015 ($180 million increase).

An analysis of the global exposures related to lmsed components and materials is performed atyeekend. A one
percent price change would result in a pre-tax aostvings of approximately $70 million per yeBne global energy
exposure is such that a ten percent price changéwesult in a pre-tax cost or savings of appratety $40 million
per year. Global energy exposure includes energisased in 3M production and other facilitiesiaiily electricity
and natural gas.
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Item 8. Financial Statements and Supplementary Data

Note: The information contained in this Item haerbapdated for the business segment reporting @saffective in
the first quarter of 2017 (Note 16). Related testhehanges, updates have been made to the folldvates to
Consolidated Financial Statements:

* Note 3, Goodwill and Intangible Assets: For anyguot moves that resulted in reporting unit changles,
Company applied the relative fair value methodétedmine the impact on goodwill of the associatgubrting
units. No goodwill impairments resulted from angguct moves that resulted in reporting unit changes

* Note 16, Business Segments: Net sales, operatiogie, assets, depreciation and amortization, anitala
expenditures have been revised to reflect the basisegment changes for all periods presented.

In addition, as discussed in Note 1, SignificantdAmting Policies, effective in the first quartér2®17, 3M early
adopted both Accounting Standards Update (ASURR®6-15, Classification of Certain Cash Receiptd Bayments,
and ASU No. 2016-18, Restricted Cash. Since thegasawere immaterial to all periods presented,mpact was
reflected in the Company’s consolidated resultsperations and financial condition presented.

For significant developments since the filing & #8016 Annual Report (e.g. new developments in ‘1@idbments and
Contingencies”), refer to subsequent 2017 Quart&gports on Form 10-Q.

Index to Financial Statements

A complete summary of Form 10-K content (updatedhisy Current Report on Form 8-K), including theéx to
financial statements, is found at the beginninthif document.

Management's Responsibility for Financial Reporting

Management is responsible for the integrity ancdidjity of the financial information included ihis report. The
financial statements have been prepared in accoedaith accounting principles generally acceptethéUnited States
of America. Where necessary, the financial statésnilect estimates based on management’s judgment

Management has established and maintains a systememmal control over financial reporting for t@mpany and its
subsidiaries. This system and its established atowuprocedures and related controls are desigmpdbvide
reasonable assurance that assets are safegudnatetietbooks and records properly reflect alldaations, that policies
and procedures are implemented by qualified peredpand that published financial statements arpgntg prepared
and fairly presented. The Company’s system of iralecontrol over financial reporting is supportgdvidely
communicated written policies, including businessduct policies, which are designed to requiremiployees to
maintain high ethical standards in the conduct@i@any affairs. Internal auditors continually revithe accounting
and control system.

3M Company
Management’s Report on Internal Control Over Finandal Reporting

Management is responsible for establishing and taiaimg an adequate system of internal control dwancial
reporting. Management conducted an assessmerg @dmpany’s internal control over financial repagtbased on the
framework established by the Committee of Spongo@inganizations of the Treadway Commissioiniternal Control
— Integrated Framework (2013ased on the assessment, management concludedstio December 31, 2016, the
Company’s internal control over financial reportisgeffective.

The Company’s internal control over financial rapay as of December 31, 2016 has been audited by
PricewaterhouseCoopers LLP, an independent registarblic accounting firm, as stated in their répdrich is
included herein, which expresses an unqualifiediopion the effectiveness of the Company’s intecoatrol over
financial reporting as of December 31, 2016.

3M Company
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Report of Independent Registered Public Accountindrirm
To the Stockholders and Board of Directors of 3Mrpany

In our opinion, the accompanying consolidated badasheet and the related consolidated statememsarhe, comprehensive
income, changes in equity and cash flows preséty,fn all material respects, the financial pasitof 3M Company and its
subsidiariegthe “Company”) at December 31, 2016 and 2015,thadesults of their operations and their cashdléov each of the
three years in the period ended December 31, 20&6riformity with accounting principles generaligcapted in the United States of
America. Also in our opinion, the Company maingainin all material respects, effective internaitcol over financial reporting as
of December 31, 2016, based on criteria establishkdernal Control - Integrated FramewofR013)issued by the Committee of
Sponsoring Organizations of the Treadway Commis@@dSO). The Company's management is responsibtbése financial
statements, for maintaining effective internal cohover financial reporting and for its assessnwérihe effectiveness of internal
control over financial reporting, included in thecampanying Management's Report on Internal Cootret Financial Reporting.

Our responsibility is to express opinions on thiasancial statements and on the Company's intemairol over financial reporting
based on our integrated audits. We conducteduditsain accordance with the standards of the Bulximpany Accounting
Oversight Board (United States). Those standaugsire that we plan and perform the audits to obt@é@sonable assurance about
whether the financial statements are free of maltarisstatement and whether effective internal rmiver financial reporting was
maintained in all material respects. Our audittheffinancial statements included examining, tesabasis, evidence supporting the
amounts and disclosures in the financial statemasgessing the accounting principles used andisagrt estimates made by
management, and evaluating the overall financ@éstent presentation. Our audit of internal cdmver financial reporting

included obtaining an understanding of internalt@rover financial reporting, assessing the risktta material weakness exists, and
testing and evaluating the design and operatiregt¥eness of internal control based on the asdesde Our audits also included
performing such other procedures as we considereéssary in the circumstances. We believe thadwdits provide a reasonable
basis for our opinions.

A company'’s internal control over financial repngiis a process designed to provide reasonableamssuregarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordanttegeinerally accepted accounting
principles. A company’s internal control over firedal reporting includes those policies and proceslthat (i) pertain to the
maintenance of records that, in reasonable datlrately and fairly reflect the transactions disgpositions of the assets of the
company; (ii) provide reasonable assurance thasa@tions are recorded as necessary to permitrat&paof financial statements in
accordance with generally accepted accounting iplies; and that receipts and expenditures of thepemy are being made only in
accordance with authorizations of management ardtdirs of the company; and (iii) provide reasoaassurance regarding
prevention or timely detection of unauthorized asigion, use, or disposition of the company’s ass$kat could have a material
effect on the financial statements.

Because of its inherent limitations, internal cohaiver financial reporting may not prevent or détisstatements. Also,
projections of any evaluation of effectivenessumfe periods are subject to the risk that contmdy become inadequate because of
changes in conditions, or that the degree of caanpé with the policies or procedures may deteiorat

/sl PricewaterhouseCoopers LLP

PricewaterhouseCoopers LLP

Minneapolis, Minnesota

February 9, 2017, except with respect to our opiio the consolidated financial statements insaddt relates to the change in the
manner in which the Company presents and classifigain cash receipts, payments and restrictddinabe statement of cash
flows discussed in Note 1 and in the compositiorepbrtable segments discussed in Notes 3 ands16,which the date is May 4,
2017
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3M Company and Subsidiaries
Consolidated Statement of Income
Years ended December 31

(Millions, except per share amounts) 2016 2015 2014
Net sale 30,109 $ 30,274 $ 31,821
Operating expenses

Cost of sales 15,040 15,383 16,447

Selling, general and administrative expenses 6,111 6,182 6,469

Research, development and related expenses 1,735 1,763 1,770

Total operating expenses 22,886 23,328 24,686

Operating income 7,223 6,946 7,135
Interest expense and income

Interest expense 199 149 142

Interest income (29) (26) (33)

Total interest expense — net 170 123 109

Income before income taxes 7,053 6,823 7,026
Provision for income taxes 1,995 1,982 2,028
Net income including noncontrolling intere 5,058 $ 4,841 $ 4,998
Less: Net income attributable to noncontrollingenesst 8 8 42
Net income attributable to 3| 5,050 $ 4833 $ 4,956
Weighted average 3M common shares outstanding € bas 604.7 625.6 649.2
Earnings per share attributable to 3M common slddehns — basic  $ 8.35 $ 772 $ 7.63
Weighted average 3M common shares outstanding dtedil 618.7 637.2 662.0
Earnings per share attributable to 3M common slwdehs —dilutec $ 8.16 $ 758 $ 7.49
Cash dividends paid per 3M common share 444 $ 410 $ 3.42

The accompanying Notes to Consolidated Financetke&tents are an integral part of this statement.
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3M Company and Subsidiaries
Consolidated Statement of Comprehensive Income
Years ended December 31

(Millions) 2016 2015 2014
Net income including noncontrolling inter $ 5,058 $ 4841 $ 4,998
Other comprehensive income (loss), net of tax:
Cumulative translation adjustment (331 (586 (942,
Defined benefit pension and postretirement plafjssatient (524) 489 (1,562
Debt and equity securities, unrealized gain (loss) — — 2
Cash flow hedging instruments, unrealized gainsjlos (33) 25 107
Total other comprehensive income (loss), net of tax (888 (72 (2,395
Comprehensive income (loss) including noncontrgliimerest 4,170 4,769 2,603
Comprehensive (income) loss attributable to norradiimg interest (6) (6) (48)
Comprehensive income (loss) attributable to 3M $ 4,164 $ 4,763 $ 2,555

The accompanying Notes to Consolidated FinancatkeBtents are an integral part of this statement.
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3M Company and Subsidiaries
Consolidated Balance Sheet
At December 31

(Dollars in millions, except per share amount) 2016 2015
Assets
Current assets
Cash and cash equivalents 2,398 $ 1,798
Marketable securities — current 280 118
Accounts receivable — net of allowances of $88 $&itl 4,392 4,154
Inventories
Finished goods 1,629 1,655
Work in process 1,039 1,008
Raw materials and supplies 717 855
Total inventories 3,385 3,518
Other current assets 1,271 1,398
Total current assets 11,726 10,986
Marketable securities — non-current 17 9
Investments 128 117
Property, plant and equipment 23,499 23,098
Less: Accumulated depreciation (14,983) (14,583)
Property, plant and equipment — net 8,516 8,515
Goodwiill 9,166 9,249
Intangible assets — net 2,320 2,601
Prepaid pension benefits 52 188
Other assets 981 1,218
Total assets 32,906 $ 32,883
Liabilities
Current liabilities
Short-term borrowings and current portion of lorgat debt 972 % 2,044
Accounts payable 1,798 1,694
Accrued payroll 678 644
Accrued income taxes 299 332
Other current liabilities 2,472 2,404
Total current liabilities 6,219 7,118
Long-term debt 10,678 8,753
Pension and postretirement benefits 4,018 3,520
Other liabilities 1,648 2,024
Total liabilities 22563 $ 21,415
Commitments and contingencies (Note 14)
Equity
3M Company shareholders’ equity:
Common stock par value, $.01 par value 9 $ 9
Shares outstanding - 2016: 596,726,278
Shares outstanding - 2015: 609,330,124
Additional paid-in capital 5,061 4,791
Retained earnings 37,907 36,296
Treasury stock (25,434) (23,308)
Accumulated other comprehensive income (loss) (7,245 (6,359
Total 3M Company shareholders’ equity 10,298 11,429
Noncontrolling intere: 45 39
Total equity 10,343 $ 11,468
Total liabilities and equity 32,906 $ 32,883

The accompanying Notes to Consolidated Financatke&tents are an integral part of this statement.
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3M Company and Subsidiaries

Consolidated Statement of Changes in Equity

Years Ended December 31

3M Company Shareholders

Common Accumulated
Stock and Other
Additional Comprehensive Non-
Paid-in Retained Treasury Income controlling

(Dollars in millions, except per share amounts) Tl Capital Earnings Stock (Loss) Interest
Balance at December 31, 2013 $17,669 $ 4,384 $32,137 $ (15385 $ (3913 $ 446
Net income 4,998 4,956 42
Other comprehensive income (loss), net of tax:
Cumulative translation adjustment (942, (948 6
Defined benefit pension and post-retirement platjgsstment (1,562) (1,562) —
Debt and equity securities - unrealized gain (loss) 2 2 —
Cash flow hedging instruments - unrealized gaiss)jo 107 107 —
Total other comprehensive income (loss), net of tax (2,395
Dividends declared ($3.59 per share, Note 6) (2,297) (2,297)
Purchase of subsidiary shares (870 (434 25 (461
Stock-based compensation, net of tax impacts 438 438
Reacquired stock (5,643 (5,643
Issuances pursuant to stock option and benefisplan 963 (758) 1,721
Balance at December 31, 2014 $12863 $ 4,388 $34,038 $ (19,307 $ (6,289 $ 33
Net income 4,841 4,833 8
Other comprehensive income (loss), net of tax:
Cumulative translation adjustment (586, (584 2
Defined benefit pension and post-retirement platjssament 489 489 —
Debt and equity securities - unrealized gain (loss) — — —
Cash flow hedging instruments - unrealized gaiss)jo 25 25 —
Total other comprehensive income (loss), net of tax (72
Dividends declared ($3.075 per share, Note 6) (1,913) (1,913)
Stock-based compensation, net of tax impacts 412 412
Reacquired stock (5,304) (5,304
Issuances pursuant to stock option and benefisplan 641 (662 1,303
Balance at December 31, 2015 $1,468 $ 4,800 $36,296 $(23,308 $ (6,359) $ 39
Net income 5,058 5,050 8
Other comprehensive income (loss), net of tax:
Cumulative translation adjustment (331) (329) (2)
Defined benefit pension and post-retirement platssament (524 (524 —
Debt and equity securities - unrealized gain (loss) — — —
Cash flow hedging instruments - unrealized gaisf)o (33 (33] —
Total other comprehensive income (loss), net of tax (888)
Dividends declared ($4.44 per share, Note 6) (2,678 (2,678
Stock-based compensation 270 270
Reacquired stock (3,699 (3,699
Issuances pursuant to stock option and benefisplan 812 (761) 1,573
Balance at December 31, 2016 $10,343 $ 5,070 $37,907 $ (25434 $ (7,245 $ 45
Supplemental share information 2016 2015 2014
Treasury stock

Beginning balance 334,702,932 308,898,462 280,736,817

Reacquired stock 22,602,74¢& 34,072,584 40,664,061

Issuances pursuant to stock options and benefispla (9,998,902) (8,268,114) (12,502,416)
Ending balance 347,306,77¢ 334,702,93: 308,898,462

The accompanying Notes to Consolidated Financetke&tents are an integral part of this statement.
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3M Company and Subsidiaries
Consolidated Statement of Cash Flows
Years ended December 31

(Millions) 2016 2015 2014
Cash Flows from Operating Activities
Net income including noncontrolling intere $ 5,058 $ 4841 $ 4,998
Adjustments to reconcile net income including namoalling
interest to net cash provided by operating actisiti
Depreciation and amortization 1,474 1,435 1,408
Company pension and postretirement contributions (383 (267) (215)
Company pension and postretirement expense 251 556 391
Stock-based compensation expense 298 276 280
Deferred income taxes 7 395 (146
Excess tax benefits from stock-based compensation — (154) (167)
Changes in assets and liabilities
Accounts receivable (313 (58) (268)
Inventories 57 3 (113
Accounts payable 148 9 75
Accrued income taxes (current and long-term) 101 (744 206
Other — net (36) 128 177
Net cash provided by operating activit 6,662 6,420 6,626
Cash Flows from Investing Activities
Purchases of property, plant and equipment (PP&E) (1,420 (1,461) (1,493)
Proceeds from sale of PP&E and other assets 58 33 135
Acquisitions, net of cash acquired (16) (2,914) (94)
Purchases of marketable securities and investments (1,410 (652 (2,280
Proceeds from maturities and sale of marketablergiss and
investments 1,247 1,952 2,034
Proceeds from sale of businesses 142 123 —
Other investing 4) 102 102
Net cash used in investing activiti (1,403 (2,817 (596
Cash Flows from Financing Activities
Change in short-term debt — net (797 860 27
Repayment of debt (maturities greater than 90 days) (992 (800 (1,625
Proceeds from debt (maturities greater than 90)days 2,832 3,422 2,608
Purchases of treasury stock (3,753 (5,238 (5,652
Proceeds from issuance of treasury stock pursoastotk option
and benefit plans 804 635 968
Dividends paid to shareholders (2,678 (2,561 (2,216
Excess tax benefits from stock-based compensation — 154 167
Purchase of noncontrolling interest — — (861
Other — net (42) (120) (19)
Net cash used in financing activiti (4,626 (3,648 (6,603
Effect of exchange rate changes on cash and casbaénts (33) (54 (111
Net increase (decrease) in cash and cash equis 600 (99 (684
Cash and cash equivalents at beginning of year 1,798 1,897 2,581
Cash and cash equivalents at end of period $ 2398 $ 1,798 $ 1,897

The accompanying Notes to Consolidated Financetk&tents are an integral part of this statement.
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Notes to Consolidated Financial Statements
NOTE 1. Significant Accounting Policies

Consolidation:3M is a diversified global manufacturer, technglégnovator and marketer of a wide variety of
products. All subsidiaries are consolidated. Alenaompany transactions are eliminated. As usegimethe term “3M”
or “Company” refers to 3M Company and subsidiadekess the context indicates otherwise.

Basis of presentatiorCertain consolidated balance sheet amounts reltdiprior periods have been immaterially
revised to correct the Company’s application of datting Standards Codification (ASC) 4%myntingencieswith
respect to its respirator mask/asbestos liabigoaiated with pending and future claims and rdldefense costs. This
correction reflects the inclusion of all potentyalelevant years rather than a subset of futuresy@hen estimating this
liability. See Note 14 for further detail. 3M assed the materiality of this correction to prioripds’ financial
statements in accordance with Securities and Exgh@ommission Staff Accounting Bulletin No. (SAB),9
Materiality, and SAB 108Considering the Effects of Prior Year Misstatemeviten Quantifying Misstatements in
Current Year Financial Statementodified in ASC 250Presentation of Financial Statemenit$ie Company
concluded that the correction was not materialrtorperiods and therefore, amendments of prevjofilsld reports are
not required. In accordance with ASC 250, 3M cdaé@rior periods presented herein by revisingctivesolidated
balance sheet amounts, including associated ddftaxes. Period to period changes in previous estisnof probable
loss were similar to those of the revised amouktsordingly, the correction had no impact on coitikd results of
operations and cash flows for the periods preseatethis correction originates in periods priottiose presented in the
annual report. The impact of this revision on tlerpany’s previously reported consolidated balaheet
consolidated statement of changes in equity, alatedamounts in Notes 5, 8, 14 and 16 is as falow

December 31, 2015 December 31, 2014

(Millions) Previously Reported  Adjustment As Revised Previously Reported Adjustment As Revised
Other assets $ 1,053 $ 165 $ 1,218 $ 1,769 $ 165 $ 1,934
Total assets 32,718 165 32,883 31,209 165 31,374
Other liabilities 1,580 444 2,024 1,555 444 1,999
Total liabilities 20,971 444 21,415 18,067 444 18,511
Retained earnings 36,575 (279, 36,296 34,317 (279 34,038
Total 3M Company

shareholders' equity 11,708 (279 11,429 13,109 (279) 12,830
Total equity 11,747 (279 11,468 13,142 (279 12,863

As the correction originates in periods prior todl presented in this annual report, the previaeggrted amounts of
retained earnings and total equity as of Decembge2@13 of $32,416 million and $17,948 million, pestively, in the
consolidated statement of changes in equity haske lkkeen reduced by $279 million.

Foreign currency translationocal currencies generally are considered thetional currencies outside the United
States. Assets and liabilities for operations talecurrency environments are translated at monthexchange rates of
the period reported. Income and expense itemsamslated at month-end exchange rates of eachcapfdimonth.
Cumulative translation adjustments are recordesl @smponent of accumulated other comprehensivariadtoss) in
shareholders’ equity.

Although local currencies are typically consideasdthe functional currencies outside the UnitedeStainder ASC
830, Foreign Currency Mattershe reporting currency of a foreign entity’s paris assumed to be that entity’s
functional currency when the economic environmétrat foreign entity is highly inflationary—generaliyhen its
cumulative inflation is approximately 100 percentmre for the three years that precede the baginoii a reporting
period. 3M has a subsidiary in Venezuela with ofegancome representing less than 1.0 percenMi$ 8onsolidated
operating income for 2016. Since January 1, 20i#®fibancial statements of the Venezuelan subgidiave been
remeasured as if its functional currency were tifidis parent.
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The Venezuelan government sets official rates oharge and conditions precedent to purchase foceigency at
these rates with local currency. Such rates andittions have been and continue to be subject tagdadn

January 2014, the Venezuelan government annouhag¢the National Center for Foreign Commerce (CERZY had
assumed the role with respect to the continuatidheexisting official exchange rate, significangixpanded the use of
a second currency auction exchange mechanism ¢hbe@omplementary System for Foreign Currency Aegquent
(or SICAD1), and issued exchange regulations iroigahe SICAD1 rate of exchange would be usegpfyments
related to international investments. In late Ma26t4, the Venezuelan government launched a tbiglgn exchange
mechanism, SICAD2, which it later replaced with tieo foreign currency exchange platform in Febr20¥5 called
the Marginal System of Foreign Currency (SIMADIhel'SIMADI rate was described as being derived fdaily
private bidders and buyers exchanging offers thnaughorized agents. This rate was approved anlishal by the
Venezuelan Central Bank. In March 2016, the Venlezugovernment effected a replacement of its peefial
CENCOEX rate with Tipo de Cambio Protegido (DIPR@®scribed as available largely for essential irtgpor
eliminated its SICAD exchange mechanism; and regldis SIMADI rate with Tipo de Cambio Complemerdar
(DICOM), published by the Venezuelan Central Ban#é described as fluctuating in rate based on suppdydemand.

The financial statements of 3M’s Venezuelan subsydivere remeasured utilizing the official CENCOX its
predecessor) rate into March 2014, the SICAD1 bbatginning in late March 2014, the SICAD2 rate bagig in

June 2014, and the DICOM rate (or its SIMADI presisor) beginning in February 2015. 3M’s uses «éhates were
based upon evaluation of a number of factors inotydout not limited to, the exchange rate the Canys Venezuelan
subsidiary may legally use to convert currencytlesétansactions or pay dividends; the probabdityccessing and
obtaining currency by use of a particular rate echanism; and the Company’s intent and abilityse a particular
exchange mechanism. Other factors notwithstandargeasurement impacts of the changes in use af thehange
rates did not have material impacts on 3M'’s conlstdid results of operations or financial condition.

The Company continues to monitor circumstancesivel#o its Venezuelan subsidiary. Changes in apble exchange
rates or exchange mechanisms may continue in theefurhese changes could impact the rate of exghapplicable to
remeasure the Company’s net monetary assets ifiedjildenominated in Venezuelan Bolivars (VEF).o&s
December 31, 2016, the Company had a balance ofioie¢tary assets denominated in VEF of less tHabillion VEF
and the DIPRO and DICOM exchange rates were apmpiadely 10 VEF and 670 VEF per U.S. dollar, respetyi

A need to deconsolidate the Company’s Venezuelbsidiary’'s operations may result from a lack ofleageability of
VEF-denominated cash coupled with an acute degoadat the ability to make key operational decisaue to
government regulations in Venezuela. 3M monitocsdies such as its ability to access various exchangchanisms;
the impact of government regulations on the Comjsaatlyility to manage its Venezuelan subsidiary’gitzd structure,
purchasing, product pricing, and labor relatioms] the current political and economic situationhivitVenezuela.
Based upon such factors as of December 31, 20&& dmpany continues to consolidate its Venezualbgidiary. As
of December 31, 2016, the balance of intercompangivables due from this subsidiary and its echgtiance were not
significant.

ReclassificationsCertain amounts in the prior years’ consolidatedrficial statements have been reclassified to
conform to the current year presentation.

Use of estimatesthe preparation of financial statements in conformith U.S. generally accepted accounting
principles requires management to make estimagassumptions that affect the reported amountssidta and
liabilities and the disclosure of contingent assetd liabilities at the date of the financial stagmts, and the reported
amounts of revenues and expenses during the neggiriod. Actual results could differ from thestimates.

Cash and cash equivalenSash and cash equivalents consist of cash andtanyanvestments with maturities of
three months or less when acquired.

Marketable securitiesThe classification of marketable securities aseniror non-current is based on the nature of the
securities and availability for use in current ggiems. 3M reviews impairments associated witlmiggketable

securities in accordance with the measurement go@provided by ASC 320nvestments-Debt and Equity Securities
when determining the classification of the impaintnas “temporary” or “other-than-temporary”. A teonpry
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impairment charge results in an unrealized lossghe2corded in the other comprehensive income coeutoof
shareholders’ equity. Such an unrealized loss doeseduce net income for the applicable accoungenipd because
the loss is not viewed as other-than-temporary.fab®rs evaluated to differentiate between teryoaad other-than-
temporary include the projected future cash flowvsdit ratings actions, and assessment of thetaedlity of the
underlying collateral, as well as other factors.

Investmentstnvestments primarily include equity method, aogthod, and available-for-sale equity investments.
Available-for-sale investments are recorded atvfalue. Unrealized gains and losses relating testments classified
as available-for-sale are recorded as a comporiemicamulated other comprehensive income (losshareholders’
equity.

Other assetsOther assets include deferred income taxes, pradutbther insurance receivables, the cash sunrende
value of life insurance policies, and other long¥tassets. Investments in life insurance are regat the amount that
could be realized under contract at the balancetstate, with any changes in cash surrender valgerdract value
during the period accounted for as an adjustmepterhiums paid. Cash outflows and inflows assodiatith life
insurance activity are included in “Purchases ofketable securities and investments” and “Procémas maturities
and sale of marketable securities and investmergsgectively.

Inventories:Inventories are stated at the lower of cost orketamith cost generally determined on a firstfirst-out
basis.

Property, plant and equipmerroperty, plant and equipment, including capitadiinterest and internal engineering
costs, are recorded at cost. Depreciation of ptppelant and equipment generally is computed uttiegstraight-line
method based on the estimated useful lives ofgdheta. The estimated useful lives of buildingsiamtovements
primarily range from ten to forty years, with th@jarity in the range of twenty to forty years. Té&imated useful lives
of machinery and equipment primarily range fronethto fifteen years, with the majority in the ramddive to ten
years. Fully depreciated assets are retained jpeptypand accumulated depreciation accounts uisplogal. Upon
disposal, assets and related accumulated depoecet removed from the accounts and the net amlegstproceeds
from disposal, is charged or credited to operati®meperty, plant and equipment amounts are revddarimpairment
whenever events or changes in circumstances irdibat the carrying amount of an asset (asset yroag not be
recoverable. An impairment loss would be recognizidn the carrying amount of an asset exceedsstimated
undiscounted future cash flows expected to resnithfthe use of the asset and its eventual dispasitihe amount of
the impairment loss recorded is calculated by #uess of the asset’s carrying value over its falug. Fair value is
generally determined using a discounted cash fioalyais.

Conditional asset retirement obligation&:liability is initially recorded at fair value foain asset retirement obligation
associated with the retirement of tangible longdivassets in the period in which it is incurred ieasonable estimate
of fair value can be made. Conditional asset neiinet obligations exist for certain long-term asséthe Company.
The obligation is initially measured at fair valuging expected present value techniques. Overttimé&abilities are
accreted for the change in their present valuetlamdhitial capitalized costs are depreciated aherremaining useful
lives of the related assets. The asset retirenmdigiadion liability was $111 million and $102 miih at December 31,
2016 and 2015, respectively.

Goodwill: Goodwill is the excess of cost of an acquired gmtiter the amounts assigned to assets acquired and
liabilities assumed in a business combination. Galbis not amortized. Goodwill is tested for impaient annually in
the fourth quarter of each year, and is testedfipairment between annual tests if an event ocmucgcumstances
change that would indicate the carrying amount b@iympaired. Impairment testing for goodwill is @écat a reporting
unit level, with all goodwill assigned to a repagiunit. Reporting units are one level below thsibess segment level,
but can be combined when reporting units withingame segment have similar economic characterisfiéglid not
combine any of its reporting units for impairmesgting. An impairment loss generally would be reipgd when the
carrying amount of the reporting unit's net assstseeds the estimated fair value of the reportmg Whe estimated
fair value of a reporting unit is determined us@agnings for the reporting unit multiplied by agafiearnings ratio for
comparable industry groups, or by using a discaliogsh flow analysis. Companies have the optidindbassess
gualitative factors to determine whether the failue of a reporting unit is not “more likely thaothless than its
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carrying amount, which is commonly referred to &&p 0”. 3M has chosen not to apply Step 0 for 2@rl@rior period
annual goodwill assessments.

Intangible assetdntangible asset types include customer relate@ngs other technology-based, tradenames and other
intangible assets acquired from an independeny.patangible assets with a definite life are anzed over a period
ranging from one to twenty years on a systematicrational basis (generally straight line) thatsipresentative of the
asset’s use. The estimated useful lives vary bggoay, with customer related largely between segeseventeen years,
patents largely between five to thirteen yearseiotechnology-based largely between two to fiftgears, definite lived
tradenames largely between three and twenty yaadsother intangibles largely between two to tesrgeCosts related

to internally developed intangible assets, sughaasnts, are expensed as incurred, primarily irséaech, development
and related expenses.”

Intangible assets with a definite life are testdifpairment whenever events or circumstancesatdithat the
carrying amount of an asset (asset group) mayaottoverable. An impairment loss is recognizednithe carrying
amount of an asset exceeds the estimated undigtboash flows used in determining the fair valuéhefasset. The
amount of the impairment loss recorded is calcdlatethe excess of the asset’s carrying value ibwéair value. Fair
value is generally determined using a discountst flaw analysis.

Intangible assets with an indefinite life, namedytain tradenames, are not amortized. Indefinitediintangible assets
are tested for impairment annually, and are tefsteinpairment between annual tests if an eventiccor
circumstances change that would indicate that éineying amount may be impaired. An impairment Igsaerally
would be recognized when the fair value is lesa tha carrying value of the indefinite-lived intalolg asset.

Restructuring actionsRestructuring actions generally include significactions involving employee-related severance
charges, contract termination costs, and impairroeatcelerated depreciation/amortization of asassteciated with
such actions. Employee-related severance chargdargely based upon distributed employment pdieied
substantive severance plans. These charges azeteeflin the quarter when the actions are protsfileghe amounts are
estimable, which typically is when management apgsdhe associated actions. Severance amountsiohn affected
employees were required to render service in dalegceive benefits at their termination dates weeasured at the
date such benefits were communicated to the afficamployees and recognized as expense over thiewas’
remaining service periods. Contract termination aiiner charges primarily reflect costs to termiramt®ontract before
the end of its term (measured at fair value atithe the Company provided notice to the counteypamt costs that will
continue to be incurred under the contract forateaining term without economic benefit to the Camp Asset
impairment charges related to intangible assetgamglerty, plant and equipment reflect the excésseassets’
carrying values over their fair values.

Revenue (sales) recognitiohhe Company sells a wide range of products twerslified base of customers around the
world and has no material concentration of cradk.rRevenue is recognized when the risks and @swvair ownership
have substantively transferred to customers. Tdniglicion normally is met when the product has beelivered or upon
performance of services. The Company records esthraductions to revenue or records expense &iomer and
distributor incentives, primarily comprised of rédmand free goods, at the time of the initial sleese sales incentives
are accounted for in accordance with ASC 6®&yenue Recognitiohe estimated reductions of revenue for rebates
are based on the sales terms, historical experiéreeel analysis and projected market conditiorthénvarious markets
served. Since the Company serves numerous mattetebate programs offered vary across businelsset)e most
common incentive relates to amounts paid or crdddecustomers for achieving defined volume lewelgrowth
objectives. Free goods are accounted for as amegpnd recorded in cost of sales. Sales, uses-aalded and other
excise taxes are not recognized in revenue.

The vast majority of 3M’s sales agreements aretmndard products and services with customer aace@toccurring
upon delivery of the product or performance of¢bevice. However, to a limited extent 3M also entato agreements
that involve multiple elements (such as equipmiestallation and service), software, or non-staddarms and
conditions.
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For non-software multiple-element arrangementsQbmpany recognizes revenue for delivered elemenén they
have stand-alone value to the customer, they hega hccepted by the customer, and for which thererdy
customary refund or return rights. Arrangement @@rstion is allocated to the deliverables by usihe relative

selling price method. The selling price used farhedeliverable is based on vendor-specific objectividence (VSOE)
if available, third-party evidence (TPE) if VSOErnist available, or estimated selling price if neitWSOE nor TPE is
available. Estimated selling price is determined imanner consistent with that used to establisiptite to sell the
deliverable on a standalone basis. In additioméoptreceding conditions, equipment revenue isewidrded until the
installation has been completed if equipment acoegd is dependent upon installation or if instaliats essential to the
functionality of the equipment. Installation revesiare not recorded until installation has beenpteted.

For arrangements (or portions of arrangementsphéalithin software revenue recognition standans that do not
involve significant production, modification, orstomization, revenue for each software or softwatated element is
recognized when the Company has VSOE of the féirevaf all of the undelivered elements and applie&biteria have
been met for the delivered elements. When the geraents involve significant production, modificatior
customization, long-term construction-type accauminvolving proportional performance is generaiyployed.

For prepaid service contracts, sales revenue égrézed on a straight-line basis over the ternhefdontract, unless
historical evidence indicates the costs are incuoreother than a straight-line basis. Licensadégenue is recognized
as earned, and no revenue is recognized untihtteption of the license term.

On occasion, agreements will contain milestone8Mmill recognize revenue based on proportionafqggenance. For
these agreements, and depending on the speciite)a&/ recognize revenue upon completion of a sulista
milestone, or in proportion to costs incurred ttedaompared with the estimate of total costs toberred.

Accounts receivable and allowanc@sade accounts receivable are recorded at thededamount and do not bear
interest. The Company maintains allowances fordsuts, cash discounts, product returns and vadthes items. The
allowance for doubtful accounts and product retisrisased on the best estimate of the amount digie credit losses
in existing accounts receivable and anticipatedssedturns. The Company determines the allowaras=don
historical write-off experience by industry andimegal economic data and historical sales returhse. Company
reviews the allowance for doubtful accounts montfitye Company does not have any significant of&hed-sheet
credit exposure related to its customers.

Advertising and merchandisin@hese costs are charged to operations in thegerwoirred, and totaled $385 million in
2016, $368 million in 2015 and $407 million in 2014

Research, development and related expergesse costs are charged to operations in thegerdoirred and are shown
on a separate line of the Consolidated Statemelnicofme. Research, development and related expéotséesd $1.735
billion in 2016, $1.763 billion in 2015 and $1.7Billion in 2014. Research and development experse&ring basic
scientific research and the application of sciemtiflvances in the development of new and imprgreducts and their
uses, totaled $1.225 billion in 2016, $1.223 hillin 2015 and $1.193 billion in 2014. Related exggsmprimarily
include technical support; internally developedepatosts, which include costs and fees incurrgateépare, file, secure
and maintain patents; amortization of externallguieed patents and externally acquired in-processarch and
development; and gains/losses associated withiceaporate approved investments in R&D-relatedtwess, such as
equity method effects and impairments.

Internal-use softwareThe Company capitalizes direct costs of servigesiun the development of internal-use
software. Amounts capitalized are amortized oveergod of three to seven years, generally on agsirdine basis,
unless another systematic and rational basis ie mepresentative of the software’s use. Amountseperted as a
component of either machinery and equipment ortabigiases within property, plant and equipment.

Environmental:EEnvironmental expenditures relating to existingditions caused by past operations that do not
contribute to current or future revenues are expgnReserves for liabilities related to anticipateshediation costs are
recorded on an undiscounted basis when they alampl® and reasonably estimable, generally no thser the
completion of feasibility studies, the Company’sreoitment to a plan of action, or approval by retuiaagencies.
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Environmental expenditures for capital projects twtribute to current or future operations getheexe capitalized
and depreciated over their estimated useful lives.

Income taxesThe provision for income taxes is determined usiregasset and liability approach. Under this appino
deferred income taxes represent the expected ftanreonsequences of temporary differences betieeoarrying
amounts and tax basis of assets and liabilities. Gdmpany records a valuation allowance to redsadeiferred tax
assets when uncertainty regarding their realizghsiists. As of December 31, 2016 and 2015, thea@amy had
valuation allowances of $47 million and $31 million its deferred tax assets, respectively. Theeas® in valuation
allowance at December 31, 2016 relates to cemmriational jurisdictions with taxable loss caoryfards that are
expected to expire prior to utilization. The Compa@cognizes and measures its uncertain tax posibased on the
rules under ASC 740ncome Taxes

Earnings per shareThe difference in the weighted average 3M shanestanding for calculating basic and diluted
earnings per share attributable to 3M common sluddels is the result of the dilution associateclite Company’s
stock-based compensation plans. Certain optiorstanding under these stock-based compensation glaimg the
years 2016, 2015 and 2014 were not included ircdingputation of diluted earnings per share attribletéo 3M
common shareholders because they would have hadtadilutive effect (3.6 million average optiors 2016, 5.0
million average options for 2015, and 1.4 millioreeage options for 2014. The computations for basit diluted
earnings per share for the years ended Decembiet|3d:

Earnings Per Share Computations

(Amounts in millions, except per share amounts) 2016 2015 2014
Numerator
Net income attributable to 3M $ 5050 $ 4,833 $ 4,956
Denominator:
Denominator for weighted average 3M common shangstanding- basic 604.7 625.6 649.2
Dilution associated with the Company’s stock-basatipensation plans 14.0 11.6 12.8
Denominator for weighted average 3M common shanéstanding- dilutec 618.7 637.2 662.0
Earnings per share attributable to 3M common siwddens— basic $ 8.35 $ 772 % 7.63
Earnings per share attributable to 3M common siwddens- diluted $ 8.16 $ 758 $ 7.49

Stock-based compensatidrhe Company recognizes compensation expense fatoitk-based compensation programs,
which include stock options, restricted stock,nietd stock units, performance shares, and theeaéEmployees’

Stock Purchase Plan (GESPP). Under applicable atogustandards, the fair value of share-based eosgtion is
determined at the grant date and the recognitidheofelated expense is recorded over the periadhich the share-
based compensation vests. Refer to the New Acaoyiionouncements section that follows for discussi

Accounting Standards Update (ASU) No. 2016{&é%rovements to Employee Share-Based Payment Aaogumhich
3M adopted on January 1, 2016.

Comprehensive incom&otal comprehensive income and the componentsafmaulated other comprehensive income
(loss) are presented in the Consolidated Stateaigddmprehensive Income and the Consolidated Stateof

Changes in Equity. Accumulated other compreherisis@me (loss) is composed of foreign currency tietion effects
(including hedges of net investments in internatlaompanies), defined benefit pension and postragnt plan
adjustments, unrealized gains and losses on aleilabsale debt and equity securities, and unzedligains and losses
on cash flow hedging instruments.

Derivatives and hedging activitiegdl derivative instruments within the scope of A8C5, Derivatives and Hedging

are recorded on the balance sheet at fair value Cdmpany uses interest rate swaps, currency anchodity price
swaps, and foreign currency forward and optionremts to manage risks generally associated wiigarexchange
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rate, interest rate and commaodity market volatilit hedging instruments that qualify for hedgeagnting are
designated and effective as hedges, in accordaiticévE. generally accepted accounting principliethe underlying
hedged transaction ceases to exist, all chandeg ialue of the related derivatives that havelmn settled are
recognized in current earnings. Instruments thaiatayualify for hedge accounting are marked tokaawith changes
recognized in current earnings. Cash flows fronivd¢ive instruments are classified in the statenodrash flows in
the same category as the cash flows from the igerffect to designated hedge or undesignated (edonbedge
relationships. The Company does not hold or issuwvakive financial instruments for trading purpesand is not a
party to leveraged derivatives.

Credit risk: The Company is exposed to credit loss in the esEnbnperformance by counterparties in interetst ra
swaps, currency swaps, commodity price swaps, @nehfd and option contracts. However, the Comparigisis
limited to the fair value of the instruments. Then@pany actively monitors its exposure to credk tlwough the use of
credit approvals and credit limits, and by selegtimjor international banks and financial institas as counterparties.
3M enters into master netting arrangements witlt@parties when possible to mitigate credit risklérivative
transactions. A master netting arrangement mayvadiach counterparty to net settle amounts oweddsatva 3M entity
and the counterparty as a result of multiple, sstpagerivative transactions. The Company doesmtatipate
nonperformance by any of these counterparties. 8defected to present the fair value of derivadisgets and
liabilities within the Company’s consolidated batarsheet on a gross basis even when derivativesittons are
subject to master netting arrangements and maywigequalify for net presentation.

Fair value measurement8M follows ASC 820Fair Value Measurements and Disclosyregth respect to assets and
liabilities that are measured at fair value on@urgng basis and nonrecurring basis. Under thadstal, fair value is
defined as the exit price, or the amount that wdagldeceived to sell an asset or paid to transfi@abdity in an orderly
transaction between market participants as of thasawrement date. The standard also establishesaadhiy for inputs
used in measuring fair value that maximizes theafisdbservable inputs and minimizes the use of sankable inputs
by requiring that the most observable inputs bel wggen available. Observable inputs are inputs etgréarticipants
would use in valuing the asset or liability deveddbased on market data obtained from sourceséndept of the
Company. Unobservable inputs are inputs that reflecCompany’s assumptions about the factors madticipants
would use in valuing the asset or liability deveddibased upon the best information available irctfoeimstances. The
hierarchy is broken down into three levels. Levéifduts are quoted prices (unadjusted) in activekata for identical
assets or liabilities. Level 2 inputs include qubpeices for similar assets or liabilities in aetimarkets, quoted prices
for identical or similar assets or liabilities irankets that are not active, and inputs (other thated prices) that are
observable for the asset or liability, either dilgor indirectly. Level 3 inputs are unobservaltviputs for the asset or
liability. Categorization within the valuation harchy is based upon the lowest level of input ihatgnificant to the
fair value measurement.

Acquisitions:The Company accounts for business acquisitionsdnralance with ASC 808Business Combinations
This standard requires the acquiring entity in sifiess combination to recognize all (and only)assets acquired and
liabilities assumed in the transaction and establighe acquisition-date fair value as the measemeobjective for all
assets acquired and liabilities assumed in a bssioembination. Certain provisions of this stangamsbcribe, among
other things, the determination of acquisition-datevalue of consideration paid in a business loimation (including
contingent consideration) and the exclusion ofgaation and acquisition-related restructuring crst® acquisition
accounting.

New Accounting Pronouncements

In May 2014, the Financial Accounting Standardsr@q&ASB) issued ASU No. 2014-0Bevenue from Contracts
with Customersand in August 2015 issued ASU No. 2015-14, whictended the standard as to effective date. The
ASU provides a single comprehensive model to bd irséhe accounting for revenue arising from cortsavith
customers and supersedes most current revenuanigepgyuidance, including industry-specific guidanThe
standard’s stated core principle is that an estityuld recognize revenue to depict the transferahised goods or
services to customers in an amount that refleetstimsideration to which the entity expects torftéled in exchange
for those goods or services. To achieve this cdreiple the ASU includes provisions within a figgeep model that
includes identifying the contract with a custonidentifying the performance obligations in the cant, determining
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the transaction price, allocating the transactiocepto the performance obligations, and recoggizavenue when (or
as) an entity satisfies a performance obligatidre $tandard also specifies the accounting for smses to obtain or
fulfill a contract with a customer and requires anged disclosures about the nature, amount, tiamdiguncertainty of
revenue and cash flows arising from contracts witstomers. During 2016, the FASB also issued ASU2046-08,
Principal versus Agent Considerations (Reportingétrie Gross versus Nef§SU No. 2016-10ldentifying
Performance Obligations and LicensimgSU No. 2016-12Narrow-Scope Improvements and Practical Expedijerid
ASU No. 2016-20Technical Corrections and Improvements to Topic, 88/enue from Contracts with Customers
which amend ASU No. 2014-09. These amendmentsdedtiarification of principal versus agent guidairceituations
in which a revenue transaction involves a thirdypar providing goods or services to a customeisuoh
circumstances, an entity must determine whethenalgre of its promise to the customer is to prevtie underlying
goods or services (i.e., the entity is the prinkipahe transaction) or to arrange for the thiedtp to provide the
underlying goods or services (i.e., the entityhis agent in the transaction). The amendments glaniterms of
identifying performance obligations, how entitiesuhd determine whether promised goods or serviceseparately
identifiable from other promises in a contract athéyefore, would be accounted for separately. giidance allows
entities to disregard goods or services that amaatarial in the context of a contract and providesccounting policy
election to account for shipping and handling aiiéis as fulfillment costs rather than as additiggramised services.
With regard to the licensing, the amendments gldrifw an entity would evaluate the nature of itsnpise in granting a
license of intellectual property, which determindsether the entity recognizes revenue over timat arpoint in time.
The amendments also address implementation isslaive to transition (adding a practical expedientcontract
modifications and clarifying what constitutes a @ated contract when employing full or modifiedrosipective
transition methods), collectability, noncash coasidion, and the presentation of sales and oth@lasitype taxes
(allowing entities to exclude sales-type taxeseméld from transaction price). Finally, the amendisenake certain
technical corrections and provide additional guaaim the areas of disclosure of performance otiiga, provisions
for losses on certain types of contracts, scomng,other areas. Overall, ASU No. 2014-09, as apwmqutovides for
either full retrospective adoption or a modifiettospective adoption by which it is applied onlythe most current
period presented. For 3M, the ASU is effective dapd, 2018. The Company is continuing to evaltiagestandard’s
impact on 3M’s consolidated results of operatiomd financial condition. 3M has conducted initiabdyses, developed
project management relative to the process of amptis ASU, and is currently completing detaitamhtract reviews
to determine necessary adjustments to existinguentit@ policies and to support an evaluation ofdtamdard’s impact
on the Company’s consolidated results of operatéomsfinancial condition. For the majority of 3M&svenue
arrangements, no significant impacts are expecdtese transactions are not accounted for undasiry-specific
guidance that will be superseded by the ASU anégdly consist of a single performance obligatiotransfer
promised goods or services. However, in additioexqganded disclosures regarding revenue, the ASild cfor
example, impact the timing of revenue recognitiosdéme arrangements for which software industrgifipgguidance
(which the ASU supersedes) is presently utilizdte Tompany currently anticipates utilizing the nfiedi retrospective
method of adoption on January 1, 2018.

In February 2015, the FASB issued ASU No. 2015A8¢endments to the Consolidation Analygisich changes
guidance related to both the variable interestye(YIE) and voting interest entity (VOE) consoltda models. With
respect to the VIE model, the standard changeshgmther things, the identification of variableeirdsts associated
with fees paid to a decision maker or service gtenithe VIE characteristics for a limited partoesimilar entity, and
the primary beneficiary determination. With resptecthe VOE model, the ASU eliminates the presuampthat a
general partner controls a limited partnershipimilar entity unless the presumption can otheriiseovercome. Under
the new guidance, a general partner would largetycansolidate a partnership or similar entity urttie VOE model.
The Company adopted this ASU effective January0162Because 3M did not have significant involvetiveith
entities subject to consolidation considerationgdnted by the VIE model changes or with limitedtipanrships
potentially impacted by the VOE model changesahaption did not have a material impact on the Camyis
consolidated results of operations and financiabd@on.

In April 2015, the FASB issued ASU No. 2015-@stomer’s Accounting for Fees Paid in a Cloud Agament

which requires a customer to determine whetheoadctomputing arrangement contains a software dieelfi the
arrangement contains a software license, the cestamuld account for fees related to the softwmenkse element in a
manner consistent with accounting for the acquisitif other acquired software licenses. If therageament does not
contain a software license, the customer would @atctor the arrangement as a service contract.rfangement would
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contain a software license element if both (1)dhstomer has the contractual right to take possessithe software at
any time during the hosting period without sigrafi¢ penalty and (2) it is feasible for the customegither run the
software on its own hardware or contract with aeoarty unrelated to the vendor to host the saftwaM adopted
this ASU prospectively to arrangements entered mtanaterially modified beginning January 1, 20IBe adoption
did not have a material impact on 3M’s consolidaesiilts of operations and financial condition.

In July 2015, the FASB issued ASU No. 2015-&implifying the Measurement of Inventomhich modifies existing
requirements regarding measuring inventory atalet of cost or market. Under existing standatus nharket amount
requires consideration of replacement cost, ndizedde value (NRV), and NRV less an approximatatymal profit
margin. The new ASU replaces market with NRV, dafims estimated selling prices in the ordinary saaf business,
less reasonably predictable costs of completi@padial and transportation. This eliminates the neetermine and
consider replacement cost or NRV less an approeiyjabrmal profit margin when measuring inventdfgr 3M, this
standard is effective prospectively beginning Janda2017. The Company does not expect this AShhie a
material impact on 3M’s consolidated results ofrafiens and financial condition.

In January 2016, the FASB issued ASU No. 2016R¥cognition and Measurement of Financial Assetskandncial
Liabilities, which revises the accounting related to (1) thesification and measurement of investments iritgqu
securities and (2) the presentation of certainviaiue changes for financial liabilities measurétha value. The ASU
also amends certain disclosure requirements assdaiath the fair value of financial instrument$ielnew guidance
requires the fair value measurement of investmiengguity securities and other ownership intergsemn entity,
including investments in partnerships, unincorpeagbint ventures and limited liability companiesl{ectively, equity
securities) that do not result in consolidation anelnot accounted for under the equity methodti&ntwill need to
measure these investments and recognize changgsyalue in net income. Entities will no longez bble to recognize
unrealized holding gains and losses on equity gexsuthey classify under current guidance as atbie! for sale in other
comprehensive income (OCI). They also will no lanige able to use the cost method of accountingdaity securities
that do not have readily determinable fair valllstead, for these types of equity investmentsdbatot otherwise
qualify for the net asset value practical expedientities will be permitted to elect a practicapiexception and
measure the investment at cost less impairmentgslosnus observable price changes (in orderlysiations). The
ASU also establishes an incremental recognitiondisosure requirement related to the presentatidair value
changes of financial liabilities for which the famlue option (FVO) has been elected. Under thidance, an entity
would be required to separately present in OChpthrdéion of the total fair value change attributatoénstrument-
specific credit risk as opposed to reflecting there amount in earnings. For derivative liabikti®r which the FVO
has been elected, however, any changes in faie\atubutable to instrument-specific credit riskuld continue to be
presented in net income, which is consistent wittient guidance. For 3M, this standard is effechigginning January
1, 2018 via a cumulative-effect adjustment to beigig retained earnings, except for guidance redativequity
securities without readily determinable fair valudsich is applied prospectively. The Company isently assessing
this ASU’s impact on 3M’s consolidated results p&mtions and financial condition.

In February 2016, the FASB issued ASU No. 2016L@asesreplacing existing lease accounting guidance. ridve
standard introduces a lessee model that would neegutities to recognize assets and liabilitiesiost leases, but
recognize expenses on their income statementsnanmer similar to current accounting. The ASU dustismake
fundamental changes to existing lessor accouniogvever, it modifies what qualifies as a sales-tgpd direct
financing lease and related accounting and aligmsnaber of the underlying principles with thosdlef new revenue
standard, ASU No. 2014-09, such as evaluating haleatability should be considered and determinitigen profit can
be recognized. The guidance eliminates existinpegate-specific provisions and requires expanpeditative and
guantitative disclosures. The standard requiresifieddetrospective transition by which it is apgaliat the beginning of
the earliest comparative period presented in tlae geadoption. For 3M, the ASU is effective Jaryuhy2019.
Information under existing lease guidance with eespo rent expense for operating leases and thg@&oy’s minimum
lease payments for capital and operating leasdsneih-cancelable terms in excess one year as arbleer 31, 2016 is
included in Note 14. The Company is currently asisgsthis ASU’s impact on 3M’s consolidated resolt®perations
and financial condition.

In March 2016, the FASB issued ASU No. 2016-06ntingent Put and Call Options in Debt Instrumeitisis ASU
clarifies guidance used to determine if debt insents that contain contingent put or call optiomsild require
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separation of the embedded put or call feature tlmerdebt instrument and trigger accounting forféadure as a
derivative with changes in fair value recorded tiygtoincome. Under the new guidance, fewer put bbogéions
embedded in debt instruments would require dexigadccounting. For 3M, this ASU is effective Jagubr2017. The
Company’s outstanding debt with embedded put pimvisdoes not require separate derivative accoginitier
existing guidance. As a result, 3M does not exfieéstASU to have a material impact on the Compangissolidated
results of operations and financial condition.

In March 2016, the FASB issued ASU No. 2016-8implifying the Transition to the Equity MethodAaicounting
which eliminates the existing requirement to apghby equity method of accounting retrospectivelyigiag prior
periods as if the equity method had always beelieaf)pvhen an entity obtains significant influermeer a previously
held investment. The new guidance would requirantiestor to apply the equity method prospectiedyn the date
the investment qualifies for the equity method. irhestor would add the carrying value of the engsinvestment to
the cost of any additional investment to deterntivgeinitial cost basis of the equity method invesstitn For 3M, this
ASU is effective January 1, 2017 on a prospectagd) with early adoption permitted. 3M would apiiis guidance to
investments that transition to the equity methddrahe adoption date.

In March 2016, the FASB issued ASU No. 2016409rovements to Employee Share-Based Payment Aftgun
which modifies certain accounting aspects for stased payments to employees including, among etkarents, the
accounting for income taxes and forfeitures, ad agtlassifications in the statement of cash floWigh respect to
income taxes, under current guidance, when a dyased payment award such as a stock option oicteststock unit
(RSU) is granted to an employee, the fair valuthefaward is generally recognized over the vegiaripd. However,
the related deduction from taxes payable is basgti@award’s intrinsic value at the time of exsedffor an option) or
on the fair value upon vesting of the award (fotJ8% which can be either greater (creating an extasbenefit) or
less (creating a tax deficiency) than the compémsabst recognized in the financial statementselSs tax benefits are
recognized in additional paid-in capital (APIC) kit equity, and tax deficiencies are similarly rgized in APIC to
the extent there is a sufficient APIC amount (APKDI) related to previously recognized excess tnefits. Under the
new guidance, all excess tax benefits/deficiensi@sld be recognized as income tax benefit/expemsieei statement of
income. The new ASU'’s income tax aspects also imghaccalculation of diluted earnings per sharexgluding
excess tax benefits/deficiencies from the caloohatif assumed proceeds available to repurchasesshader the
treasury stock method. Relative to forfeitures,ritbes standard allows an entity-wide accountingqgyodilection either
to continue to estimate the number of awards tlilhbe forfeited or to account for forfeitures dey occur. The new
guidance also impacts classifications within tleesnent of cash flows by no longer requiring inidosof excess tax
benefits as both a hypothetical cash outflow wittash flows from operating activities and hypottedtcash inflow
within cash flows from financing activities. Insteaxcess tax benefits would be classified in dpegactivities in the
same manner as other cash flows related to incarest Additionally, the new ASU requires cash paysi¢o tax
authorities when an employer uses a net-settlefaahire to withhold shares to meet statutory takhalding
provisions to be presented as financing activityni@ating previous diversity in practice). For 3thjs standard is
required effective January 1, 2017, with early aawppermitted. The Company early adopted ASU Ni1.6209 as of
January 1, 2016. Prospectively beginning Janua®p16, excess tax benefits/deficiencies have beftacted as income
tax benefit/expense in the statement of incomeltiegun a $184 million tax benefit in 2016. Thetent of excess tax
benefits/deficiencies is subject to variation in 8tck price and timing/extent of RSU vestings amployee stock
option exercises. 3M’s adoption of this ASU alssuteed in associated excess tax benefits beingifitbas operating
activity in the same manner as other cash flovestedlto income taxes in the statement of cash flmaspectively
beginning January 1, 2016. Based on the adoptidhadelogy applied, the statement of cash flowssifieation of
prior periods has not changed. In addition, 3Mnbitl change its accounting principles relative wmants of this
standard and continued its existing practice ofregtng the number of awards that will be forfeited

In June 2016, the FASB issued ASU No. 2016M8asurement of Credit Losses on Financial Instrusyevhich
revises guidance for the accounting for creditdssan financial instruments within its scope. Tha/standard
introduces an approach, based on expected lossestiiate credit losses on certain types of fiigtstruments and
modifies the impairment model for available-foresdebt securities. The new approach to estimatiedjtdosses
(referred to as the current expected credit lossmdel) applies to most financial assets measuradhattized cost and
certain other instruments, including trade and otbeeivables, loans, held-to-maturity debt sem@sitnet investments
in leases and off-balance-sheet credit exposuréh. fdspect to available-for-sale (AFS) debt sdims] the ASU
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amends the current other-than-temporary impairnmatel. For such securities with unrealized lossesties will still
consider if a portion of any impairment is relatedy to credit losses and therefore recognizedraslaction in income.
However, rather than also reflecting that credislamount as a permanent reduction in cost (aredrtiast) basis of
that AFS debt security, the ASU requires that ¢riedises be reflected as an allowance. As a resugr certain
circumstances, a recovery in value could resyfr@vious allowances, or portions thereof, reversiagk into income.
For 3M, this ASU is effective January 1, 2020, watrly adoption permitted. Entities are requiredpply the
standard’s provisions as a cumulative-effect adjestt to retained earnings as of the beginning efitist reporting
period in which the guidance is adopted. The Comsourrently assessing this ASU’s impact on 3bbasolidated
result of operations and financial condition.

In August 2016, the FASB issued ASU No. 2016QBkssification of Certain Cash Receipts and CashrRentswhich
is intended to reduce diversity in practice in heaxtain cash receipts and payments are presentieclassified in the
statement of cash flows. The standard providesagiel in a number of situations including, among@isthsettlement of
zero-coupon bonds, contingent consideration paysnmeate after a business combination, proceedstirersettlement
of insurance claims, and distributions receivednfequity method investees. The ASU also providédagce for
classifying cash receipts and payments that hgwects of more than one class of cash flows. FortBi,ASU is
effective January 1, 2018, with early adoption ged. The Company early adopted ASU No. 2016-16fasanuary 1,
2017. Since the associated changes in classificateze immaterial to all periods presented, no thpas reflected in
the Company’s consolidated results of operatiomsfarancial condition presented.

In October 2016, the FASB issued ASU No. 2016ti8a-Entity Transfers of Assets Other Than Inventavhich
modifies existing guidance and is intended to rediigersity in practice with respect to the accoumfor the income
tax consequences of intra-entity transfers of as3dte ASU indicates that the current exceptioin¢come tax
accounting that requires companies to defer theniectax effects of certain intercompany transastieauld apply
only to intercompany inventory transactions. Tisatlie exception would no longer apply to intercampsales and
transfers of other assets (e.g., intangible assétg)er the existing exception, income tax expesseciated with intra-
entity profits in an intercompany sale or trangfeassets is eliminated from earnings. Instead,dbst is deferred and
recorded on the balance sheet (e.g., as a pregset) aintil the assets leave the consolidated g®uglarly, the entity
is prohibited from recognizing deferred tax as$etdhe increases in tax bases due to the interaognpale or transfer.
For 3M, this ASU is effective January 1, 2018, watirly adoption permitted as of January 1, 2018 dthndard
requires modified retrospective transition withuaneilative catch-up adjustment to opening retairsgdiags in the
period of adoption. Upon adoption, a company waulide off any income tax effects that had been aefkfrom past
intercompany transactions involving non-inventosgets to opening retained earnings. In additiomraity would
record deferred tax assets with an offset to ogeretained earnings for amounts that entity haglipusly not
recognized under existing guidance but would rezegander the new guidance. While 3M could initiatiglitional
relevant transactions prior to this ASU’s adoptitate, based on deferred tax amounts related técappd past
intercompany transactions as of December 31, 2086Company does not expect this ASU to have arrabimpact
on 3M'’s consolidated results of operations andrai@ condition.

In October 2016, the FASB issued ASU No. 20164férests Held through Related Parties That Arearrfdiommon
Control, which modifies existing guidance with respechtav a decision maker that holds an indirect interea
variable interest entity (VIE) through a common ttohparty determines whether it is the primary é&femary of the

VIE as part of the analysis of whether the VIE weboéed to be consolidated. Under the ASU, a decisiaker would
need to consider only its proportionate indiret¢iiest in the VIE held through a common controbparevious
guidance had required the decision maker to theatdmmon control party’s interest in the VIE athé decision maker
held the interest itself. As a result of the ASitJcertain cases, previous consolidation conclusioag change. For 3M,
the standard is effective January 1, 2017 wittoegtective application to January 1, 2016. 3M dagdave significant
involvement with entities subject to consolidat@mmsiderations impacted by VIE model factors. Assult, 3M does
not expect this ASU to have a material impact an@ompany’s consolidated results of operationsfimaahcial
condition.

In November 2016, the FASB issued ASU No. 2016Rstricted Cashwhich clarifies guidance on the classification

and presentation of restricted cash in the statenfezash flows. Under the ASU, changes in resdatash and
restricted cash equivalents would be included alwitig those of cash and cash equivalents in therstnt of cash
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flows. As a result, entities would no longer preégesnsfers between cash/equivalents and restraask/equivalents in
the statement of cash flows. In addition, a red@tiwin between the balance sheet and the stateofieash flows
would be disclosed when the balance sheet inclomee than one line item for cash/equivalents astticted
cash/equivalents. For 3M, this ASU is effectiveulay 1, 2018, with early adoption permitted. For,3Ms ASU is
effective January 1, 2018, with early adoption ged. The Company early adopted ASU No. 2016-18fasnuary 1,
2017. Due to the immaterial use of restricted @aghrestricted cash equivalents, no impact wasatedtl in the
Company’s consolidated results of operations amahftial condition presented.

In January 2017, the FASB issued ASU No. 2017d)arifying the Definition of a Busineswhich narrows the existing
definition of a business and provides a frameworkefvaluating whether a transaction should be ateoifor as an
acquisition (or disposal) of assets or a businEss.ASU requires an entity to evaluate if substdlgtall of the fair

value of the gross assets acquired is concentirai@gingle identifiable asset or a group of simideentifiable assets; if
s0, the set of transferred assets and activit@ie@tively, the set) is not a business. To be mred a business, the set
would need to include an input and a substantieegss that together significantly contribute todbéity to create
outputs. The standard also narrows the definitiooutputs. The definition of a business affectsaaref accounting such
as acquisitions, disposals and goodwill. Undemién guidance, fewer acquired sets are expected tomsidered
businesses. For 3M, this ASU is effective Janua3018 on a prospective basis with early adoptemitted. 3M

would apply this guidance to applicable transactiafter the adoption date.

In January 2017, the FASB issued ASU No. 2017Suhplifying the Test for Goodwill Impairmektnder the new
standard, goodwill impairment would be measurethasamount by which a reporting unit’s carryingueakxceeds its
fair value, not to exceed the carrying value ofdeitl. This ASU eliminates existing guidance thatuires an entity to
determine goodwill impairment by calculating thepifad fair value of goodwill by hypothetically ageing the fair
value of a reporting unit to all of its assets &daHilities as if that reporting unit had been aicgd in a business
combination. For 3M, this ASU is effective prospeely to impairment tests beginning January 1, 20@th early
adoption permitted. 3M would apply this guidancepplicable impairment tests after the adoptiome.dat

NOTE 2. Acquisitions and Divestitures
Acquisitions:

3M makes acquisitions of certain businesses frome tio time that are aligned with its strategic mht&ith respect to,
among other factors, growth markets and adjacemyat lines or technologies.

Goodwill resulting from business combinations ig&ly attributable to the existing workforce of thequired
businesses and synergies expected to arise aftera@iguisition of these businesses. Pro forma imédion related to
acquisitions was not included because the impath®iCompany’s consolidated results of operatioas mot
considered to be material.

In addition to business combinations, 3M periodycatquires certain tangible and/or intangible tsaad purchases
interests in certain enterprises that do not otlsnqualify for accounting as business combinatidihese transactions
are largely reflected as additional asset purchadanvestment activity.

2016 acquisitions:

During 2016, 3M completed the acquisition of SeéinAG and Sembrowser AG (collectively “Semfindealyng
with an additional immaterial acquisition, the ingsaof which on the consolidated balance sheet wetreonsidered
material. In September 2016, 3M (Health Care Bssipacquired all of the outstanding shares of Setufi
headquartered in Kreuzlingen, Switzerland. Semfigla leading developer of precision software #rables efficient
coding of medical procedures in multiple languagdé® purchase price paid for these business cotitnisa(net of
cash acquired) during 2016 aggregated to $16 millio

Adjustments in 2016 to the preliminary purchasegaéllocations of other acquisitions within theadtion period

primarily related to the identification of contingdiabilities and certain tax-related items aggtaty to approximately
$35 million along with other balances related t® #2015 acquisition of Capital Safety Group S.A.R.he change to
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provisional amounts resulted in an immaterial imgadhe results of operations in the third quaofe2016, a portion of
which related to earlier quarters in the measuramenod.

Purchased identifiable finite-lived intangible @sselated to acquisition activity in 2016 totafetimillion. The
associated finite-lived intangible assets acquiine2D16 will be amortized on a systematic and retidasis (generally
straight line) over a weighted-average life of &nge(lives ranging from two to 20 years). Acquinegbrocess research
and development and identifiable intangible asfeta/hich significant assumed renewals or extersimirunderlying
arrangements impacted the determination of theifuldives were not material.

2015 acquisitions:

In March 2015, 3M (Health Care Business) purchadkeaf the outstanding shares of Ivera Medical Corp
headquartered in San Diego, California. Ivera Mald@orp. is a manufacturer of health care prodinasdisinfect and
protect devices used for access into a patientsdstream. In addition, in the first quarter of 203M (Industrial
Business) purchased the remaining interest inradoequity method investment for an immaterial antou

In August 2015, 3M (Safety and Graphics Businesguied all of the outstanding shares of CapitdétyaGroup
S.A.R.L., with operating headquarters in BloomimgtMinnesota, from KKR & Co. L.P. for $1.7 billiongt of cash
acquired. The net assets acquired included therggn of $0.8 billion of debt. Capital Safety isemding global
provider of fall protection equipment.

In August 2015, 3M (Industrial Business) acquireel assets and liabilities associated with Polypaternational, Inc.’s
Separations Media business (hereafter referred Meanbrana), headquartered in Wuppertal, Germany 1.0 billion.
Membrana is a leading provider of microporous membs and modules for filtration in the life sciemdaedustrial and
specialty segments.

The impact on the consolidated balance sheet giuhehase price allocations related to 2015 adiis and assigned
weighted-average intangible asset lives, inclu@didjgistments relative to other acquisitions wittia measurement
period, follows. Adjustments in 2015 to the prelianiy allocations primarily related to the identfiion and valuation
of certain indefinite-lived intangible assets. Tdirange to provisional amounts resulted in an imriztenpact to
results of operations in the fourth quarter of 20d.portion of which relates to earlier quarterghie measurement
period.
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2015 Acquisition Activity

Finite-Lived
Intangible-
Asset
Weighted-
(Millions) Capital Polypore Separations Average
Asset (Liability) Safety Media (Membrana) Other Total Lives (Years)
Accounts receivable $ 66 $ 30 $ 7 $ 103
Inventory 63 35 4 102
Other current assets 10 1 1 12
Property, plant, and equipment 36 128 7 171
Purchased finite-lived intangible assets:
Customer related intangible assets 445 270 40 755 16
Patents 44 11 7 62 7
Other technology-based intangible assets 85 42 1 128 7
Definite-lived tradenames 26 6 1 33 16
Other amortizable intangible assets — — 2 2 4
Purchased indefinite-lived intangible assets 520 — — 520
Purchased goodwill 1,764 636 95 2,495
Accounts payable and other liabilities, net of othe
assets (105 (122 (5) (232
Interest bearing debt (766) — — (766
Deferred tax asset/(liability) (464 — (7) (471
Net assets acquire $ 1,724 $ 1,037 $ 153 $ 2,914
Supplemental information:
Cash paid $ 1,758 $ 1,037 $ 154 $ 2,949
Less: Cash acquired 34 — 1 35
Cash paid, net of cash acquired $ 1,724 $ 1,037 $ 153 $ 2,914

Purchased identifiable finite-lived intangible asselated to acquisition activity in 2015 totaf&H0 billion. The
associated finite-lived intangible assets acquiine2D15 will be amortized on a systematic and retidasis (generally
straight line) over a weighted-average life of Béng (lives ranging from two to 20 years). Indéddived intangible
assets of $520 million relate to certain tradenaasssciated with the Capital Safety acquisitionclttiave been in
existence for over 55 years, have a history ofifeatharket-share positions, have been and aredetketo be
continuously renewed, and the associated prodfiethioch are expected to generate cash flows forf@Man indefinite
period of time. Acquired in-process research ancgtld@ment and identifiable intangible assets foichisignificant
assumed renewals or extensions of underlying agraegts impacted the determination of their uséfaklwere not
material.

2014 acquisitions:

3M completed one business combination during 2@itimpact of which on the consolidated balancetsivas not
considered material. In April 2014, 3M (Health CBugsiness) purchased all of the outstanding eduigyests of Treo
Solutions LLC, headquartered in Troy, New York.d ®olutions LLC is a provider of data analytics &@udiness
intelligence to healthcare payers and providerg. @irchase price paid for this business combingtienof cash
acquired) and the impact of other matters (netindu2014 aggregated to $94 million.

Separately, as discussed in Note 6, during 2014(\83Sumitomo 3M Limited) purchased Sumitomo Hiiect
Industries, Ltd.’s 25 percent interest in 3M’s colidated Sumitomo 3M Limited subsidiary for 90 tmh Japanese Yen.
Because 3M already had a controlling interest ism ¢bnsolidated subsidiary, this transaction wasssely recorded as
a financing activity in the statement of cash flows

Purchased identifiable finite-lived intangible asselated to acquisition activity in 2014 tota&®# million. The

associated finite-lived intangible assets acquiine2D14 will be amortized on a systematic and retidasis (generally
straight line) over a weighted-average life of ars (lives ranging from three to 10 years). Ageglin-process
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research and development and identifiable intaegaskets for which significant assumed renewagxi@nsions of
underlying arrangements impacted the determinatidheir useful lives were not material.

Divestitures:

3M may divest certain businesses from time to firased upon review of the Company’s portfolio coasity, among
other items, factors relative to the extent oftey& and technological alignment and optimizatibcapital

deployment, in addition to considering if sellitptbusinesses results in the greatest value andatithe Company and
for shareholders.

In January 2015, 3M (Electronics and Energy Busnhesmpleted the sale of its global Static Cortirdiness to Desco
Industries Inc., based in Chino, California. 204#s of this business were $46 million. This tratisa was not
considered material.

In the fourth quarter of 2015, 3M (Safety and GieplBusiness) entered into agreements with Onet§gairtners
Capital Advisors L.P. (OEP) to sell the assetsMfs3ibrary systems business. The sales of theINArherican
business and the majority of the business outditdodh America closed in October and November 20&Spectively.
The sale of the remainder of the library systensinass closed in the first quarter of 2016 (disedgsrther below). In
December 2015, 3M (Safety and Graphics Business)ampleted the sale of Faab Fabricauto, a whaliyed
subsidiary of 3M, to Hills Numberplates Limited. & hbrary systems business, part of the Traffie8afnd Security
Division, delivers circulation management solutibm$ibrary customers with on-premise hardware switare,
maintenance and service, and an emerging clouditzhgital lending platform. Faab Fabricauto, alsetf the Traffic
Safety and Security Division, is a leading Frenanufacturer of license plates and signage solutibine aggregate
cash proceeds relative to the 2015 global librgsfesns and Faab Fabricauto divestiture transacti@ss$104 million.
The Company recorded a net pre-tax gain of $40anillapproximately $10 million after tax) in 2018 a result of the
sale and any adjustment of carrying value.

In the first quarter of 2016, 3M (Safety and GragHBusiness) completed the sale of the remaindigrecdissets of 3M’s
library systems business to One Equity Partnerst@lajdvisors L.P. (OEP). 3M had previously solé tNorth
American business and the majority of the businegside of North America to OEP in the fourth geadf 2015. The
library systems business delivers circulation managnt solutions to library customers with on-prentiardware and
software, maintenance and service, and an emectpng-based digital lending platform. Also in thest quarter of
2016, 3M (Industrial Business) sold to Innovativiee@iical Products Group, a portfolio company of AuBaivate
Equity, the assets of 3M’s pressurized polyuretfaae adhesives business (formerly known as Patgjodhis
business is a provider of pressurized polyuretlieam adhesive formulations and systems into thideatial roofing,
commercial roofing and insulation and industri@fosegments in the United States with annual sélegproximately
$20 million. The Company recorded a pre-tax gaifi4f million in the first quarter of 2016 as a fleéstfithe sales of
these businesses (recorded in selling, generahdmihistrative expenses).

In October 2016, 3M (Industrial Business) sold déksets of its temporary protective films businedregis LLC. This
business, with annual sales of approximately $30omj is a provider of adhesive-backed temporawgtective films
used in a broad range of industries. In Decemb#6 28M (Electronics and Energy Business) sold #seis of its
cathode battery technology out-licensing businefth, annual sales of approximately $10 millionUMICORE. The
aggregate selling price relative to these two msses was $86 million. The Company recorded agxrgain of $71
million in the fourth quarter of 2016 as a restlthe sales of these businesses (recorded in geflaneral and
administrative expenses).

In December 2016, 3M (Safety and Graphics Busirasspunced that it agreed to sell its identity ng@naent business
to Gemalto N.V. for $850 million, subject to clogiand other adjustments. This business, with 2@l ©f
approximately $205 million, is a leader in identityanagement solutions providing biometric hardveare software
that enable identity verification and authenticatias well as secure materials and document real@edransaction is
expected to close during the first half of 2017J&émuary 2017, 3M (Safety and Graphics Businedd)tse assets of its
safety prescription eyewear business, with anralaksof approximately $45 million, to HOYA Visiora€. The
Company expects a pre-tax gain of approximately0$&0lion as a result of these two divestiturese Bmounts of
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major assets and liabilities associated with thliksgosal groups classified as held-for-sale aseafdinber 31, 2016
include accounts receivable; property, plant andmgent (net); intangible assets; and deferredmeedother current
liabilities) of approximately $25 million, $25 miitin, $35 million, and $35 million, respectively. &adition,
approximately $270 million of goodwill is estimat&mlbe attributable to these businesses as of Dweeedi, 2016
based upon relative fair value. These amounts hat/been segregated and are classified withinxistireg
corresponding line items on the Company’s constdifidalance she€the aggregate operating income of these two
businesses was less than $20 million in each 0622015 and 2014.

NOTE 3. Goodwill and Intangible Assets

Purchased goodwill from acquisitions totaled $1#iom in 2016, none of which is deductible for tadrposes. The
acquisition activity in the following table alsocindes the net impact of adjustments to the prakmyi allocation of
purchase price within the one year measurementgéoilowing prior acquisitions, which increasedogwill by $39
million during 2016. Purchased goodwill from acqgtigss totaled $2.5 billion in 2015, $636 milliofiwhich is
deductible for tax purposes. The amounts in thafiStation and other” column in the following taplémarily relate to
changes in foreign currency exchange rates. Thewitidalance by business segment follows:

Goodwill
Dec. 31, 2015 2015 Dec. 31, 2016 2016 Dec. 31,
2014 acquisition translation 2015 acquisition traslation 2016

(Millions) Balance activity and other  Balance activity and other  Balance
Industrial $2042 $ 637 $ (106 $2573 $ — $ (37) $2,536
Safety and Graphics 1,650 1,764 (72) 3,342 41 (59) 3,324
Health Care 1,589 94 (59) 1,624 12 27) 1,609
Electronics and Energy 1,554 — (44) 1,510 — (21) 1,489
Consumer 215 — (15) 200 — 8 208
Total Company ¥,050 $ 2,495 $ (296) $9,249 $ 53 $ (136 $9,166

Accounting standards require that goodwill be @$te impairment annually and between annual testertain
circumstances such as a change in reporting untteedesting of recoverability of a significansasgroup within a
reporting unit. At 3M, reporting units correspoidat division.

As described in Note 16, effective in the first gaaof 2017, within the Industrial business segimére Company
formed the Automotive and Aerospace Solutions Daviswhich combined the former Automotive and Agase and
Commercial Transportation divisions. In additios,described in Note 16 and effective in the fitsirger of 2017, 3M’s
former Renewable Energy Division (RED) was integdainto existing divisions within the ElectroniasdaEnergy
business segment and Safety and Graphics busiegsgest. For any product moves that resulted inrtEgpunit
changes, the Company applied the relative fairevatethod to determine the impact on goodwill ofaksociated
reporting units. During the first quarter of 201ffe Company completed its assessment of any pateatdwill
impairment for reporting units impacted by this n&vwucture and determined that no impairment edistee Company
also completed its annual goodwill impairment taghe fourth quarter of 2016 for all reporting tsnand determined
that no impairment existed. In addition, the Comphad no impairments of goodwill in prior years.
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Acquired Intangible Assets

The carrying amount and accumulated amortizaticecgfiired finite-lived intangible assets, in additio the balance
of non-amortizable intangible assets, as of Decerdbgfollow:

(Millions) 2016 2015
Customer related intangible assets $ 1,939 $ 1,973
Patents 602 616
Other technology-based intangible assets 524 525
Definite-lived tradenames 420 421
Other amortizable intangible assets 211 216
Total gross carrying amount $ 3,696 $ 3,751
Accumulated amortization — customer related (797) (668)
Accumulated amortization — patents (497 (481
Accumulated amortization — other technology based (302) (252)
Accumulated amortization — definite-lived tradename (236, (215
Accumulated amortization — other (173) (169)
Total accumulated amortization $ (2,005 $ (1,785
Total finite-lived intangible assets — net $ 1,691 $ 1,966
Norn-amortizable intangible assets (primarily tradensime 629 635
Total intangible assets — net $ 2,320 $ 2,601

Certain tradenames acquired by 3M are not amorbeeduse they have been in existence for over &% ykave a
history of leading-market share positions, havenlse®d are intended to be continuously renewed{t@dssociated
products of which are expected to generate casisffor 3M for an indefinite period of time.

Amortization expense for the years ended Decembéolbws:

(Millions) 2016 2015 2014
Amortization expense $ 262 $ 229 $ 228

Expected amortization expense for acquired amdntgzimtangible assets recorded as of December®H llows:

After
(Millions) 2017 2018 2019 2020 2021 2021

Amortization expense $ 223§ 202 $ 190 $ 180 $ 164 $ 732

The preceding expected amortization expense istamage. Actual amounts of amortization expense difigr from
estimated amounts due to additional intangibletassguisitions, changes in foreign currency excleamages,
impairment of intangible assets, accelerated amaiitin of intangible assets and other events. 3pgeses the costs
incurred to renew or extend the term of intangddeets.
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NOTE 4. Restructuring Actions

2015 Restructuring Actions:

During the fourth quarter of 2015, management apgi@and committed to undertake certain restruaguaictions
primarily focused on structural overhead, largelytie U.S. and slower-growing markets, with paticemphasis on
Europe, Middle East, and Africa (EMEA) and Latin Arita. This impacted approximately 1,700 positivosidwide
and resulted in a fourth-quarter 2015 pre-tax ahafgb114 million.

Components of these restructuring charges are sugeday business segment as follows:

Year ended December 31, 2015

(Millions) Employee-Related Asset-Related Total
Industrial $ 30 $ 12 $ 42
Safety and Graphics 11 — 11
Health Care 9 — 9
Electronics and Energy 8 4 12
Consumer 3 — 3
Corporate and Unallocated 37 — 37
Total Expense $ 98 $ 16 $ 114

The preceding restructuring charges were recomiéukiincome statement as follows:

(Millions) 2015

Cost of sales 40

Selling, general and administrative expenses 62

Research, development and related expenses 12
Total $ 114

Components of these restructuring actions, inclydissh and non-cash impacts, follow:

Employee- Asset-
(Millions) Related Related Total
Expense incurred $ 98 $ 16 $ 114
Non-cash changes (8) (16) (24)
Cash payments (27, — (27,
Accrued restructuring action balances as of Dece®bg2015 $ 63 $ —  $ 63
Cash payments (57, — (57,
Accrued restructuring action balances as of Decei®bg2016 $ 6 $ — $ 6

Non-cash changes include certain pension settlenagrat special termination benefits recorded intstdefined
benefit pension and postretirement benefits andlactted deprecation resulting from the cessatiase of certain
long-lived assets.
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NOTE 5. Supplemental Balance Sheet Information

Accounts payable (included as a separate lineiitetime Consolidated Balance Sheet) includes dpafysble on
demand of $88 million at December 31, 2016, andifl®n at December 31, 2015. Accumulated deptémigfor

capital leases totaled $89 million and $98 millamnof December 31, 2016, and 2015, respectivelgitidal
supplemental balance sheet information is providete table that follows.

(Millions) 2016 2015
Other current assets
Prepaid expenses and other 1,014 1,081
Derivative assets-current 148 211
Insurance related (receivables, prepaid expenskstasar) 109 106
Total other current assets 1,271 1,398
Investments
Equity method 60 56
Cost method 67 59
Other investments 1 2
Total investments 128 117
Property, plant and equipment - at cost
Land 341 354
Buildings and leasehold improvements 7,252 7,120
Machinery and equipment 14,935 14,743
Construction in progress 809 723
Capital leases 162 158
Gross property, plant and equipment 23,499 23,098
Accumulated depreciation (14,983) (14,583)
Property, plant and equipment - net 8,516 8,515
Other assets
Deferred income taxes 422 675
Insurance related receivables and other 68 49
Cash surrender value of life insurance policies 236 241
Other 255 253
Total other assets 981 1,218
Other current liabilities
Accrued trade payables 578 566
Deferred income 551 518
Derivative liabilities 92 65
Employee benefits and withholdings 155 148
Contingent liability claims and other 201 147
Property and other taxes 90 89
Pension and postretirement benefits 66 60
Other 739 811
Total other current liabilities 2,472 2,404
Other liabilities
Long term income taxes payable 244 154
Employee benefits 256 254
Contingent liability claims and other 719 739
Capital lease obligations 45 46
Deferred income 15 19
Deferred income taxes 145 551
Other 224 261
Total other liabilities 1,648 2,024
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NOTE 6. Supplemental Equity and Comprehensive Iname Information

Common stock ($.01 par value per share) of 3.hikhares is authorized, with 944,033,056 shamsed. Treasury
stock is reported at cost, with 347,306,778 shar&ecember 31, 2016, 334,702,932 shares at Dec&hb2015, and
308,898,462 shares at December 31, 2014. Prefstoek, without par value, of 10 million sharesushmrized but
unissued.

Cash dividends declared and paid totaled $1.1%hmme for each quarter in 2016, which resultedtal tyear declared
dividends of $4.44 per share. In 2015, 3M’s BodrBicectors declared a second, third, and fourtartgr dividend of
$1.025 per share, which resulted in total year 2Dd&ared dividends of $3.075 per share. In Dece2d&4, 3M’s
Board of Directors declared a first quarter 2026d#ind of $1.025 per share (paid in March 2015)ctviwhen added
to second, third and fourth quarter 2014 declarediends of $0.855 per share, resulted in totat 4.4 declared
dividends of $3.59 per share. In December 2013 s384iard of Directors declared a first quarter 26id4dend of
$0.855 per share (paid in March 2014).

Changes in Accumulated Other Comprehensive Incomé_¢ss) Attributable to 3M by Component

Defined Benefit  Debt and Cash Flow  Accumulated

Pension and Equity Hedging Other
Cumulative Postretirement  Securities, Instruments, Comprehensive
Translation Plans Unrealized  Unrealized Income
(Millions) Adjustment Adjustment Gain (Loss) Gain (Loss) (Loss)
Balance at December 31, 2013, net of tax: $ (188 $ (3,715 % 2 % 8 $ (3913
Other comprehensive income (loss), before tax:
Amounts before reclassifications (856 (2,638 2 171 (3,321,
Amounts reclassified out — 360 1 (4) 357
Total other comprehensive income (loss), before (856 (2,278 3 167 (2,964
Tax effect (92) 716 (1) (60) 563
Total other comprehensive income (loss), net of (948 (1,562 2 107 (2,401
Impact from purchase of subsidiary shares 41 (16) — — 25
Balance at December 31, 2014, net of tax: $ (1,095 $ (5,293 $ — $ 99 $ (6,289
Other comprehensive income (loss), before tax:
Amounts before reclassifications (447 367 — 212 132
Amounts reclassified out — 537 — (174) 363
Total other comprehensive income (loss), before (447 904 — 38 495
Tax effect (137) (415) — (13) (565)
Total other comprehensive income (loss), net of (584 489 — 25 (70,
Balance at December 31, 2015, net of tax $ (1,679 $ (4804 $ — 3 124 $  (6,359)
Other comprehensive income (loss), before tax:
Amounts before reclassifications (244) (1,122) — 57 (1,309)
Amounts reclassified out — 421 — (109 312
Total other comprehensive income (loss), before tax (244) (701) — (52) (997)
Tax effect (85) 177 — 19 111
Total other comprehensive income (loss), net of tax  (329) (524) — (33) (886)
Balance at December 31, 2016, net of tax: $ (2,008 $ (5328 % — $ 91 $ (7,245

Income taxes are not provided for foreign transtatielating to permanent investments in internatisubsidiaries, but
tax effects within cumulative translation does it impacts from items such as net investment hedgeactions.
Reclassification adjustments are made to avoid ldozdunting in comprehensive income items thatadse recorded as
part of net income.
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Reclassifications out of Accumulated Other Comprehasive Income Attributable to 3M

Amounts Reclassified from
Accumulated Other Comprehensive Income

Details about Accumulated Other Yearended Yearended Yearended
Comprehensive Income Components Decemb8d December31. December31. Location on Income
(Millions) 2016 2015 2014 Statement

Gains (losses) associated with, defined benefisiparand
postretirement plans amortization

Transition asset $ 1 % 1 $ 1 See Note 11
Prior service benefit 92 79 59 See Note 11
Net actuarial loss (506) (626) (420) See Note 11
Curtailments/Settlements (8) 9 — See Note 11
Total before tax (421) (537) (360)
Tax effect 148 176 122 Provision for income taxes
Net of tay $ (273) $ (361) $ (238)

Debt and equity security gains (losses)
Selling, general and

Sales or impairments of securities $ —  $ — 3% (1) administrative expenses
Total before tax — — (2)
Tax effect — — — Provision for income taxes
Net of tay $ — 3 — 3 1)
Cash flow hedging instruments gains (losses)

Foreign currency forward/option contracts $ 110 $ 178 $ 3 Cost of sales

Commodity price swap contracts — 2) 2 Cost of sales

Interest rate swap contracts 1) (2) (1) Interest expense
Total before tax 109 174 4
Tax effect (39 (63) (1) Provision for income taxes
Net of tas $ 70 $ 111 $ 3
Total reclassifications for the period, net of tax $ (203 $ (250 $ (236

Purchase of Subsidiary Shares

On September 1, 2014, 3M (via Sumitomo 3M Limitpdjchased Sumitomo Electric Industries, Ltd.’s 2&cpnt
interest in 3M’s consolidated Sumitomo 3M Limitagbsidiary for 90 billion Japanese Yen. Upon conipiebf the
transaction, 3M owned 100 percent of Sumitomo 3iiteéd. This transaction was recorded as a finanaatiyity
(Purchase of noncontrolling interest) in the statenof cash flows.

In April 2014, 3M purchased the remaining noncolfitrg interest in a consolidated 3M subsidiary éorimmaterial
amount, which was classified as a financing agti{fturchase of noncontrolling interest) in the aidsted statement
of cash flows.

The following table summarizes the effects of th2@#4 transactions on equity attributable to 3M @any
shareholders:

Year ended
(Millions) December 31, 2014
Net income attributable to 3l $ 4,956
Impact of purchase of subsidiary shares (409
Change in 3M Company shareholders’ equity fromimsime
attributable to 3M and impact of purchase of subsjdshares $ 4,547
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NOTE 7. Supplemental Cash Flow Information

(Millions) 2016 2015 2014

Cash income tax payments, net of refunds $ 1,888 $ 2331 % 1,968
Cash interest payments 194 134 178
Capitalized interest 10 13 15

Cash interest payments include interest paid oh ated capital lease balances, including net intgr@gments/receipts
related to accreted debt discounts/premiums, palyofatebt issue costs, as well as net interest paysireceipts
associated with interest rate swap contracts.

Individual amounts in the Consolidated Statemer@agh Flows exclude the impacts of acquisitiongstitures and
exchange rate impacts, which are presented selyarate

Transactions related to investing and financingvaiets with significant non-cash components aréodisws:
» 3M sold and leased-back, under a capital leas&ineecently constructed machinery and equipmengturn
for municipal bonds with the City of Nevada, Missaduring 2016 and 2014 valued at approximately $12
million and $15 million, respectively, as of tharsaction date.

In addition, as discussed in Note 6, in the foguhrter of 2014, 3M’s Board of Directors declarditst quarter 2015
dividend of $1.025 per share (paid in March 201b}he fourth quarter of 2013, 3M’s Board of Direxs declared a
first quarter 2014 dividend of $0.855 per sharedjiaMarch 2014).

NOTE 8. Income Taxes

Income Before Income Taxes

(Millions) 2016 2015 2014

United States

$ 4366 $ 4399 $ 3815

International 2,687 2,424 3,211
Total $ 7,053 $ 6,823 $ 7,026
Provision for Income Taxes
(Millions) 2016 2015 2014
Currently payable
Federal $ 1,192 $ 1,338 $ 1,103
State 75 101 108
International 733 566 1,008
Deferred
Federal 3) (55) (171)
State 9 6 (9)
International (11) 26 (11)
Total $ 1995 $ 1982 $ 2,028
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Components of Deferred Tax Assets and Liabilities

(Millions) 2016 2015
Deferred tax assets:

Accruals not currently deductible

Employee benefit costs $ 195 $ 175
Product and other claims 326 311
Miscellaneous accruals 92 114
Pension costs 1,217 1,120
Stock-based compensation 302 305
Net operating/capital loss carryforwards 93 109
Foreign tax credits 22 25
Inventory 53 46
Gross deferred tax assets 2,300 2,205
Valuation allowance (47 (31)
Total deferred tax assets $ 2253 $ 2,174
Deferred tax liabilities:
Product and other insurance receivables $ 27 $ (28)
Accelerated depreciation (730 (736,
Intangible amortization (903) (2,017)
Currency translation (276 (299
Other (40) (70)
Total deferred tax liabilities $ (1,976 $ (2,050
Net deferred tax assi $ 277 % 124

The net deferred tax assets are included as comfmakOther Assets and Other Liabilities withie tBonsolidated
Balance Sheet. See Note 5 “Supplemental Balancet 8ffermation” for further details.

As of December 31, 2016, the Company had tax effecperating losses, capital losses, and tax araediyovers for
federal (approximately $21 million), state (approately $1 million), and international (approximat&71 million),
with all amounts before valuation allowances. Tédefal tax attribute carryovers will expire aftértd 20 years, the
state after 5 to 10 years, and the internatiorial ahe to three years or have an indefinite caayperiod. The tax
attributes being carried over arise as certairsglictions may have tax losses or may have inasliid utilize certain
losses without the same type of taxable incomeofA3ecember 31, 2016, the Company has providedh§ilion of
valuation allowance against certain of these defetax assets based on management’s determintibit is more-
likely-than-not that the tax benefits related tesh assets will not be realized.

Reconciliation of Effective Income Tax Rate

2016 2015 2014
Statutory U.S. tax rate 35.0% 35.0% 35.0%
State income taxes - net of federal benefit 0.9 1.1 0.9
International income taxes - net 2.7, 3.9 (5.8
U.S. research and development credit (0.5) (0.5) (0.4)
Reserves for tax contingencies 0.2 (2.0 0.6
Domestic Manufacturer’s deduction (1.8) (1.8) (1.3)
Employee share-based payments (2.8 (0.1 (0.1,
All other - net — 0.3 —
Effective worldwide tax rate 28.3% 29.1% 28.9%

The effective tax rate for 2016 was 28.3 percemmared to 29.1 percent in 2015, a decrease gféd@ntage points,
impacted by several factors. Primary factors teatreased the Company’s effective tax rate includedecognition of
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excess tax benefits beginning in 2016 related tpleyee share-based payments (resulting from thptamoof ASU
No. 2016-09, as discussed in Note 1) and a reduatistate taxes. Combined, these factors decrahsgdompany’s
effective tax rate by 3.2 percentage points. Thaalse was partially offset by a 2.4 percentagetpacrease, which
related to remeasurements of 3M’s uncertain taitipos and international taxes that were impactedhianges to both
the geographic mix of income before taxes and amfdit tax expense related to global cash optinmenadictions.

The effective tax rate for 2015 was 29.1 percemmared to 28.9 percent in 2014, an increase gié.@entage points,
impacted by many factors. Primary factors whichiéased the Company’s effective tax rate includésthimational
taxes, which were impacted by both changes indoreurrency rates and changes to the geographiofmicome
before taxes, and an increase in state taxes. @edbthese factors increased the Company’s effetdiv rate by 2.4
percentage points. This increase was partiallyedfiy a 2.2 percentage point decrease, which tetatthe
remeasurements of 3M’s uncertain tax positionguding the restoration of tax basis on certain &sfke which
depreciation deductions were previously limited] arcreases in the domestic manufacturer’'s deduetia U.S.
research and development credit benefits.

The Company files income tax returns in the U.8efal jurisdiction, and various states and forgigisdictions. With
few exceptions, the Company is no longer subjett.® federal, state and local, or non-U.S. inctamxeexaminations
by tax authorities for years before 2005.

The IRS has completed its field examination of@mempany’s U.S. federal income tax returns for tearg 2005
through 2014. The Company protested certain IR8ipos within these tax years and entered intcatthministrative
appeals process with the IRS. In December 201X tmpany received a statutory notice of deficiefarythe 2006
year. The Company filed a petition in Tax Courtha first quarter of 2013 relating to the 2006 yaar.

Currently, the Company is under examination bylR® for its U.S. federal income tax returns for ylears 2015 and
2016. It is anticipated that the IRS will compléteexamination of the Company for 2015 by the efthe second
quarter of 2017 and for 2016 by the end of the fjtsarter of 2018. As of December 31, 2016, the hBS not proposed
any significant adjustments to the Company’s tasitpms for which the Company is not adequatelginesd.

Payments relating to other proposed assessmesitsgafiom the 2005 through 2016 examinations maybeanade
until a final agreement is reached between the @Gamyppand the IRS on such assessments or upon ads@ution
resulting from the administrative appeals procegadicial action. In addition to the U.S. fedeeatamination, there is
also audit activity in several U.S. state and fgmgurisdictions.

3M anticipates changes to the Company’s uncergaipositions due to the closing and resolutionuafitissues for

various audit years mentioned above and closustatiites. Currently, the Company is estimatingaadese in
unrecognized tax benefits during the next 12 moatha result of anticipated resolutions of audiés.
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A reconciliation of the beginning and ending amoaingross unrecognized tax benefits (UTB) is abofes:

Federal, State and Foreign Tax

(Millions) 2016 2015 2014

Gross UTB Balance at January 1 $ 381 $ 583 $ 659
Additions based on tax positions related to theesryear 67 77 201
Additions for tax positions of prior years 43 140 30
Reductions for tax positions of prior years (66) (399 (74)
Settlements (95) (4) (154)
Reductions due to lapse of applicable statutenaitdtions (11 (16) (79
Gross UTB Balance at December 31 $ 319 $ 381 $ 583
Net UTB impacting the effective tax rate at Decer 31 $ 333 % 369 $ 265

The total amount of UTB, if recognized, would afféwe effective tax rate by $333 million as of Dextser 31, 2016,
$369 million as of December 31, 2015, and $265ianilas of December 31, 2014. The ending net UTBltefom
adjusting the gross balance for items such as Bed&tate, and non-U.S. deferred items, interedtpmmalties, and
deductible taxes. The net UTB is included as coraptsof Other Assets, Accrued Income Taxes, andrQifabilities
within the Consolidated Balance Sheet.

The Company recognizes interest and penalties ederlated to unrecognized tax benefits in tax rgpeThe
Company recognized in the consolidated statemeinicofme on a gross basis approximately $10 milibaxpense, $2
million of expense, and $14 million of benefit iA16, 2015, and 2014, respectively. The amounttef@st and
penalties recognized may be an expense or benefitalnew or remeasured unrecognized tax benefitials. At
December 31, 2016, and December 31, 2015, aconteré$t and penalties in the consolidated balameet®n a gross
basis were $52 million and $45 million, respectvéhcluded in these interest and penalty amourgsrsgerest and
penalties related to tax positions for which thitmate deductibility is highly certain but for whi¢here is uncertainty
about the timing of such deductibility. Becausehaf impact of deferred tax accounting, other tmerest and
penalties, the disallowance of the shorter dedilitfilperiod would not affect the annual effectitax rate but would
accelerate the payment of cash to the taxing aityttoran earlier period.

As a result of certain employment commitments aaqltal investments made by 3M, income from certain
manufacturing activities in the following countrisssubject to reduced tax rates or, in some cé&segempt from tax
for years through the following: China (2016), Thad (2018), Korea (2019), Brazil (2023), Switzadg2024), and
Singapore (2025). The income tax benefits attribletéo the tax status of these subsidiaries ammatgtd to be $142
million (23 cents per diluted share) in 2016, $1dillion (18 cents per diluted share) in 2015, a8 illion (15 cents
per diluted share) in 2014.

The Company has not provided deferred taxes omitteal earnings attributable to international comipa that have
been considered to be reinvested indefinitely. Oimemitted earnings relate to ongoing operatiomsveere
approximately $14 billion as of December 31, 2@écause of the availability of U.S. foreign taxdite, the multiple
avenues in which to repatriate the earnings tomiize tax cost, and because a large portion of thasgngs are not
liquid, it is not practical to determine the incotag liability that would be payable if such eamgsnwvere not reinvested
indefinitely.
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NOTE 9. Marketable Securities

The Company invests in asset-backed securitiesficates of deposit/time deposits, commercial papad other
securities. The following is a summary of amouetorded on the Consolidated Balance Sheet for narleesecurities
(current and non-current).

December 31, December 31,

(Millions) 2016 2015
Corporate debt securities $ 10 $ 10
Foreign government agency securities — 10
Commercial paper 14 12
Certificates of deposit/time deposits 197 26
U.S. municipal securities 3 3
Asset-backed securities:

Automobile loan related 31 26

Credit card related 18 10

Other 7 21
Asset-backed securities total 56 57
Current marketable securities $ 280 $ 118
U.S. municipal securities $ 17 % 9
Non-current marketable securities $ 17  $ 9
Total marketable securities $ 297 $ 127

Classification of marketable securities as curognton-current is based on the nature of the siesiand availability
for use in current operations. At December 31, 28 2015, gross unrealized gains and/or lossest§gj were not
material. Refer to Note 6 for a table that provittesnet realized gains (losses) related to saleagairments of debt
and equity securities, which includes marketabteisges. The gross amounts of the realized gairgsses were not
material. Cost of securities sold use the firsfiinst out (FIFO) method. Since these marketabteigges are classified
as available-for-sale securities, changes in faline will flow through other comprehensive incomith amounts
reclassified out of other comprehensive income @amings upon sale or “other-than-temporary” impait.

3M reviews impairments associated with its markietabcurities in accordance with the measuremedague
provided by ASC 320investments-Debt and Equity Securitibhen determining the classification of the imp=nt as
“temporary” or “other-than-temporary”. A temporamgpairment charge results in an unrealized lossgoegcorded in
the other comprehensive income component of shitetsd equity. Such an unrealized loss does naigedhet income
attributable to 3M for the applicable accountingipe because the loss is not viewed as other-teenporary. The
factors evaluated to differentiate between temposad other-than-temporary include the projectédréucash flows,
credit ratings actions, and assessment of thetayadlity of the underlying collateral, as well@tber factors.
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The balance at December 31, 2016, for marketakblgrisies by contractual maturity are shown belowtual maturities
may differ from contractual maturities becauseidiseiers of the securities may have the right tpgyebligations
without prepayment penalties.

(Millions) December 31, 2016

Due in one year or less $ 216
Due after one year through five years 77
Due after five years through ten years 4
Total marketable securities $ 297

3M has a diversified marketable securities porfdiithin this portfolio, asset-backed securitiesmarily include
interests in automobile loans, credit cards andratisset-backed securities. 3M’s investment paiows investments
in asset-backed securities with minimum credinggiof Aa3 by Moody’s Investors Service or AA- ai®lard &
Poor’s or Fitch Ratings or DBRS. Asset-backed sgéeamust be rated by at least two of the afordioaad rating
agencies, one of which must be Moody’s Investorsi€e or Standard & Poor’s. At December 31, 201Gasset-
backed security investments were in compliance thithpolicy. Approximately 84.8 percent of all asbacked
security investments were rated AAA or A-1+ by $am & Poor’'s and/or Aaa or P-1 by Moody’s InvestBervice
and/or AAA or F1+ by Fitch Ratings. Interest ratkrand credit risk related to the underlying cfal may impact the
value of investments in asset-backed securitiedevidctors such as general conditions in the diveradit market and
the nature of the underlying collateral may aftbet liquidity of investments in asset-backed sei@si 3M does not
currently expect risk related to its holding inetslsacked securities to materially impact its ficiahcondition or
liquidity.
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NOTE 10. Long-Term Debt and Short-Term Borrowings

The following debt tables reflect effective intarestes, which include the impact of interest t@ps, as of
December 31, 2016. If the debt was issued on a twmlbasis, the debt has been separated to shdmphaet of the
fixed versus floating effective interest rates. r@isug value includes the impact of debt issuancsand fair value

hedging activity. Long-term debt and short-termrbaings as of December 31 consisted of the follgwin

Long-Term Debt

Currency/ Effective Final
(Millions) Fixed vs. Interest Maturity Carrying Value
Description / 2016 Principal Amount Floating Rate Date 2016 2015
Medium-term note ($1 billion) USD Fixed — % — $ — 3 999
Medium-term note ($650 million) USD Fixed 1.10% 2017 649 648
Medium-term note (500 million Euros) Euro Floating — % 2018 523 545
Medium-term note ($450 million) USD Floating 0.98% 2018 448 448
Medium-term note ($600 million) USD Floating 1.00% 2019 598 597
Medium-term note ($25 million) USD Fixed 1.74% 2019 25 25
Medium-term note (650 million Euros) Euro Floating — % 2020 680 708
Medium-term note ($300 million) USD Floating 1.06% 2020 297 297
Medium-term note ($200 million) USD Fixed 2.12% 2020 199 198
Eurobond (300 million Euros) Euro Floating 0.01% 2021 336 348
Eurobond (300 million Euros) Euro Fixed 1.97% 2021 312 326
Medium-term note ($600 million) USD Fixed 1.63% 2021 598 —
Medium-term note (500 million Euros) Euro Fixed 0.45% 2022 520 —
Medium-term note ($600 million) USD Fixed 2.17% 2022 593 592
Medium-term note (600 million Euros) Euro Fixed 1.14% 2023 619 644
Medium-term note ($550 million) USD Fixed 3.04% 2025 546 545
Medium-term note (750 million Euros) Euro Fixed 1.71% 2026 770 801
Medium-term note ($650 million) USD Fixed 2.25% 2026 640 —
30-year debenture ($330 million) USD Fixed 6.01% 2028 342 343
Medium-term note (500 million Euros) Euro Fixed  1.90% 2030 512 533
Medium-term note (500 million Euros) Euro Fixed 1.54% 2031 518 —
30-year bond ($750 million) USD Fixed 5.73% 2037 743 743
Floating rate note ($96 million) USD Floating 0.65% 2041 96 96
Medium-term note ($325 million) USD Fixed 4.05% 2044 313 313
Floating rate note ($55 million) USD Floating 0.61% 2044 54 55
Medium-term note ($500 million) USD Fixed 3.13% 2046 473 —
Other borrowings Various 0.82% 2017-204C 74 74
Total long-term debt $ 11,478 $ 9,878
Less: current portion of long-term debt 800 1,125
Long-term debt (excluding current portion) $ 10678 $ 8,753
Post-Swap Borrowing (Long-Term Debt, Including Current Portion)
2016 2015
Carrying Effective Carrying Effecive
(Millions) Value Interest Rate Value Interest Rate
Fixed-rate debt $ 8,372 242% $ 6,712 2.54%
Floating-rate debt 3,106 0.48% 3,166 0.32%
Total long-term debt, including current portion $ 11,478 9,878
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Short-Term Borrowings and Current Portion of Long-Term Debt

Effective Carrying Value
(Millions) Interest Rate 2016 2015
Current portion of long-term debt 1.01% $ 800 $ 1,125
U.S. dollar commercial paper % — —
Other borrowings 0.48% 172 919
Total short-term borrowings and current portiorioofg-term debt $ 972 $ 2,044

In both 2016 and 2015, other short-term borrowimgarily consisted of bank borrowings by interpatl
subsidiaries, primarily Japan and Korea.

Maturities of Long-term Debt

Maturities of long-term debt for the five years seuent of December 31, 2016 are as follows (itiang):

After
2017 2018 2019 2020 2021 2021 Total
$ 800 $ 1,042 $ 623 $ 1,176 $ 1,246 $ 6,591 $ 11,478

Long-term debt payments due in 2017 and 2018 iecfloiting rate notes totaling $150 million (cldiesl as current
portion of long-term debt), and $71 million (inckalin other borrowings in the long-term debt takie3pectively, as a
result of put provisions associated with these deituments.

Credit Facilities

In March 2016, 3M amended and restated its exihg5 billion five-year revolving credit facilitgxpiring in August
2019 to a $3.75 billion five-year revolving creféitility expiring in March 2021. This credit agreent includes a
provision under which 3M may request an increasgpab $1.25 billion (at lender’s discretion), lging the total
facility up to $5.0 billion. This revolving crediacility was undrawn at December 31, 2016. Under$#B.75 billion
credit agreement, the Company is required to maitsa EBITDA to Interest Ratio as of the end o€lediscal quarter
at not less than 3.0 to 1. This is calculated &mdd in the agreement) as the ratio of consadi#btal EBITDA for the
four consecutive quarters then ended to totaléstezxpense on all funded debt for the same pefibbecember 31,
2016, this ratio was approximately 44 to 1. Delter@nts do not restrict the payment of dividends.

Other Credit Facilities

Apart from the committed revolving facility, an atidnal $291 million in stand-alone letters of citemhd bank
guarantees were also issued and outstanding atribece31, 2016. These instruments are utilized imeaotion with
normal business activities.

Long-Term Debt Issuances

The principal amounts, interest rates and matuditys of individual long-term debt issuances cafobed in the long-
term debt table found at the beginning of this note

In May 2016, 3M issued 1 billion Euros aggregaieg@pal amount of medium-term notes. In Septemi@d:62 3M
issued $1.75 billion aggregate principal amournneflium-term notes.

In May 2015, 3M issued 1.750 billion Euros aggregaincipal amount of medium-term notes. In Aug2Gi5, 3M
issued $1.500 billion aggregate principal amourmetlium-term notes. Upon debt issuance, the Comeateyed into
two interest rate swaps as fair value hedges oftiop of the fixed interest rate medium-term noldigation. The first
converted a $450 million three-year fixed rate nat&l the second converted $300 million of a fieewyfixed rate note
included in this issuance to an interest rate based floating three-month LIBOR index.
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In June 2014, 3M issued $950 million aggregategied amount of medium-term notes. Upon debt isseathe
Company entered into an interest rate swap to co6€0 million of a $625 million note includedtimis issuance to an
interest rate based on a floating three-month LIB@ex as a fair value hedge of a portion of thediinterest rate
medium-term note obligation. In November 2014, @wenpany issued 1.250 billion Euros aggregate gai@amount

of medium-term notes.

Long-Term Debt Maturities
In September 2016, 3M repaid $1 billion aggregatecgpal amount of medium-term notes.

In July 2014, 3M retired at maturity 1.025 billi&@uros of seven-year 5.0% fixed rate Eurobonds.dodinber 2012,
3M entered into a three-year 66 million British Rdyapproximately $106 million based on agreemaig éxchange
rates) committed credit facility agreement withMBrgan Chase Bank, which was fully drawn as of Datoer 31,
2012. 3M repaid the balance in 2014.

Floating Rate Notes

At various times, 3M has issued floating rate nastaining put provisions. 3M would be requireddpurchase these
securities at various prices ranging from 99 part®d00 percent of par value according to the eédao schedules for
each security. In December 2004, 3M issued a fgegr- $60 million floating rate note, with a rateséd on a floating
LIBOR index. Under the terms of this floating raigte due in 2044, holders have an annual put featiut 00 percent of
par value from 2014 and every anniversary thereafiél final maturity. Under the terms of the ftoa rate notes due
in 2027, 2040 and 2041, holders have put optioasdbhmmence ten years from the date of issuanceaatdthird
anniversary thereafter until final maturity at @scranging from 99 percent to 100 percent of parevd-or the periods
presented, 3M was required to repurchase an imiabs@nount of principal on the aforementioned fiogtrate notes.

NOTE 11. Pension and Postretirement Benefit Plans

3M has company-sponsored retirement plans covstibgtantially all U.S. employees and many emplogesside the
United States. In total, 3M has over 80 defineddieplans in 27 countries. Pension benefits asgediwith these plans
generally are based on each participant’s yeassmwice, compensation, and age at retirement miination. The
primary U.S. defined-benefit pension plan was dasenew participants effective January 1, 200® Tlompany also
provides certain postretirement health care aedii$urance benefits for its U.S. employees whotreatirement age
while employed by the Company and were employethbyCompany prior to January 1, 2016. Most intéonat
employees and retirees are covered by governmeithieare programs. The cost of company-providesdrptirement
health care plans for international employees tameaterial and is combined with U.S. amounts intttides that follow.

The Company has made deposits for its defined bgrahs with independent trustees. Trust fundsdepbsits with
insurance companies are maintained to provide persnefits to plan participants and their benafies. There are no
plan assets in the non-qualified plan due to itanea For its U.S. postretirement health care #adrisurance benefit
plans, the Company has set aside amounts at kpast to annual benefit payments with an indepentianstee.

3M’s primary U.S. qualified defined benefit planedonot have a mandatory cash contribution beches€ampany has
a significant credit balance from previous disanetiry contributions that can be applied to any PerBrotection Act
funding requirements.

The Company also sponsors employee savings plates @ection 401(k) of the Internal Revenue Codesélplans are
offered to substantially all regular U.S. employd#&sginning on January 1, 2016, for U.S. employdesCompany
reduced its match on employee 401(k) contributiéis.eligible employees hired prior to JanuarydQ2 employee
401(k) contributions of up to 5% (down from 6% prio 2016) of eligible compensation matched in caistates of
45% or 60%, depending on the plan in which the eyg® participates. Employees hired on or afterdignis, 2009,
receive a cash match of 100% for employee 401 (Rritutions of up to 5% (down from 6% prior to 2018 eligible
compensation and receive an employer retirementirecaccount cash contribution of 3% of the paréioifs total
eligible compensation. All contributions are inwabsin a number of investment funds pursuant teethployees’
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elections. Employer contributions to the U.S. dedircontribution plans were $139 million, $165 roifliand $153
million for 2016, 2015 and 2014, respectively. 3ibsidiaries in various international countries glaticipate in
defined contribution plans. Employer contributidgaghe international defined contribution plans ev&B87 million, $77
million and $75 million for 2016, 2015 and 2014spectively.

As a result of changes made to its U.S. postredrdrnealth care benefit plans in 2010, the Compesytransitioned all
current and future retirees to a savings accoumtfiis-based plan. These changes became effeagiaring

January 1, 2013, for all Medicare eligible retiraesl their Medicare eligible dependents and beczffaetive
beginning January 1, 2016, for all non-Medicargible retirees and their eligible dependents. Igést 2015, 3M
modified the 3M Retiree Welfare Benefit Plan pasteenent medical benefit reducing the future berfefi participants
not retired as of January 1, 2016. For participegtising after January 1, 2016, the Retiree Mddszvings Account
(RMSA) is no longer credited with interest and ith@exation on both the RMSA and the Medicare Health
Reimbursement Arrangement is reduced from 3 petoeht percent per year (for those employees wh@kgible for
these accounts). Also effective January 1, 2016n8Nbnger offers 3M Retiree Health Care Accouatadw hires.
Due to these changes the plan was re-measured thitt quarter of 2015, resulting in a decreasheégorojected
benefit obligation liability of approximately $238illion, and a related increase to shareholdersitggspecifically
accumulated other comprehensive income.

As of December 31, 2014, the Company convertedddRP 2014 Mortality Tables” and updated the niiyta
improvement scale it used for calculating the yead-2014 U.S. defined benefit pension annuitantpastiretirement
obligations and 2015 expense. The impact of thisgh increased the year-end 2014 U.S. pensioncpedjbenefit
obligation (PBO) by approximately $820 million attet U.S. accumulated postretirement benefit obbgaby
approximately $100 million. As of December 31, 20tt&@ Company updated the mortality improvementesiaScale
MP-2016, which was released by the Society of Atgan October 2016. The impact of this changeetsed the
year-end 2016 U.S. pension PBO by approximatelyo$ddlion and the U.S. accumulated postretirememtdfit
obligation by approximately $60 million.

In March 2015, 3M Japan modified the Japan Limibedined Benefit Corporate Pension Plan (DBCPP).i3@gg

July 1, 2015, eligible employees receive a compganyided contribution match of 6.12% of their diilgi salary to their
defined contribution plan. Employees no longer eatditional service towards their defined benedigion plans after
July 1, 2015, except for eligible salaries abowedtatutory defined contribution limits. As a résflthis plan
modification, the Company re-measured the DBCPRghwtesulted in a $17 million pre-tax curtailmeuirgfor the
year ended December 31, 2015. In March 2015, 3Mraiseived a favorable Internal Revenue Service tax
determination letter to terminate a frozen defibedefit pension plan of one of 3M’s acquired suibsids. By the end
of 2015, this plan made final distributions of $hélion to participants. The Company also had osedtlements,
curtailments, special termination benefits and oiteens in 2015 aggregating to the amounts indicatehese
components in the applicable tables that follow.

3M was informed during the first quarter of 200®attthe general partners of WG Trading Companwhicth 3M’s
benefit plans hold limited partnership interests, the subject of a criminal investigation as vaslicivil proceedings by
the SEC and CFTC (Commodity Futures Trading Comiomsin March 2011, over the objections of 3M aixdother
limited partners of WG Trading Company, the distdourt judge ruled in favor of the court appointedeiver’s
proposed distribution plan (and in April 2013, theited States Court of Appeals for the Second @imftirmed the
district court’s ruling). The benefit plan trusteeldings of WG Trading Company interests were adjliso reflect the
decreased estimated fair market value, inclusivestimated insurance proceeds, as of the annuauresaent dates.
The Company has insurance that it believes, basehat is currently known, will result in the prdida recovery of a
portion of the decrease in original asset valughénfirst quarter of 2014, 3M and certain 3M bénghns filed a
lawsuit in the U.S. District Court for the Distriof Minnesota against five insurers seeking insceatoverage for the
WG Trading Company claim. In September 2015, thetawled in favor of the defendant insurance coniggon a
motion for summary judgment and dismissed the la@wsuOctober 2015, 3M and the 3M benefit plaredia notice of
appeal to the United States Court of Appeals fer&lghth Circuit. As of the 2016 measurement dhise holdings
represented less than one half of one percent ¢ &M value of total plan assets. 3M currentljidees that the
resolution of these events will not have a matexihlerse effect on the consolidated financial posivf the Company.
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The following tables include a reconciliation oétheginning and ending balances of the benefigatitin and the fair
value of plan assets as well as a summary of taeectamounts recognized in the Company’s conselétbalance
sheet as of December 31 of the respective yearsal8d/has certain non-qualified unfunded pensiaghostretirement
benefit plans, inclusive of plans related to supp@at/excess benefits for employees impacted bycpéat relocations
and other matters, that individually and in theraggte are not significant and which are not inetlioh the tables that
follow. The obligations for these plans are inclddégthin other liabilities in the Company’s congtdied balance sheet
and aggregated less than $35 million as of Dece®ibe2016 and 2015.

Qualified and Non-qualified

Pension Benefits Postretirement
United States International Benefits
(Millions) 2016 2015 2016 2015 2016 2015
Change in benefit obligation
Benefit obligation at beginning of year $15,856 $16,452 $ 6,322 $6,979 $ 2,216 $ 2,462
Acquisitions/Transfers — — (5) 94 — —
Service cost 259 293 133 154 54 75
Interest cost 575 655 171 206 79 98
Participant contributions — — 8 9 — 14
Foreign exchange rate changes — — 472 (589 7 (22)
Plan amendments 5 — (4) (6) — (211
Actuarial (gain) loss 427 (657 724 (274 7 (80)
Medicare Part D Reimbursement — — — — — 1
Benefit payments (919 (874 (245 (232, (104 (122
Settlements, curtailments, special termination
benefits and other (1) (13) (7 (19) — 1
Benefit obligation at end of year $16,202 $15,856 $ 6,625 $6,322 $ 2,259 $ 2,216

Change in plan assets
Fair value of plan assets at beginning of year $ 13,966 $14,643 $ 5,669 $5957 $ 1,367 $ 1,436

Acquisitions/Transfers — — — 8 — —
Actual return on plan assets 779 100 512 287 90 36
Company contributions 259 113 121 151 3 3
Participant contributions — — 8 9 — 14
Foreign exchange rate changes — — (444) (498) — —
Benefit payments (919 (874 (245 (232, (104 (122
Settlements, curtailments, special termination
benefits and other (4) (16) (4) (13) — —
Fair value of plan assets at end of year $14,081 $13,966 $ 5,617 $5,669 $ 1,356 $ 1,367
Funded status at end of year $(2,121) $ (1,890) $(1,008) $ (653) $ (903 $ (849
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Qualified and Non-qualified

Pension Benefits Postretirement
United States International Benefits

(Millions) 2016 2015 2016 2015 2016 2015
Amounts recognized in the Consolidated Balance
Sheet as of Dec. 31,

Non-current assets $ 4 $ 3 $ 48 $ 185 $ — $ —

Accrued benefit cost

Current liabilities (52) (47) (10) (10) 4) 3
Non-current liabilities (2,073 (1,846 (1,046 (828 (899 (846
Ending balance $(2,121) $(1,890) $(1,008) $ (653) $ (903) $ (849)
Qualified and Non-qualified
Pension Benefits Postretirement
United States International Benefits

(Millions) 2016 2015 2016 2015 2016 2015
Amounts recognized in accumulated other
comprehensive income as of Dec. 31,

Net transition obligation (asset) $ — % — 3% —$ 2% — $ —

Net actuarial loss (gain) 5,704 5,366 1,933 1,610 761 815

Prior service cost (credit) (198) (227) (56) (68) (214) (270)

Ending balance $ 5506 $ 5139 $ 1877 $ 1,540 $ 547 $ 545

The balance of amounts recognized for internatiptaais in accumulated other comprehensive inconod as
December 31 in the preceding table are presentsatiban the foreign currency exchange rate on tat d

The pension accumulated benefit obligation reprssibie actuarial present value of benefits baseehguloyee service
and compensation as of the measurement date aschdbinclude an assumption about future compemséivels. The
accumulated benefit obligation of the U.S. pengitams was $15.149 billion and $14.834 billion atBmber 31, 2016
and 2015, respectively. The accumulated benefigatibn of the international pension plans was $8.Billion and
$5.773 billion at December 31, 2016 and 2015, retbyey.

The following amounts relate to pension plans withumulated benefit obligations in excess of pksess as of
December 31:

Qualified and Non-qualified Pension Plans

United States International
(Millions) 2016 2015 2016 2015
Projected benefit obligation $ 16,202 $ 15856 $ 2,590 $ 2,382
Accumulated benefit obligation 15,149 14,834 2,351 2,149
Fair value of plan assets 14,081 13,966 1,635 1,566
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Components of net periodic cost and other amountscognized in other comprehensive income

Net periodic benefit cost is recorded in cost ¢désaselling, general and administrative expereed,research,
development and related expenses. Components périetlic benefit cost and other changes in plaetasand benefit
obligations recognized in other comprehensive iredon the years ended December 31 follow:

Qualified and Non-qualified

Pension Benefits Postretirement
United States International Benefits
(Millions) 2016 2015 2014 2016 2015 2014 2016 2015 2014
Net periodic benefit cost (benefit)
Service cost $ 250 $ 293 $ 241 $ 133 $ 154 $ 141 $54 $ 75 $ 65
Interest cost 575 655 676 171 206 252 79 98 97
Expected return on plan assets (1,043 (1,069) (1,043) (308) (308) (312) (90) (91) (90)
Amortization of transition (asset)
obligation — — — Q) 1) 1) — — —
Amortization of prior service cost
(benefit) (24) (24) 4 (13) (13) (16) (55) (42) 47)
Amortization of net actuarial (gain)
loss 354 409 243 91 144 121 61 73 56
Settlements, curtailments, special
termination benefits and other 4 2 — 4 (6) 4 — 1 —

Net periodic benefit cost (benefit) afi
settlements, curtailments, special
termination benefits and other $ 125 $ 266 $ 121 $ 77 $ 176 $ 189 $ 49 $ 114 $ 81
Other changes in plan assets and bene
obligations recognized in other
comprehensive (income) loss
Amortization of transition (asset)

obligation — — — 1 1 1 — — —
Prior service cost (benefit) 5 — (266) (5) 10 3 — (212) —
Amortization of prior service cost
(benefit) 24 24 (4) 13 13 16 55 42 47
Net actuarial (gain) loss 692 312 2,167 512 (270) 592 8 (23) 358
Amortization of net actuarial (gain)
loss (354 (409 (243 91) (144 (121, (61 (73] (56,
Foreign currency — — — (93) (174) (215) — 1) (1)
Total recognized in other comprehensi\
(income) loss $ 367 $ (73 $ 1654 $ 337 $(564 $ 276 $ 2 $ (267 $ 348

Total recognized in net periodic benefit
cost (benefit) and other comprehensive
(income) loss $ 492 $ 193 $ 1,775 $ 414 $(388) $465 $ 51 $(153) $429

Amounts expected to be amortized from accumulatedtioer comprehensive income into net periodic benefitosts
over the next fiscal year

Qualified and Non-qualified

Pension Benefits Postretirement
(Millions) United States International Benefits
Amortization of transition (asset) obligation $ — 3 — $ =
Amortization of prior service cost (benefit) (23) (12) (53)
Amortization of net actuarial (gain) loss 387 119 56
Total amortization expected over the next fiscarye $ 364 $ 107 $ 3

The Company primarily amortizes amounts recognaegrior service cost (benefit) over the averagieréuservice
period of active employees at the date of the amemd.
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Weighted-average assumptions used to determine bdin@bligations as of December 31

Qualified and Non-qualified Pension Benefits Posrttirement
United States International Benefits
2016 2015 2014 2016 2015 2014 2016 2015 2014

Discount rate 421% 4.47% 4.10% 254% 3.12% 3.11% 4.26% 4.48% 4.07%
Compensation rate increase 410% 4.10% 4.10% 2.90% 2.90% 3.33% N/A N/A N/A

Weighted-average assumptions used to determine nedst for years ended December 31

Qualified and Non-qualified Pension Benefits Poegtirement
United States International Benefits
2016 2015 2014 2016 2015 2014 2016 2015 2014

Discount rate - service cost 4.70% 4.10% 4.98% 2.84% 3.11% 4.02% 4.70% 4.07% 4.83%
Discount rate - interest cost 3.73% 4.10% 4.98% 2.72% 3.11% 4.02% 3.80% 4.07% 4.83%
Expected return on assets 7.50% 7.75% 7.75% 5.77% 5.90% 5.83% 6.91% 6.91% 7.11%
Compensation rate increase 410% 4.10% 4.00% 2.90% 3.33% 3.35% N/A N/A N/A

The Company provides eligible retirees in the p&&tretirement health care benefit plans to a ggv@rtcount benefits-
based plan. The contributions provided by the Cama the health savings accounts increase 3 pepegryear for
employees who retired prior to January 1, 2016iaaease 1.5 percent for employees who retire after January 1,
2016. Therefore, the Company no longer has matexjabsure to health care cost inflation.

The Company determines the discount rate used a&sume plan liabilities as of the December 31 measant date for
the pension and postretirement benefit plans, wisietiso the date used for the related annual mewsnt
assumptions. The discount rate reflects the curegatat which the associated liabilities couldeHectively settled at
the end of the year. The Company sets its rateftect the yield of a portfolio of high qualityx&d-income debt
instruments that would produce cash flows sufficiartiming and amount to settle projected futueadfits. Using this
methodology, the Company determined a discountafade21% for pension and 4.26% for postretirentetefits to be
appropriate for its U.S. plans as of December 8162which is a decrease of 0.26 percentage panmi<.22
percentage points, respectively, from the rated aseof December 31, 2015. For the internationasio® and
postretirement plans the discount rates also ttetfieccurrent rate at which the associated liakditould be effectively
settled at the end of the year. If the countryddsep market in corporate bonds the Company n&atbkesxpected
cash flows from the plan either to a portfolio ofhls that generate sufficient cash flow or a neatigreld curve
generated from available bond information. In caestthat do not have a deep market in corporatefiagovernment
bonds are considered with a risk premium to appnaie corporate bond yields.

Beginning in 2016, 3M changed the method usedtimate the service and interest cost componentseofiet periodic
pension and other postretirement benefit costs.nEwemethod measures service cost and interessepatately using
the spot yield curve approach applied to each spmeding obligation. Service costs are determireestét on duration-
specific spot rates applied to the service codt lasvs. The interest cost calculation is deterrdibg applying
duration-specific spot rates to the year-by-yeajquted benefit payments. The spot yield curve @ggir does not affect
the measurement of the total benefit obligationthashange in service and interest costs offsttaractuarial gains
and losses recorded in other comprehensive incoheCompany changed to the new method to providera precise
measure of service and interest costs by improtriagorrelation between the projected benefit iasts and the
discrete spot yield curve rates. The Company adeduior this change as a change in estimate progplcbeginning
in the first quarter of 2016. As a result of theaughe to the spot yield curve approach, 2016 ardefaied benefit
pension and postretirement net periodic benefit desreased approximately $180 million.

For the primary U.S. qualified pension plan, therpany’s assumption for the expected return on p&sets was
7.50% in 2016. Projected returns are based priynanilbroad, publicly traded equity and fixed-incoimdices and
forward-looking estimates of active portfolio amyéstment management. As of December 31, 201& dhgpany’s
2017 expected long-term rate of return on U.S. pksets is 7.25%, a decrease of 0.25 percentages fraim 2016.
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The expected return assumption is based on thegitasset allocation of the plan, long term @dpitarket return
expectations and expected performance from aativestment management. The 2016 expected long-tgeof return
is based on an asset allocation assumption of 26b&lgequities, 18% private equities, 41% fixedeime securities,
and 16% absolute return investments independenaditional performance benchmarks, along with fesireturns
from active investment management. The actualatetof return on plan assets in 2016 was 5.8%01% Zhe plan
earned a rate of return of 0.7% and in 2014 eaanedurn of 13.0%. The average annual actual retarhe plan assets
over the past 10 and 25 years has been 7.2% a¥ 828pectively. Return on assets assumptionsiferriational
pension and other post-retirement benefit plansal@®ilated on a plan-by-plan basis using plantadeations and
expected long-term rate of return assumptions.

During 2016, the Company contributed $380 millionts U.S. and international pension plans and $8mto its
postretirement plans. During 2015, the Companyrdouted $264 million to its U.S. and internatiopainsion plans and
$3 million to its postretirement plans. In 2017 thompany expects to contribute an amount in thgeaf $300

million to $500 million of cash to its U.S. andénhational retirement plans. The Company does aet la required
minimum cash pension contribution obligation farlit.S. plans in 2017. Future contributions will elep on market
conditions, interest rates and other factors.

Future Pension and Postretirement Benefit Payments

The following table provides the estimated pensiod postretirement benefit payments that are payfaimn the plans
to participants.

Qualified and Non-qualified

Pension Benefits Postretirement
(Millions) United States International Benefits
2017 Benefit Payments $ 1,020 $ 203 $ 129
2018 Benefit Payments 1,040 212 139
2019 Benefit Payments 1,057 228 147
2020 Benefit Payments 1,071 235 157
2021 Benefit Payments 1,088 256 166
Next five year 5,586 1,452 839

Plan Asset Management

3M’s investment strategy for its pension and pasement plans is to manage the funds on a goimgem basis. The
primary goal of the trust funds is to meet the gditions as required. The secondary goal is totharhighest rate of
return possible, without jeopardizing its primanay) and without subjecting the Company to an uratueunt of
contribution risk. Fund returns are used to halariice present and future obligations to the extessible within
actuarially determined funding limits and tax-detared asset limits, thus reducing the potentiatifee additional
contributions from 3M. The investment strategy tiesd long duration cash bonds and derivative imsnis to offset a
significant portion of the interest rate sensitivaf U.S. pension liabilities.

Normally, 3M does not buy or sell any of its owtgsties as a direct investment for its pension aifmer
postretirement benefit funds. However, due to erkinvestment management of the funds, the plansindirectly
buy, sell or hold 3M securities. The aggregate armhoti3M securities are not considered to be maltegiative to the
aggregate fund percentages.

The discussion that follows references the faingaheasurements of certain assets in terms ofldyé and 3. See
Note 13 for descriptions of these levels. While ¢tbenpany believes the valuation methods are apiatepand
consistent with other market participants, theafsdifferent methodologies or assumptions to deteenthe fair value
of certain financial instruments could result idiierent estimate of fair value at the reportiraged
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U.S. Pension Plans and Postretirement Benefit Plassets

In order to achieve the investment objectives @whS. pension plans and U.S. postretirement bguiafis, the
investment policies include a target strategic teagcation. The investment policies allow somietance around the
target in recognition that market fluctuations @hquidity of some investments may cause the atoan to a specific
asset class to vary from the target allocationemtidlly for long periods of time. Acceptable raadmmve been designed
to allow for deviation from strategic targets andatiow for the opportunity for tactical over- andder-weights. The
portfolios will normally be rebalanced when the deaend asset allocation deviates from acceptaiges. The
allocation is reviewed regularly by the named fidug of the plans. Approximately 42% of the posteghent benefit
plan assets are in a 401(h) account. The 401 (louata@assets are in the same trust as the prim&ygénsion plan and
invested with the same investment objectives aptineary U.S. pension plan.

The fair values of the assets held by the U.S.ipansdans by asset class are as follows:

Fair Value Measurements Using Inputs Considered as Fair Value at
(Millions) Level 1 Level 2 Level 3 Dec. 31,
Asset Class 2016 2015 2016 2015 20162015 2016 2015
Equities
U.S. equities $1522 $189%7 $ — $ — $— $ — $ 1522 $ 1,897
Non-U.S. equities 1,179 1,149 — — — — 1,179 1,149
Index and long/short equity funds* 414 578
Total Equities $2,701 $3046 $ — $ — $— $ — $ 3115 $ 3,624
Fixed Income
U.S. government securities $1,701 $1,09 $ 560 $ 456 $ — $ — $ 2261 $ 1,551
Non-U.S. government securities — — 146 126 — — 146 126
Preferred and convertible securities 4 4 1 8 — — 5 12
U.S. corporate bonds 10 9 3,392 2,820 — — 3,402 2,829
Non-U.S. corporate bonds — — 672 616 — — 672 616
Derivative instruments @) 1) 31 40 — — (32 39
Other* 7 11
Total Fixed Income $1,714 $1,107 $4,740 $4066 $ — $ — $ 6461 $ 5184
Private Equity
Derivative instruments $ — $ — $ — $ — $(83 $(106 $ (83 $ (106,
Growth equity 19 24 — — — — 19 24
Partnership investments* 2,188 2,450
Total Private Equity $ 19 $ 24 $ — $ — $(83 $(106) $ 2,124 $ 2,368
Absolute Return
Derivative instruments $ — $ — % (MHS$ B $— s — 3 7 % (5)
Fixed income and other 29 253 78 46 — — 107 299
Hedge fund/fund of funds* 1,793 1,409
Partnership investments* 296 355
Total Absolute Return $ 29 $ 253 $ 71 $ 41 $— $ — $ 2189 $ 2,058
Cash and Cash Equivalents
Cash and cash equivalents $ 55 $ 102 $ — $ 1 $2 $ — $ 57 $ 103
Repurchase agreements and derivative margin activi — — (545 5 — — (545 5
Cash and cash equivalents, valued at net asset*valu 931 783
Total Cash and Cash Equivalents $ 55 $ 102 $ (545 $ 6 $ 2 $ — $ 443 $ 891
Total $4,518 $4532 $4,266 $4,113 $(81) $(106) $14,332 $ 14,125
Other items to reconcile to fair value of plan é&sse $ (251 $ (159
Fair value of plan assets $14,081 $ 13,966

* In accordance with ASC 820-10, certain investraghtit are measured at fair value using the net aatie (NAV)
per share (or its equivalent) as a practical exgediave not been classified in the fair valuedrigry. The NAV is
based on the fair value of the underlying assetseaviby the fund, minus its liabilities then dividegithe number of
units outstanding and is determined by the investmmanager or custodian of the fund. The fair vaom®unts
presented in this table are intended to permitrreiiation of the fair value hierarchy to the amtaipresented in the
fair value of plan assets.
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The fair values of the assets held by the postmetint benefit plans by asset class are as follows:

Fair Value Measurements Using Inputs Considered as Fair Value at

(Millions) Level 1 Level 2 Level 3 Dec. 31,
Asset Class 2016 2015 2016 2015 2016 1520 2016 2015
Equities
U.S. equities $ 477 $ 508 $ — $ — $ — $ — $ 477 $ 508
Non-U.S. equities 62 59 — — — — 62 59
Index and long/short equity funds* 40 49
Total Equities $ 539 $567 $ — $ — $ — $ — $ 579 $ 616
Fixed Income
U.S. government securities $ 102 $ 71 $ 191 $ 192 $ — $ — $ 203 $ 263
Non-U.S. government securities — — 9 8 — — 9 8
U.S. corporate bonds — — 172 153 — — 172 153
Non-U.S. corporate bonds — — 36 35 — — 36 35
Derivative instruments — — (1) 2 — — (1) 2
Total Fixed Income $ 102 $ 71 $ 407 $ 390 $ — $ — $ 509 $ 461
Private Equity
Derivative instruments $ — $ — % — $ — $ 3% s (s @
Growth equity 1 1 — — — — 1 1
Partnership investments* 113 136
Total Private Equity $ 1 $ 1 $ — $ — $ (3)$ 4 $ 111 $ 133
Absolute Return
Fixed income and other $ 1 $ 10 $ 3 $ 2 $ — $ — % 4 $ 12
Hedge fund/fund of funds* 72 54
Partnership investments* 12 14
Total Absolute Return $ 1 $ 10 $ 3 $ 2 $ — $ — $ 8 $ 80
Cash and Cash Equivalents
Cash and cash equivalents $ 4 $ 38 $ 3 $ — $ — $ — $ 47 $ 38
Repurchase agreements and derivative margin activit — — (22) — — — (22 —
Cash and cash equivalents, valued at net asset*valu 38 30
Total Cash and Cash Equivalents $ 4 $ 38 $ 19 %$ — $ — $ — $ 63 $ 68
Total $ 687 $ 687 $ 391 $ 392 $ (3 $ (4 $1350 $1,358
Other items to reconcile to fair value of plan ésse $ 6 $ 9
Fair value of plan assets $1356 $ 1,367

*In accordance with ASC 820-10, certain investmeinid are measured at fair value using the net aalige per share
(or its equivalent) as a practical expedient haotebeen classified in the fair value hierarchy. N#&V is based on the
fair value of the underlying assets owned by thfuminus its liabilities then divided by the numloé units
outstanding and is determined by the investmentaganor custodian of the fund. The fair value ani®pnesented in
this table are intended to permit reconciliatioribaf fair value hierarchy to the amounts presemtele fair value of
plan assets.

Publicly traded equities are valued at the clogirige reported in the active market in which théividual securities are
traded.

Fixed income includes derivative instruments sughradit default swaps, interest rate swaps andldstcontracts.
Corporate debt includes bonds and notes, asse¢taelcurities, collateralized mortgage obligatianag private
placements. Swaps and derivative instruments doeddy the custodian using closing market swapesiand market
derived inputs. U.S. government and government@gbands and notes are valued at the closing pejgerted in the
active market in which the individual securityliaded. Corporate bonds and notes, asset backedtisscand
collateralized mortgage obligations are valuedtheethe yields currently available on comparaaeurities of issuers
with similar credit ratings or valued under a diseted cash flow approach that utilizes observaipets, such as
current yields of similar instruments, but inclu@ggustments for certain risks that may not be oladde such as credit
and liquidity risks. Private placements are valbgdhe custodian using recognized pricing servares sources.

The private equity portfolio is a diversified mik@erivative instruments, growth equity and parshgp interests.
Derivative investments are written options thatvaklied by independent parties using market inpatsvaluation
models. Growth equity investments are valued atkhging price reported in the active market inabhthe individual
securities are traded.
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Absolute return consists primarily of partnershiterests in hedge funds, hedge fund of funds @rqthivate fund
vehicles. Corporate debt instruments are valueitlar the yields currently available on comparageurities of
issuers with similar credit ratings or valued undeliscounted cash flow approach that utilizes fadde inputs, such
as current yields of similar instruments, but inigls adjustments for certain risks that may notlseivable such as
credit and liquidity risk ratings.

Other items to reconcile to fair value of plan &s$eclude the net of insurance receivables for W&ling Company,
interest receivables, amounts due for securitigs amounts payable for securities purchased aeddst payable.

The balances of and changes in the fair valuelseobitS. pension plans’ and postretirement plangll8 assets for the
periods ended December 31, 2016 and 2015 were atetiad.

International Pension Plans Assets

Outside the U.S., pension plan assets are typioaiyaged by decentralized fiduciary committees. diselosure below
of asset categories is presented in aggregatevéor® defined benefit plans in 26 countries; hosvethere is
significant variation in asset allocation policgifin country to country. Local regulations, localding rules, and local
financial and tax considerations are part of thedfng and investment allocation process in eachttguThe Company
provides standard funding and investment guidam@d! international plans with more focused guidatethe larger
plans.

Each plan has its own strategic asset allocatibe.dsset allocations are reviewed periodicallyrabdlanced when
necessary.
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The fair values of the assets held by the inteonatipension plans by asset class are as follows:

Fair Value Measurements Using Inputs Considered as Fair Value at

(Millions) Level 1 Level 2 Level 3 Dec. 31,
Asset Class 2016 2015 2016 2015 20162015 2016 2015
Equities
Growth equities $ 605 $ 718 $ 214 $ 195 $ — $ — $ 819 $ 913
Value equities 575 494 28 27 — — 603 521
Core equities 55 31 583 671 4 4 642 706
Equities, valued at net asset value* 16 17
Total Equities $1235 $1243 $ 825 $ 893 $ 4 $ 4 $2,080 $2,157
Fixed Income
Domestic government $ 340 $ 283 $ 202 $ 346 $ 3 $ 4 $ 545 $ 633
Foreign government 142 — 353 206 — — 495 206
Corporate debt securities 51 30 888 661 9 10 948 701
Fixed income securities, valued at net asset value* 641 770
Total Fixed Income $ 533 $ 313 $1,443 $1,213 $ 12 $ 14 $2,629 $2,310
Private Equity
Real estate $ 29 % 1 $ 62 % 5 ¢ 3 $ 4 % 94 $ 10
Real estate, valued at net asset value* 34 126
Partnership investments* 63 24
Total Private Equity $ 29 % 1 $ 62 $ 5 $ 3 $ 4 $ 191 $ 160
Absolute Return
Derivatives $ 493 @@ 9% — $ 15 $— $— $ @ $ 13
Insurance — — — — 455 456 455 456
Other — — — 4 6 3 6 7
Other, valued at net asset value* — 1
Hedge funds* 174 119
Total Absolute Return $ 4 $ (2% — $ 19 $461 $459 $ 631 $ 596
Cash and Cash Equivalents
Cash and cash equivalents $ 99 $ 126 $ 18 $ 347 $ — $ — $ 117 $ 473
Cash and cash equivalents, valued at net asset*valu 4 1
Total Cash and Cash Equivalents $ 99 $ 126 $ 18 $ 347 $ — $ — $ 121 $ 474
Total $1,892 $1681 $2,348 $2477 $480 $481 $5652 $5,697
Other items to reconcile to fair value of plan ésse $ (35 $ (28
Fair value of plan assets $5617 $ 5,669

*In accordance with ASC 820-10, certain investmehig are measured at fair value using the net aafee per share
(or its equivalent) as a practical expedient hastebeen classified in the fair value hierarchy. N#&V is based on the
fair value of the underlying assets owned by thfuminus its liabilities then divided by the numloé units
outstanding and is determined by the investmentagemnor custodian of the fund. The fair value ant®pnesented in
this table are intended to permit reconciliatioribaf fair value hierarchy to the amounts presemtelde fair value of
plan assets.

Equities consist primarily of mandates in publicigg securities managed to various public equitlidgas. Publicly
traded equities are valued at the closing pricemed in the active market in which the individsaturities are traded.

Fixed Income investments include domestic and ergiovernment, and corporate, (including mortgaaygkéd and
other debt) securities. Governments, corporate $and notes and mortgage backed securities aredvatithe closing
price reported if traded on an active market giieltds currently available on comparable securibeissuers with
similar credit ratings or valued under a discourtash flow approach that utilizes observable inpaish as current
yields of similar instruments, but includes adjusirts for certain risks that may not be observald as credit and
liquidity risks.

Private equity funds consist of partnership intey@sa variety of funds. Real estate consistsroperty funds and
REITS (Real Estate Investment Trusts). REITS aheedhat the closing price reported in the activekagin which it is
traded.

Absolute return consists of private partnershipnasts in hedge funds, insurance contracts, dmeviaistruments,
hedge fund of funds, and other alternative investsmdnsurance consists of insurance contractsg;hwdnie valued using
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cash surrender values which is the amount theyptand receive if the contract was cashed out at gad. Derivative
instruments consist of interest rate swaps thatised to help manage risks.

Other items to reconcile to fair value of plan ésseclude the net of interest receivables, amoduésfor securities
sold, amounts payable for securities purchasedrdarest payable.

The balances of and changes in the fair valuelseoiinternational pension plans’ level 3 assetsisbpsmarily of
insurance contracts under the absolute return elss=t The aggregate of net purchases and nedlizectgains
increased this balance by $8 million and $16 millio 2016 and 2015, respectively. Foreign curresxghange impacts
decreased this balance by $9 million and $36 millin2016 and 2015, respectively.

NOTE 12. Derivatives

The Company uses interest rate swaps, currencysswammodity price swaps, and forward and optianreets to
manage risks generally associated with foreign amgh rate, interest rate and commodity price fatibns. The
information that follows explains the various typdslerivatives and financial instruments used bl Bow and why
3M uses such instruments, how such instrumentaareunted for, and how such instruments impact Jiiancial
position and performance.

Additional information with respect to the impaots other comprehensive income of nonderivative mepgnd
derivative instruments is included in Note 6. Adxtial information with respect to the fair valuedarivative
instruments is included in Note 13. Referencesfarmation regarding derivatives and/or hedgingrimaents
associated with the Company’s long-term debt ae alade in Note 10.

Types of Derivatives/Hedging Instruments and Irolugn Income/Other Comprehensive Income:

Cash Flow Hedges:

For derivative instruments that are designatedcpradify as cash flow hedges, the effective portbthe gain or loss
on the derivative is reported as a component afratbmprehensive income and reclassified into egsniin the same
period during which the hedged transaction affearsings. Gains and losses on the derivative reptieg either hedge
ineffectiveness or hedge components excluded frmnassessment of effectiveness are recognizedrnent@arnings.

Cash Flow Hedging - Foreign Currency Forward andtiop Contracts:The Company enters into foreign exchange
forward and option contracts to hedge against tleeteof exchange rate fluctuations on cash flo@saiminated in
foreign currencies. These transactions are desidrest cash flow hedges. The settlement or exteositrese
derivatives will result in reclassifications (fraaecumulated other comprehensive income) to earminte period
during which the hedged transactions affect eamiflyl may dedesignate these cash flow hedge ne#tips in
advance of the occurrence of the forecasted tréinsad he portion of gains or losses on the deneainstrument
previously accumulated in other comprehensive ireéon dedesignated hedges remains in accumulated ot
comprehensive income until the forecasted transaciccurs. Changes in the value of derivative imsénts after
dedesignation are recorded in earnings and anedadlin the Derivatives Not Designated as Hedgistyliments
section below. Beginning in the second quarterddf42 3M began extending the maximum length of tower which it
hedges its exposure to the variability in futurshcfiows of the forecasted transactions from aiptessterm of 12
months to a longer term of 24 months, with certairrencies being extended further to 36 monthsistain the first
quarter of 2015.

Cash Flow Hedging - Commodity Price Managem&ihie Company manages commodity price risks throagjotiated
supply contracts, price protection agreements antheodity price swaps. 3M discontinued the use ofroodity price
swaps as cash flow hedges of forecasted commaditgdctions in the first quarter of 2015. The Comypased
commodity price swaps as cash flow hedges of fetedacommodity transactions to manage price vitlatiThe related
mark-to-market gain or loss on qualifying hedges w&luded in other comprehensive income to theréffective,
and reclassified into cost of sales in the periodnd) which the hedged transaction affected eaming
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Cash Flow Hedging — Interest Rate Contradsthe third and fourth quarters of 2014, the Campentered into
forward starting interest rate swaps with noticaralounts totaling 500 million Euros as a hedge agaiterest rate
volatility associated with the forecasted issuanicixed rate debt. 3M terminated these interet savaps upon
issuance of 750 million Euros aggregate principabant of twelve-year fixed rate notes in connectioin 3M’s 1.250
billion Eurobond offering in November 2014. Themémation resulted in an $8 million pre-tax ($5 moitl after-tax)
loss within accumulated other comprehensive inctiraewill be amortized over the twelve-year lifetbé notes.

In the first six months of 2016, the Company erdaénto forward starting interest rate swaps thatiex in December
2016 with an aggregate notional amount of $300i@nilas a hedge against interest rate volatilitpeissed with a
forecasted issuance of fixed rate debt. Upon issiahmedium-term notes in September 2016, 3M teated these
interest rate swaps. The termination resulted imamaterial loss within accumulated other compreahenincome that
will be amortized over the respective lives of thedbt.

In the fourth quarter of 2016, the Company entémémi forward starting interest rate swaps with fiaral amount of
$200 million as a hedge against interest rate Nityedissociated with a forecasted issuance ofdfisate debt.

The amortization of gains and losses on forwardistainterest rate swaps is included in the tabldew as part of the
gain/(loss) recognized in income on the effectiggtipn of derivatives as a result of reclassifieatfrom accumulated
other comprehensive income.

As of December 31, 2016, the Company had a balai®$@1 million associated with the after tax netaatized gain
associated with cash flow hedging instruments @@@in accumulated other comprehensive income.imbigdes a
remaining balance of $6 million (after tax losdated to forward starting interest rate swaps, Wwhidl be amortized
over the respective lives of the notes. Based change rates as of December 31, 2016, 3M expecésimssify
approximately $57 million of the after-tax net ualieed foreign exchange cash flow hedging gaireaimings in 2017,
approximately $26 million of the after-tax net ualized foreign exchange cash flow hedging gaireatmings in 2018,
and approximately $8 million of the after-tax netealized foreign exchange cash flow hedging gairearnings after
2018 (with the impact offset by earnings/lossesiftonderlying hedged items).

The location in the consolidated statements ofrime@nd comprehensive income and amounts of gathbases
related to derivative instruments designated als flas hedges are provided in the following tali®eclassifications of
amounts from accumulated other comprehensive indotaéncome include accumulated gains (losses) on
dedesignated hedges at the time earnings are ietbhgtthe forecasted transaction.

Year Ended December 31, 2016

Pretax Gain (Loss) Recognized in

Pretax Gain (Loss) Income on Effective Portion of Ineffective Portim of Gain
Recognized in Other Derivative as a Result of (Loss) on Derivative ah
Comprehensive Reclassification from Amount Exclded from
Income on Effective Accumulated Other Effectiveness Testing
Derivatives in Cash Flow Hedging Relationships Pdion of Derivative Comprehensive Income Recognizeith Income
(Millions) Amount Location Amount Location Amount
Foreign currency forward/option contracts $ 58 Costofsales $ 110 Cost of sales $ =
Interest rate swap contracts (1) Interest expense (1) Interest expense —
Total $ 57 $ 109 $ =

Year Ended December 31, 2015

Pretax Gain (Loss) Recognized in

Pretax Gain (Loss) Income on Effective Portion of Ineffective Portim of Gain
Recognized in Other Derivative as a Result of (Loss) on Derivative ah
Comprehensive Reclassification from Amount Exclded from
Income on Effective Accumulated Other Effectiveness Testing
Derivatives in Cash Flow Hedging Relationships Pdion of Derivative Comprehensive Income Recognizeith Income
(Millions) Amount Location Amount Location Amount
Foreign currency forward/option contracts $ 212 Costofsales $ 178 Cost of sales $ —
Commodity price swap contracts — Cost of sales (2) Cost of sales —
Interest rate swap contracts — Interest expens (2) Interest expens —
Total $ 212 $ 174 $ —

107



Year Ended December 31, 2014

Pretax Gain (Loss) Recognized in

Pretax Gain (Loss) Income on Effective Portion of Ineffective Portio of Gain
Recognized in Other Derivative as a Result of (Loss) on Derivative ah
Comprehensive Reclassification from Amount Exclded from
Income on Effective Accumulated Other Effectiveness Testing
Derivatives in Cash Flow Hedging Relationships Pdion of Derivative Comprehensive Income Recognizeit Income
(Millions) Amount Location Amount Location Amount
Foreign currency forward/option contracts $ 183 Costofsales $ 3 Cost of sales $ —
Commodity price swap contracts (4) Cost of sales 2 Cost of sales —
Interest rate swap contracts (8) Interest expens (1) Interest expens —
Total $ 171 $ 4 $ —

Fair Value Hedges:

For derivative instruments that are designatedopradify as fair value hedges, the gain or losshenderivatives as well
as the offsetting loss or gain on the hedged ittribatable to the hedged risk are recognized mesu earnings.

Fair Value Hedging - Interest Rate Swajp$ie Company manages interest expense using afriiked and floating

rate debt. To help manage borrowing costs, the @asnmay enter into interest rate swaps. Under tags@gements,
the Company agrees to exchange, at specified al&grhe difference between fixed and floatingrese amounts
calculated by reference to an agreed-upon notipmatipal amount. The mark-to-market of these Yaiue hedges is
recorded as gains or losses in interest expenses arfitdet by the gain or loss of the underlyingptdastrument, which
also is recorded in interest expense. These faiev@edges are highly effective and, thus, thermisnpact on earnings
due to hedge ineffectiveness.

In July 2007, in connection with the issuance séaen-year Eurobond for an amount of 750 millionosuthe
Company completed a fixed-to-floating interest it@p on a notional amount of 400 million Euros dair value
hedge of a portion of the fixed interest rate Eorabobligation. In August 2010, the Company terr@dal 50 million
Euros of the notional amount of this swap. As alltea gain of 18 million Euros, recorded as pédirthe balance of the
underlying debt, was amortized as an offset ta@steexpense over this debt’s remaining life. Pigaiermination of the
applicable portion of the interest rate swap, tlaekaio-market of the hedge instrument was recoedegains or losses
in interest expense and was offset by the gaings dn carrying value of the underlying debt inseat. Consequently,
the subsequent amortization of the 18 million Euszorded as part of the underlying debt balancenea part of gains
on hedged items recognized in income in the taidd®v. The remaining interest rate swap of 250iomlEuros
(notional amount) matured in July 2014.

In November 2013, 3M issued a Eurobond due in Z62& face amount of 600 million Euros. Upon delstiance, 3M
completed a fixed-to-floating interest rate swapamtional amount of 300 million Euros as a failue hedge of a
portion of the fixed interest rate Eurobond obligat

In June 2014, 3M issued $950 million aggregategiad amount of medium-term notes. Upon debt isseathe
Company entered into an interest rate swap to cof66€0 million of a $625 million note included tinis issuance to an
interest rate based on a floating three-month LIB@eX as a fair value hedge of a portion of tediinterest rate
medium-term note obligation.

In August 2015, 3M issued $1.500 billion aggregatacipal amount of medium-term notes. Upon dettasce, the
Company entered into two interest rate swaps avdftie hedges of a portion of the fixed interasé medium-term
note obligation. The first converted a $450 milltbnee-year fixed rate note, and the second coed&300 million of a
five-year fixed rate note included in this issuatean interest rate based on a floating three-mbBOR index.

108



The location in the consolidated statements ofrime@nd amounts of gains and losses related toati@gvinstruments
designated as fair value hedges and similar infaomaelative to the hedged items are as follows:

Year Ended December 31, 2016

Gain (Loss) on Derivative Gain (Loss) on Hedgeddm
Derivatives in Fair Value Hedging Relationships Reognized in Income Recognized in Income
(Millions) Location Amount Location Amount
Interest rate swap contracts Interest expens  $ (2) Interest expens $ 2
Total $ (2) $ 2
Year Ended December 31, 2015
Gain (Loss) on Derivative Gain (Loss) on Hedgeddm
Derivatives in Fair Value Hedging Relationships Reognized in Income Recognized in Income
(Millions) Location Amount Location Amount
Interest rate swap contracts Interest expens  $ (2) Interest expens $ 2
Total $ (2) $ 2
Year Ended December 31, 2014
Gain (Loss) on Derivative Gain (Loss) on Hedgeddm
Derivatives in Fair Value Hedging Relationships Reognized in Income Recognized in Income
(Millions) Location Amount Location Amount
Interest rate swap contracts Interest expens  $ 11 Interest expens $ (11)
Total $ 11 $ (11)

Net Investment Hedges:

The Company may use non-derivative (foreign culyatenominated debt) and derivative (foreign exclediogward
contracts) instruments to hedge portions of the @amyg’'s investment in foreign subsidiaries and marfageign
exchange risk. For instruments that are desigremtddjualify as hedges of net investments in forejgerations and
that meet the effectiveness requirements, theaies@r losses attributable to changes in spotamgdhrates are
recorded in cumulative translation within other gwehensive income. The remainder of the changalirevof such
instruments is recorded in earnings. Recognitiomaimings of amounts previously recorded in cunugdtanslation is
limited to circumstances such as complete or snbatly complete liquidation of the net investmémthe hedged
foreign operation. To the extent foreign currenepaminated debt is not designated in or is dedatggfrom a net
investment hedge relationship, changes in valubaifportion of foreign currency denominated dal# tb exchange
rate changes are recorded in earnings throughriegirity date.

3M'’s use of foreign exchange forward contracts giesied in hedges of the Company’s net investmefuraign
subsidiaries can vary by time period depending bamwforeign currency denominated debt balancegulatsd in such
relationships are dedesignated, matured, or aré/nesued and designated. Additionally, variati@m©ccur in
connection with the extent of the Company’s desfoedign exchange risk coverage.

At December 31, 2016, the total notional amourfocgign exchange forward contracts designated frinvestment
hedges was approximately 150 million Euros and @pprately 248 billion South Korean Won, along wétiprincipal
amount of long-term debt instruments designatatkirinvestment hedges totaling 4.4 billion Eurdse Thaturity dates
of these derivative and nonderivative instrumertsighated in net investment hedges range from RD2031.

The location in the consolidated statements ofime@nd comprehensive income and amounts of gathkases
related to derivative and nonderivative instrumelgsignated as net investment hedges are as folldwese were no
reclassifications of the effective portion of netéstment hedges out of accumulated other compseleeimcome into
income for the periods presented in the table below
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Year ended December 31, 2016
Pretax Gain (Loss)
Recognized as
Cumulative Translation

within Other Ineffective Portion of Gain (Loss) ;
Comprehensive Income Instrument and Amount Excluded
Derivative and Nonderivative Instruments in Net Investment Hedging  on Effective Portion of from Effectiveness Testing
Relationships Instrument Recognized in Income
(Millions) Amount Location Amount
Foreign currency denominated debt $ 215 N/A $ =
Foreign currency forward contracts (9) Cost of sales (3)
Total $ 206 $ 3)

Year ended December 31, 2015
Pretax Gain (Loss)
Recognized as
Cumulative Translation

within Other Ineffective Portion of Gain (Loss) ;m
Comprehensive Income Instrument and Amount Excluded
Derivative and Nonderivative Instruments in Net Inestment Hedging  on Effective Portion of from Effectiveness Testing
Relationships Instrument Recognized in Income
(Millions) Amount Location Amount
Foreign currency denominated debt $ 63 N/A $ =
Foreign currency forward contracts 143 Cost of sales 11
Total $ 206 $ 11

Year ended December 31, 2014
Pretax Gain (Loss)
Recognized as
Cumulative Translation

within Other Ineffective Portion of Gain (Loss) ;
Comprehensive Income Instrument and Amount Excluded
Derivative and Nonderivative Instruments in Net Inestment Hedging  on Effective Portion of from Effectiveness Testing
Relationships Instrument Recognized in Income
(Millions) Amount Location Amount
Foreign currency denominated debt $ 152 N/A $ =
Foreign currency forward contracts 94 Cost of sales 1
Total $ 246 $ 1

Derivatives Not Designated as Hedging Instruments:

Derivatives not designated as hedging instrumewiside dedesignated foreign currency forward angbogontracts
that formerly were designated in cash flow hedg#lgtionships (as referenced in the Cash Flow Hedgetion above).
In addition, 3M enters into foreign currency forgaontracts to offset, in part, the impacts ofaertntercompany
activities (primarily associated with intercompditgnsing arrangements) and enters into commoditg pwaps to
offset, in part, fluctuations in costs associateith the use of certain commodities and preciousateeThese derivative
instruments are not designated in hedging relatigss therefore, fair value gains and losses oselwentracts are
recorded in earnings. The Company does not hoilssae derivative financial instruments for tradmgposes.

The Company revised amounts previously presentdteitable below for the gain (loss) on derivatisesognized in
income for the year ended December 31, 2015 relédioreign currency forward contracts. This imenet correction
decreased the previously presented amount of fiserérognized in income in the disclosure tablevdy $112
million for the year ended December 31, 2015. Téission had no impact on the Company’s consoliiaésults of
operations, financial condition, or cash flows.

The location in the consolidated statements ofime@nd amounts of gains and losses related toadieegvinstruments
not designated as hedging instruments are as fellow
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Gain (Loss) on Derivative Recognized in Income

Year ended Year ended Year ended
December31, December31, December31,
Derivatives Not Designated as Hedging Instruments 2016 2015 2014
(Millions) Location Amount Amount Amount
Foreign currency forward/option contracts Costofsales $ 14) $ 5 % 10
Foreign currency forward contracts Interest expen 9 82 (40)
Commodity price swap contracts Cost of sales — (3) —
Total $ 5) $ 84 $ (30)

Location and Fair Value Amount of Derivative Instrents:

The following tables summarize the fair value of'8Merivative instruments, excluding nonderivatinstruments used
as hedging instruments, and their location in thesolidated balance sheet. Notional amounts betewpresented at
period end foreign exchange rates, except for iceirigerest rate swaps, which are presented usegnteption date’s
foreign exchange rate. Additional information wigspect to the fair value of derivative instrumastsicluded in Note

13.
Gross Assets Liabilities
December 31, 2016 Notional Fair Fair
(Millions) Amount Location Value Amount Location Value Amount
Derivatives designated as
hedging instruments
Foreign currency forward/option contracts  $ 2,160 Other current ass¢ $ 107 Other current liabilitie $ 9
Foreign currency forward/option contracts 1,459 Other assets 86 Other liabilities 3
Interest rate swap contracts 1,953 Other assets o 25 Other current liabilitie 1
Total derivatives designated as hedging
instruments $ 218 $ 13
Derivatives not designated as
hedging instruments
Foreign currency forward/option contracts $ 5,655 Other current assetsp 41 Other current liabilities $ 82
Total derivatives not designated as
hedging instruments $ 41 $ 82
Total derivative instruments $ 259 $ 95
Gross Assets Liabilities
December 31, 2015 Notional Fair Fair
(Millions) Amount Location Value Amount Location Value Amount

Derivatives designated as
hedging instruments

Foreign currency forward/option contrac $ 2,815 Other current asset:  $ 148 Other current liabilitie  $ 14
Foreign currency forward/option contracts 1,24@®@ther assets 61 Other liabilities 3
Interest rate swap contracts 1,753 Other assets 24  Other liabilities 1
Total derivatives designated as hedgir
instruments $ 233 $ 18
Derivatives not designated as
hedging instruments
Foreign currency forward/option contracts $ 5,359 Other current assets $ 63  Other current liabilities $ 51
Total derivatives not designated as
hedging instruments $ 63 $ 51
Total derivative instruments $ 296 $ 69

Credit Risk and Offsetting of Assets and Liab#itié Derivative Instruments:

The Company is exposed to credit loss in the esEnbnperformance by counterparties in interes sataps, currency
swaps, commodity price swaps, and forward and optamtracts. However, the Company’s risk is limitedhe fair
value of the instruments. The Company actively nowaiits exposure to credit risk through the useredlit approvals
and credit limits, and by selecting major interoaél banks and financial institutions as countaipgr3M enters into
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master netting arrangements with counterpartieqwgassible to mitigate credit risk in derivativartsactions. A master
netting arrangement may allow each counterparhetcettle amounts owed between a 3M entity anddhaterparty
as a result of multiple, separate derivative tratisas. As of December 31, 2016, 3M has Internati@waps and
Derivatives Association (ISDA) agreements with pplacable banks and financial institutions whichntaon netting
provisions. In addition to a master agreement @ihsupported by a primary counterparty’s parentrgogee, 3M also
has associated credit support agreements in plabe @ of its primary derivative counterparties wliniamong other
things, provide the circumstances under which ejplaety is required to post eligible collateral @vhthe market value
of transactions covered by these agreements exspedsied thresholds or if a counterparty’s crediing has been
downgraded to a predetermined rating). The Complaeg not anticipate nonperformance by any of these
counterparties.

3M has elected to present the fair value of derreadissets and liabilities within the Company’s smidated balance
sheet on a gross basis even when derivative tramsa@re subject to master netting arrangememtsray otherwise
qualify for net presentation. However, the follogyitables provide information as if the Company bktted to offset
the asset and liability balances of derivativerunsients, netted in accordance with various critieriiie event of default
or termination as stipulated by the terms of ngtdrrangements with each of the counterpartiese&on counterparty,
if netted, the Company would offset the asset &tiility balances of all derivatives at the endla# reporting period
based on the 3M entity that is a party to the &atisns. Derivatives not subject to master netiiggeements are not
eligible for net presentation. As of the applicatbétes presented below, no cash collateral hadeeeived or pledged
related to these derivative instruments.

Offsetting of Financial Assets under Master NettingAgreements with Derivative Counterparties

December 31, 2016 Gross Amounts not Offset in the
Consolidated Balance Sheet that are Subject
Gross Amount of to Master Netting Agreements
Derivative Assets Gross Amount of
Presented in the Eligible Offsetting
Consolidated Recognized Cash Collateral Net Arnat of
(Millions) Balance Sheet Derivative Liabilities Received Derivative Assets
Derivatives subject to master netting
agreements $ 259 % 39 $ — 3 220
Derivatives not subject to master netting
agreements — —
Total $ 259 $ 220
December 31, 2015 Gross Amounts not Offset in the
Consolidated Balance Sheet that are Subject
Gross Amount of to Master Netting Agreements
Derivative Assets Gross Amount of
Presented in the Eligible Offsetting
Consolidated Recognized Cash Collateral Net Arnat of
(Millions) Balance Sheet Derivative Liabilities Received Derivative Assets
Derivatives subject to master netting
agreements $ 296 $ 37 $ — 3 259
Derivatives not subject to master netting
agreements — —
Total $ 296 $ 259
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Offsetting of Financial Liabilities under Master Netting Agreements with Derivative Counterparties

December 31, 2016 Gross Amounts not Offset in the
Consolidated Balance Sheet that are Subject
Gross Amount of to Master Netting Agreements
Derivative Liabilities Gross Amount of
Presented in the Eligible Offsetting
Consolidated Recognized Cash Collateral Net Amat of
(Millions) Balance Sheet Derivative Assets Pledd Derivative Liabilities
Derivatives subject to master netting
agreements $ 93 $ 39 % — % 54
Derivatives not subject to master netting
agreements 2 2
Total $ 95 $ 56
December 31, 2015 Gross Amounts not Offset in the
Consolidated Balance Sheet that are Subject
Gross Amount of to Master Netting Agreements
Derivative Liabilities Gross Amount of
Presented in the Eligible Offsetting
Consolidated Recognized Cash Collateral Net Amat of
(Millions) Balance Sheet Derivative Assets Pledd Derivative Liabilities
Derivatives subject to master netting
agreements $ 64 $ 37 $ — 3 27
Derivatives not subject to master netting
agreements 5 5
Total $ 69 $ 32

Foreign Currency Effects

3M estimates that year-on-year foreign currencydaation effects, including hedging impacts, desgdgre-tax
income by approximately $69 million in 2016 andreesed pre-tax income by approximately $180 millio2015.
These estimates include transaction gains anddpsssuding derivative instruments designed tauoedforeign
currency exchange rate risks.

NOTE 13. Fair Value Measurements

3M follows ASC 820Fair Value Measurements and Disclosyregth respect to assets and liabilities that aeasured
at fair value on a recurring basis and nonrecurpiagjs. Under the standard, fair value is defireetha exit price, or the
amount that would be received to sell an asseair o transfer a liability in an orderly transactibetween market
participants as of the measurement date. The sthadko establishes a hierarchy for inputs useddasuring fair value
that maximizes the use of observable inputs andhmEes the use of unobservable inputs by requitliag the most
observable inputs be used when available. Obserwapiits are inputs market participants would aseailuing the
asset or liability developed based on market dataied from sources independent of the Compangbkkrvable
inputs are inputs that reflect the Company’s assiomg about the factors market participants wowld im valuing the
asset or liability developed based upon the béstrimation available in the circumstances. The mmais broken
down into three levels. Level 1 inputs are quotedgs (unadjusted) in active markets for identasdets or liabilities.
Level 2 inputs include quoted prices for similasets or liabilities in active markets, quoted psitar identical or
similar assets or liabilities in markets that aog active, and inputs (other than quoted prices) &ine observable for the
asset or liability, either directly or indirectlyevel 3 inputs are unobservable inputs for thetasmskability.
Categorization within the valuation hierarchy iséa upon the lowest level of input that is sigmifitto the fair value
measurement.

Assets and Liabilities that are Measured at Faifiéaon a Recurring Basis:
For 3M, assets and liabilities that are measurddiavalue on a recurring basis primarily relaieavailable-for-sale
marketable securities, available-for-sale investiéncluded as part of investments in the Constdid Balance Sheet)

and certain derivative instruments. Derivativesude cash flow hedges, interest rate swaps and mevstvestment
hedges. The information in the following paragraphd tables primarily addresses matters relativkdase financial
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assets and liabilities. Separately, there were ateral fair value measurements with respect tdinancial assets or
liabilities that are recognized or disclosed at Yailue in the Company’s financial statements oecarring basis for
2016 and 2015.

3M uses various valuation techniques, which amagrily based upon the market and income approaghtsrespect
to financial assets and liabilities. Following isl@scription of the valuation methodologies usedtie respective
financial assets and liabilities measured at faius.

Available-for-sale marketable securities — excegtain U.S. municipal securities:

Marketable securities, except certain U.S. munla@paurities, are valued utilizing multiple sourcAswveighted average
price is used for these securities. Market pricesoaatained for these securities from a varietindfistry standard data
providers, security master files from large finahénstitutions, and other third-party sources. Senenultiple prices are
used as inputs into a distribution-curve-basedrityn to determine the daily fair value to be us@id. classifies U.S.
treasury securities as level 1, while all otherkatable securities (excluding certain U.S. municgegurities) are
classified as level 2. Marketable securities aseuised further in Note 9.

Available-for-sale marketable securities —certais.Ununicipal securities only:

In both 2016 and 2014, 3M obtained municipal bonilk the City of Nevada, Missouri, which repres8it’s only
U.S. municipal securities holding as of December21L6. Due to the nature of this security, theiaabn method
utilized will include the financial health of that€ of Nevada, any recent municipal bond issuafgeSevada, and
macroeconomic considerations related to the doraif interest rates and the health of the ovenaticipal bond
market, and as such will be classified as a les#@urity.

Available-for-sale investments:

Investments include equity securities that areetiaid an active market. Closing stock prices aaglifg available from
active markets and are used as being representditiae value. 3M classifies these securitieseagl 1.

Derivative instruments:

The Company’s derivative assets and liabilitieimithe scope of ASC 81Berivatives and Hedgingre required to
be recorded at fair value. The Company’s derivatihat are recorded at fair value include foreigmency forward and
option contracts, commaodity price swaps, interatd swaps, and net investment hedges where théngadgtrument is
recorded at fair value. Net investment hedgesubatforeign currency denominated debt to hedge 3itsnvestment
are not impacted by the fair value measurementiatanunder ASC 820, as the debt used as the hebfgitngment is
marked to a value with respect to changes in speign currency exchange rates and not with regpesther factors
that may impact fair value.

3M has determined that foreign currency forwardsnmodity price swaps, currency swaps, foreign euyeptions,
interest rate swaps and cross-currency swaps &itomsidered level 2 measurements. 3M uses inghes than quoted
prices that are observable for the asset. Thesgsnpclude foreign currency exchange rates, \itlas, and interest
rates. Derivative positions are primarily valuethgsstandard calculations/models that use as ais readily
observable market parameters. Industry standaedptaviders are 3M’s primary source for forward apdt rate
information for both interest rates and currendgsawith resulting valuations periodically validdtthrough third-party
or counterparty quotes and a net present valuarstod cash flows model.
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The following tables provide information by levekfassets and liabilities that are measured av#&ire on a recurring

basis.
Fair Value Measurements

Description Fair Value at Using Inputs Considered as
(Millions) December 31, 2016 Level 1 Level 2 Legel
Assets:
Available-for-sale:
Marketable securities:
Corporate debt securities $ 10 $ $ 10 $ —
Commercial paper 14 14 —
Certificates of deposit/time deposits 197 197 —
Asset-backed securities:
Automobile loan related 31 31 —
Credit card related 18 18 —
Other 7 7 —
U.S. municipal securities 20 — 20
Derivative instruments — assets:
Foreign currency forward/option contracts 234 234 —
Interest rate swap contracts 25 25 —
Liabilities:
Derivative instruments — liabilities:
Foreign currency forward/option contracts 94 94 —
Interest rate swap contracts 1 1 —
Fair Value Measurements
Description Fair Value at Using Inputs Considered as
(Millions) December 31, 2015 Level 1 Level 2 Ledl
Assets:
Available-for-sale:
Marketable securities:
Corporate debt securities 10 $ $ 10 $ —
Foreign government agency securities 10 10 —
Commercial paper 12 12 —
Certificates of deposit/time deposits 26 26 —
Asset-backed securities:
Automobile loan related 26 26 —
Credit card related 10 10 —
Other 21 21 —
U.S. municipal securities 12 — 12
Derivative instruments — assets:
Foreign currency forward/option contracts 272 272 —
Interest rate swap contracts 24 24 —
Liabilities:
Derivative instruments — liabilities:
Foreign currency forward/option contracts 68 68 —
Interest rate swap contracts 1 1 —
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The following table provides a reconciliation oétheginning and ending balances of items meastifadt @alue on a
recurring basis in the table above that used saamif unobservable inputs (level 3).

Marketable securities — certain U.S. municipal seaities and auction rate
securities only

(Millions) 2016 2015 2014
Beginning balance $ 12 $ 15 $ 11
Total gains or losses:

Included in earnings — — Q)

Included in other comprehensive income — — 2
Purchases and issuances 12 — 15
Sales and settlements (4) 3) (12)
Transfers in and/or out of level 3 — — —
Ending balance 20 12 15

Change in unrealized gains or losses for the peénicidded in
earnings for securities held at the end of the ntéppperiod — — —

In addition, the plan assets of 3M’s pension arstretirement benefit plans are measured at fairevah a recurring
basis (at least annually). Refer to Note 11.

Assets and Liabilities that are Measured at Faiféaon a Nonrecurring Basis:

Disclosures are required for certain assets ahditias that are measured at fair value, but amgnized and disclosed
at fair value on a nonrecurring basis in periodsssquent to initial recognition. For 3M, such meaments of fair
value relate primarily to long-lived asset impaintge There were no material long-lived asset immpairts for 2016,
2015 and 2014.

Fair Value of Financial Instruments:

The Company’s financial instruments include cash @ash equivalents, marketable securities, accoaogsvable,
certain investments, accounts payable, borrowiagd,derivative contracts. The fair values of cash@ash
equivalents, accounts receivable, accounts payabteshort-term borrowings and current portioroofg-term debt
approximated carrying values because of the skamt-hature of these instruments. Available-for-sadeketable
securities and investments, in addition to certigrivative instruments, are recorded at fair vahefdicated in the
preceding disclosures. For its long-term debt,Gbenpany utilized third-party quotes to estimate Yailues (classified
as level 2). Information with respect to the cargyamounts and estimated fair values of these diaaimstruments
follow:

December 31, 2016 December 31, 2015

Carrying Fair Carrying Fair

(Millions) Value Value Value Value
Long-term debt, excluding current portion $ 10678 $ 11,168 $ 8,753 $ 9,101

The fair values reflected above consider the tarhtke related debt absent the impacts of derie#tivdging activity.
The carrying amount of long-term debt referenceavabs impacted by certain fixed-to-floating intetreate swaps that
are designated as fair value hedges and by thgrdg&in of fixed rate Eurobond securities issuethieyCompany as
hedging instruments of the Company’s net investrireits European subsidiaries. Many of 3M'’s fixeder bonds were
trading at a premium at December 31, 2016 and 80230 the low interest rates and tightening of 8bktedit spreads.

NOTE 14. Commitments and Contingencies
Capital and Operating Leases:

Rental expense under operating leases was $31i8miill 2016, $316 million in 2015 and $332 millian2014. It is
3M'’s practice to secure renewal rights for leatieereby giving 3M the right, but not the obligatiéa maintain a
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presence in a leased facility. 3M has three princapjtal leases. First, 3M has a capital leaseghvbecame effective in
April 2003, that involves a building in the Unit&thgdom (with a lease term of 22 years). During $beond quarter of
2003, 3M recorded a capital lease asset and oioligaf approximately 33.5 million British Pound (@R or
approximately $41 million at December 31, 2016 hexge rates. Second, during the fourth quarte00923M
recorded a capital lease asset and obligationmapmately $50 million related to an IT investmavith an
amortization period of seven years. This capitaséewas fully amortized at December 31, 2016. TRk recorded a
capital lease asset and obligation of approxim&i&® million in 2016 and $15 million in 2014, whichdiscussed in
more detail in Note 7.

Minimum lease payments under capital and operdgiages with non-cancelable terms in excess of eaeas of
December 31, 2016, were as follows:

Operating
(Millions) Capital Leases Leases
2017 $ 9 % 210
2018 7 161
2019 5 119
2020 4 89
2021 4 58
After 2021 30 188
Total $ 59 §$ 825
Less: Amounts representing interest 5
Present value of future minimum lease payments 54
Less: Current obligations under capital leases 9
Long-term obligations under capital leases $ 45

Unconditional Purchase Obligations:

Unconditional purchase obligations are definedreagrteement to purchase goods or services thafasceable and
legally binding (non-cancelable, or cancelable anlgertain circumstances). The Company estimé&estal
unconditional purchase obligation commitment (fayse contracts with terms in excess of one yeanf Becember 31,
2016, at $608 million. Payments by year are esgédhas follows: 2017 ($193 million), 2018 ($189 inif), 2019 ($123
million), 2020 ($54 million), 2021 ($24 million) drafter 2021 ($25 million). Many of these commitrigerelate to take
or pay contracts, in which 3M guarantees paymeenhgure availability of products or services thatsold to
customers. The Company expects to receive consigiei@roducts or services) for these unconditignatchase
obligations. The purchase obligation amounts da@eptesent the entire anticipated purchases ifuthee, but
represent only those items for which the Compargpigractually obligated. The majority of 3M’s prads and
services are purchased as needed, with no uncomalitommitment. For this reason, these amountsafilprovide an
indication of the Company’s expected future cadffimus related to purchase obligations.

Warranties/Guarantees:

3M'’s accrued product warranty liabilities, recordedthe Consolidated Balance Sheet as part of ruared long-term
liabilities, are estimated at approximately $47lionl at December 31, 2016, and $28 million at Delsen81, 2015. 3M
does not consider this amount to be material. &ivevlue of 3M guarantees of loans with third jggrand other
guarantee arrangements are not material.

Related Party Activity:

3M does not have any material related party agtivit

Legal Proceedings:

The Company and some of its subsidiaries are imebim numerous claims and lawsuits, principallyhi@ United
States, and regulatory proceedings worldwide. Thedaede various products liability (involving procts that the
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Company now or formerly manufactured and soldgliectual property, and commercial claims and latgsincluding
those brought under the antitrust laws, and enwietal proceedings. Unless otherwise stated, timep@ay is
vigorously defending all such litigation.

Process for Disclosure and Recording of Liabilitesl Insurance Receivables Related to Legal Prouged

Many lawsuits and claims involve highly complexuss relating to causation, scientific evidence, whdther there are
actual damages and are otherwise subject to stilp$tancertainties. Assessments of lawsuits annslZan involve a
series of complex judgments about future eventscandely heavily on estimates and assumptions.Cldmpany
complies with the requirements of ASC 48ntingenciesand related guidance, and records liabilitieddgal
proceedings in those instances where it can rebgoastimate the amount of the loss and whereliiglis probable.
Where the reasonable estimate of the probableédassange, the Company records the most likeliynesé of the loss,
or the low end of the range if there is no one kestate. The Company either discloses the anafumpossible loss
or range of loss in excess of established acciuestimable, or states that such an estimate ddvexmade. The
Company discloses significant legal proceedings avigere liability is not probable or the amounttad liability is not
estimable, or both, if the Company believes ther ieast a reasonable possibility that a lossmapcurred.

The Company estimates insurance receivables bawsad analysis of its numerous policies, includingt exclusions,
pertinent case law interpreting comparable polidisexperience with similar claims, and assess$mgthe nature of
the claim and remaining coverage, and records awatit has concluded is likely to be recovered. those insured
matters where the Company has taken an accrual,dhmpany also records receivables for the amouimsofance that
it expects to recover under the Company’s insuranoegram. For those insured matters where the Coynpas not
taken an accrual because the liability is not pbotdar the amount of the liability is not estimahde both, but where the
Company has incurred an expense in defending,iteelfCompany records receivables for the amouimtsofrance that
it expects to recover for the expense incurred.

Because litigation is subject to inherent uncetiasy and unfavorable rulings or developments cogltlr, there can be
no certainty that the Company may not ultimatebuincharges in excess of presently recorded liadsliA future
adverse ruling, settlement, or unfavorable develmroould result in future charges that could raweaterial adverse
effect on the Company’s results of operations shdows in the period in which they are recordéithough the
Company cannot estimate its exposure to all legatgedings, it currently believes that such futtirarges, if any,
would not have a material adverse effect on thealaated financial position of the Company. Basadxperience
and developments, the Company reexamines its dsméprobable liabilities and associated expeasdseceivables
each period, and whether it is able to estimaiahdlity previously determined to be not estimaatel/or not probable.
Where appropriate, the Company makes additions &ljpistments of its estimated liabilities. As aulg the current
estimates of the potential impact on the Compacgissolidated financial position, results of openasi and cash flows
for the legal proceedings and claims pending ag#wesCompany could change in the future.

The following sections first describe the signifittegal proceedings in which the Company is inedlvand then
describe the liabilities and associated insuraaceivables the Company has accrued relating tigtsficant legal
proceedings.

Respirator Mask/Asbestos Litigation

As of December 31, 2016, the Company is a nameshdaht, with multiple co-defendants, in numerousslats in
various courts that purport to represent approxetge,660 individual claimants, compared to appmagely 2,130
individual claimants with actions pending at Decem®1, 2015.

The vast majority of the lawsuits and claims reedlby and currently pending against the Compamgallse of some
of the Company’s mask and respirator products ap& damages from the Company and other defendamatiéged
personal injury from workplace exposures to aslsesitica, coal mine dust or other occupationatslésund in
products manufactured by other defendants or géypérahe workplace. A minority of the lawsuits éuelaims resolved
by and currently pending against the Company gdélgexridege personal injury from occupational exp@sto asbestos
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from products previously manufactured by the Comparhich are often unspecified, as well as produtasufactured
by other defendants, or occasionally at Compangnses.

The Company'’s current volume of new and pendingemais substantially lower than it experiencethatpeak of
filings in 2003. The Company expects that filingctdims by unimpaired claimants in the future waintinue to be at
much lower levels than in the past. Accordingly ttumber of claims alleging more serious injuriesiuding
mesothelioma and other malignancies, will repreaagrieater percentage of total claims than in #s. 7 he Company
has prevailed in all eleven cases taken to trialuding nine of the ten cases tried to verdictigsials occurred in
1999, 2000, 2001, 2003, 2004, 2007, 2015, and 2H®:ribed below), and an appellate reversal in 2008 2001
jury verdict adverse to the Company. The remaimiage, tried in 2009, was dismissed by the couheatlose of
plaintiff's evidence, based on the court’s legatifhg that the plaintiff had not presented suffitievidence to support a
jury verdict. In August 2016, 3M received a unanimaefense verdict from a jury in state court imtGeky, in 3M’s
first respirator trial involving coal mine dust. & lestate of the plaintiff alleged that the 3M 8¥aspirator is defective
and caused his death because it did not protectrbimharmful coal mine dust. The jury rejectedimtiff's claim and
returned a verdict finding no liability against 3Whe verdict is final as the plaintiff did not filn appeal.

The Company has demonstrated in these past toakpdings that its respiratory protection prodactseffective as
claimed when used in the intended manner and imteaded circumstances. Consequently the Compelisnves that
claimants are unable to establish that their médmaditions, even if significant, are attributalbbethe Company’s
respiratory protection products. Nonetheless the@amy'’s litigation experience indicates that clamhpersons with
malignant conditions are costlier to resolve tHandlaims of unimpaired persons, and it therefeleebes the average
cost of resolving pending and future claims on agt@m basis will continue to be higher than ipexienced in prior
periods when the vast majority of claims were assdpy medically unimpaired claimants.

As previously reported, the State of West Virgitlapugh its Attorney General, filed a complain@03 against the
Company and two other manufacturers of respirgtooyection products in the Circuit Court of Lincddounty, West
Virginia, and amended its complaint in 2005. Theeaded complaint seeks substantial, but unspecidmupensatory
damages primarily for reimbursement of the codegjaedly incurred by the State for worker’'s compdéinssand
healthcare benefits provided to all workers withggational pneumoconiosis and unspecified pundamages. The
case was inactive from the fourth quarter of 200 late 2013, other than a case management camderin

March 2011. In November 2013, the State filed aiomoto bifurcate the lawsuit into separate liapikind damages
proceedings. At the hearing on the motion, the todeclined to bifurcate the lawsuit. No liabilitasibeen recorded for
this matter because the Company believes thatitials not probable and estimable at this timeattdition, the
Company is not able to estimate a possible losarage of loss given the lack of any meaningful aNsry responses by
the State of West Virginia, the otherwise minimetiaty in this case and the fact that the complaisserts claims
against two other manufacturers where a defendanéiee of liability may turn on the law of jointcheeveral liability
and by the amount of fault, if any, a jury mighbahte to each defendant if the case is ultimatéedg.

Respirator Mask/Asbestos Liabilities and InsuraReeeivables:

The Company annually conducts a comprehensive fegew of its respirator mask/asbestos liabilitiresonnection
with finalizing and reporting its annual resultsogferations, unless significant changes in tremadew developments
warrant an earlier review. The Company reviewsmeaead historical claims data, including withouitiation, (i) the
number of pending claims filed against the Compdiijythe nature and mix of those claims (i.e., fineportion of
claims asserting usage of the Company’s mask gireder products and alleging exposure to eactsbéstos, silica,
coal or other occupational dusts, and claims pteadse of asbestos-containing products allegedhufaatured by the
Company), (iii) the costs to defend and resolvedpanclaims, and (iv) trends in filing rates anccsts to defend and
resolve claims, (collectively, the “Claims DataRs part of its comprehensive legal review, the Campprovides the
Claims Data to a third party with expertise in detiming the impact of Claims Data on future filitrgnds and costs.
The third party assists the Company in estimatirgcosts to defend and resolve pending and futai@s The
Company uses these estimates to develop its liésaés of probable liability.

Developments may occur that could affect the Comisagstimate of its liabilities. These developmentdude, but are
not limited to, significant changes in (i) the kessumptions underlying the Company’s accrual, dioly, the number
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of future claims, the nature and mix of those chgithe average cost of defending and resolvingnslaand in
maintaining trial readiness (ii) trial and appeadlautcomes, (iii) the law and procedure applicablihese claims, and
(iv) the financial viability of other co-defendardad insurers.

As a result of the Company'’s regular comprehenigigal review and underlying factors such as théscokresolving
claims of persons who claim more serious injuriesluding mesothelioma and other malignanciesQbmpany
recorded an expense in 2016 for respirator masisass liabilities of $69 million. In 2016, the Coamy made
payments for legal fees and settlements of $62anitielated to the respirator mask/asbestos litgats of

December 31, 2016 and 2015, the Company had anador respirator mask/asbestos liabilities (edolg Aearo
accruals) of $595 million and $588 million, respeely. This accrual represents the Company’s bgtinate of
probable loss and reflects an estimation periodufiure claims that may be filed against the Comypaproaching the
year 2050. Refer to Note 1 for further detail oa tavision of this accrual. The Company cannotrese the amount or
upper end of the range of amounts by which thdliiglmay exceed the accrual the Company has astaal because of
the (i) inherent difficulty in projecting the numbef claims that have not yet been asserted otittte period in which
future claims may be asserted, (ii) the complaieisrly always assert claims against multiple dedatglwhere the
damages alleged are typically not attributed tividdal defendants so that a defendant’s shar@bility may turn on
the law of joint and several liability, which caary by state, (iii) the multiple factors descrikagbve that the Company
considers in estimating its liabilities, and (itfptseveral possible developments described abaventhy occur that
could affect the Company’s estimate of liabilities.

As of December 31, 2016, the Company’s receivaiiénsurance recoveries related to the respiratskfasbestos
litigation was $4 million. As a result of a finatbétration decision in June 2016 regarding insueatmverage under two
policies, 3M reversed its receivable for the insgerecoveries related to respirator mask/asbhésgzgion by $35
million. The Company is seeking coverage undepthiicies of certain insolvent and other insurersc®those claims
for coverage are resolved, the Company will havkeced substantially all of its remaining insurareoverage for
respirator mask/asbestos claims.

Respirator Mask/Asbestos Litigation — Aearo Teca@s

On April 1, 2008, a subsidiary of the Company pasgd the stock of Aearo Holding Corp., the paréataro
Technologies (“Aearo”). Aearo manufactured and s@dous products, including personal protectionipment, such
as eye, ear, head, face, fall and certain respjrgtotection products.

As of December 31, 2016, Aearo and/or other congzathiat previously owned and operated Aearo’s ra&si
business (American Optical Corporation, Warner-LarhhLC, AO Corp. and Cabot Corporation (“Cabot)e named
defendants, with multiple co-defendants, includimg Company, in numerous lawsuits in various caurtghich
plaintiffs allege use of mask and respirator présland seek damages from Aearo and other defenfitaratbeged
personal injury from workplace exposures to aslssitica-related, or other occupational dusts ébumproducts
manufactured by other defendants or generallyenatbrkplace.

As of December 31, 2016, the Company, through éaré subsidiary, had accruals of $19 million fardarct liabilities
and defense costs related to current and futurecAegated asbestos and silica-related claims. étesbility for legal
costs, as well as for settlements and judgmentsirigntly shared in an informal arrangement amiearo, Cabot,
American Optical Corporation and a subsidiary ofriiéa Lambert and their respective insurers (theytiP&roup”).
Liability is allocated among the parties basedt@nrtumber of years each company sold respirateguats under the
“AO Safety” brand and/or owned the AO Safety Digisiof American Optical Corporation and the allegedrs of
exposure of the individual plaintiff. Aearo’s sharfethe contingent liability is further limited kan agreement entered
into between Aearo and Cabot on July 11, 1995. agisement provides that, so long as Aearo pagabmt a
quarterly fee of $100,000, Cabot will retain resgbility and liability for, and indemnify Aearo aiget, any product
liability claims involving exposure to asbestodicsi, or silica products for respirators sold prioJuly 11, 1995.
Because of the difficulty in determining how longarticular respirator remains in the stream of carce after being
sold, Aearo and Cabot have applied the agreemenditos arising out of the alleged use of respiatovolving
exposure to asbestos, silica or silica producty poi January 1, 1997. With these arrangementtatepAearo’s
potential liability is limited to exposures allegerhave arisen from the use of respirators invig\@xposure to
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asbestos, silica, or silica products on or aftauday 1, 1997. To date, Aearo has elected to pagdarterly fee. Aearo
could potentially be exposed to additional claimssome part of the pre-July 11, 1995 period cavéreits agreement
with Cabot if Aearo elects to discontinue its papation in this arrangement, or if Cabot is nogenable to meet its
obligations in these matters.

In March 2012, Cabot CSC Corporation and Cabot @atfon filed a lawsuit against Aearo in the Supe@ourt of
Suffolk County, Massachusetts seeking declaratligfras to the scope of Cabot’s indemnity obligasi under the

July 11, 1995 agreement, including whether Cabstratained liability for coal workers’ pneumocorifoslaims, and
seeking damages for breach of contract. In 204cturt granted Aearo’s motion for summary judgnentwo

claims, but declined to rule on two issues: thesjdiability for certain known coal mine dustiauits; and Cabot's
claim for allocation of liability between injuriedlegedly caused by exposure to coal mine dusirgades allegedly
caused by exposure to silica dust. Following addil discovery, the parties filed new motions famsnary judgment.

In February 2016, the court ruled in favor of Aearothese two remaining issues, and ordered thadtCand not

Aearo, is solely responsible for all liability fire coal mine dust lawsuits under the 1995 agreer@atot has appealed
with a decision expected in 2017.

Developments may occur that could affect the esérnfAearo’s liabilities. These developments i&ubut are not
limited to: (i) significant changes in the numbéifuture claims, (ii) significant changes in theeaage cost of resolving
claims, (iii) significant changes in the legal =sf defending these claims, (iv) significant chesin the mix and
nature of claims received, (v) trial and appellzaécomes, (vi) significant changes in the law aratpdure applicable
to these claims, (vii) significant changes in tiadility allocation among the co-defendants, (Mifig financial viability
of members of the Payor Group including exhaustioavailable insurance coverage limits, and/or &xjetermination
that the interpretation of the contractual obligas on which Aearo has estimated its share oflitials inaccurate. The
Company cannot determine the impact of these patetgvelopments on its current estimate of Aeasbare of
liability for these existing and future claimsalfiy of the developments described above were torpttee actual
amount of these liabilities for existing and futateims could be significantly larger than the amioaccrued.

Because of the inherent difficulty in projecting thumber of claims that have not yet been assdahed,omplexity of
allocating responsibility for future claims amoing tPayor Group, and the several possible develojsnigat may occur
that could affect the estimate of Aearo’s liab#litj the Company cannot estimate the amount or @rg@ounts by
which Aearo’s liability may exceed the accrual @@mpany has established.

Environmental Matters and Litigation

The Company’s operations are subject to environatdgavs and regulations including those pertairingir emissions,
wastewater discharges, toxic substances, and tiihg and disposal of solid and hazardous wastés@able by
national, state, and local authorities around thddy and private parties in the United States@mwad. These laws
and regulations provide, under certain circumstanadoasis for the remediation of contaminationyéstoration of or
compensation for damages to natural resourcedpamersonal injury and property damage claims. Thenpany has
incurred, and will continue to incur, costs andid@xpenditures in complying with these laws aagulations,
defending personal injury and property damage daand modifying its business operations in light
environmental responsibilities. In its effort tdisty its environmental responsibilities and compligh environmental
laws and regulations, the Company has establighetiperiodically updates, policies relating to emwimental
standards of performance for its operations wordigwi

Under certain environmental laws, including thetgdiStates Comprehensive Environmental Responsap€ltsation
and Liability Act of 1980 and similar state lawlsetCompany may be jointly and severally liablejdgfty with other
companies, for the costs of remediation of envirental contamination at current or former faciliteesd at off-site
locations. The Company has identified numeroustions, most of which are in the United States, kictvit may have
some liability. Please refer to the section erditiEnvironmental Liabilities and Insurance Receivabldsat follows for
information on the amount of the accrual.
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Environmental Matters

As previously reported, the Company has been vatiiptcooperating with ongoing reviews by locahtst, federal
(primarily the U.S. Environmental Protection Ager{&PA)), and international agencies of possibleremmental and
health effects of various perfluorinated compoumaspding perfluorooctanyl compounds such as perfioctanoate
(“PFOA"), perfluorooctane sulfonate (“PFOS”), omsiar compounds (“PFCs”). As a result of its phasg-decision in
May 2000, the Company no longer manufactures pandloctanyl compounds. The company ceased manuifagtand
using the vast majority of these compounds witlipraximately two years of the phase-out announcénaend ceased
all manufacturing and the last significant usehig themistry by the end of 2008. Through its ongdife cycle
management and its raw material composition idieatibn processes associated with the Companyisipsicovering
the use of all persistent and bio-accumulative rrate the Company continues to control or eliméntdte presence of
certain PFCs in purchased materials or as bypredncome of 3M’s fluorochemical manufacturing prsses,
products, and waste streams.

Regulatory activities concerning PFOA and/or PFOftiaue in the United States, Europe and elsewlagiek before
certain international bodies. These activitiesudel gathering of exposure and use information,asgessment, and
consideration of regulatory approaches. In Oct@®d6, the European Commission notified the Worlader
Organization of a draft regulation to restrict PF@#d its related substances under the EU’s REACguR#&on
(Registration, Evaluation, Authorization, and Riesibn of Chemicals). If adopted, the regulationulebrestrict PFOA
and its related substances to concentrations radggrthan 25 parts per billion in constituents thieo substances, in
mixtures, and in articles. As the database of studf both chemicals has expanded, the EPA hasopedehuman
health effects documents summarizing the availdata from these studies. In February 2014, the iBRiAted external
peer review of its draft human health effects doents for PFOA and PFOS. The peer review panelmet i

August 2014. In May 2016, the EPA announced lifetimealth advisory levels for PFOA and PFOS at 76 eer
trillion (superseding the provisional levels esistitd by the EPA in 2009 of 400 parts per trillflonPFOA and 200
parts per trillion for PFOS). Where PFOA and PF@Sfaund together, EPA recommends that the coraiimbs be
added together, and the lifetime health advisoryPiBOA and PFOS combined is also 70 parts pepotrilLifetime
health advisories, while not enforceable, servguidance and are benchmarks for determining if entrations of
chemicals in tap water from public utilities aréestor public consumption. In an effort to collestposure information
under the Safe Drinking Water Act, the EPA publésba May 2, 2012 a list of unregulated substarioefjding six
PFCs, required to be monitored during the perici328015 by public water system suppliers to deteentire extent of
their occurrence. Through July 2016, the EPA regubrésults for 4,909 public water supplies natialevBased on the
2016 lifetime health advisory, 13 public water siggexceed the level for PFOA and 46 exceed the fer PFOS. A
technical advisory issued by EPA in September 2ii&boratory analysis of drinking water samplegest that 65
public water supplies had exceeded the combineal fev PFOA and PFOS. These results are based @oromore
samples collected during the period 2012-2015 andad necessarily reflect current conditions ofsthpublic water
supplies. EPA reporting does not identify the searaf the PFOA and PFOS in the public water sugplie

The Company is continuing to make progress in askwunder the supervision of state regulatorgddress its historic
disposal of PFC-containing waste associated withufsturing operations at the Decatur, Alabamataget Grove,
Minnesota, and Cordova, lllinois plants.

As previously reported, the Company entered intolantary remedial action agreement with the Alabddepartment
of Environmental Management (ADEM) to address ttesence of PFCs in the soil at the Company’s matwiag
facility in Decatur, Alabama. Pursuant to a perissued by ADEM, for approximately twenty years, @@mpany
incorporated its wastewater treatment plant sluaiggaining PFCs in fields at its Decatur facilifter a review of the
available options to address the presence of Pr@®isoil, ADEM agreed that the preferred reméatiabption is to
use a multilayer cap over the former sludge incafion areas on the manufacturing site with subsetjgroundwater
migration controls and treatment. Implementatiothet plan continues and is expected to be conplat2018.

The Company continues to work with the Minnesotlufion Control Agency (MPCA) pursuant to the terofghe
previously disclosed May 2007 Settlement Agreenaaidt Consent Order to address the presence ofrc@fs in the
soil and groundwater at former disposal sites irshifegton County, Minnesota (Oakdale and Woodbung) & the
Company’s manufacturing facility at Cottage GroMnnesota. Under this agreement, the Company’'sjpat
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obligations include (i) evaluating releases of @@rPFCs from these sites and proposing respomisssic(ii) providing
treatment or alternative drinking water upon idgig any level exceeding a Health Based Value (\WBor Health
Risk Limit (“HRL") (i.e., the amount of a chemici drinking water determined by the Minnesota Dépant of
Health (MDH) to be safe for human consumption avéfetime) for certain PFCs for which a HBV andMRL exists
as a result of contamination from these siteg; r@imediating identified sources of other PFCHas¢ sites that are not
controlled by actions to remediate PFOA and PF@8;(&) sharing information with the MPCA about tzén
perfluorinated compounds. During 2008, the MPCAiggssformal decisions adopting remedial optionglierformer
disposal sites in Washington County, Minnesota @@aékand Woodbury). In August 2009, the MPCA issaddrmal
decision adopting remedial options for the Compai@ottage Grove manufacturing facility. During #pging and
summer of 2010, 3M began implementing the agreee upmedial options at the Cottage Grove and Wogdkites.
3M commenced the remedial option at the Oakdadeisitate 2010. At each location the remedial oxgtiovere
recommended by the Company and approved by the MIRE€/kediation work has been completed at the Oalatad
Woodbury sites, and they are in an operational teaance mode. Remediation will continue at theag@ttGrove site
during 2017.

In August 2014, the Illinois EPA approved a requssthe Company to establish a groundwater manageroae at its
manufacturing facility in Cordova, lllinois, whidhcludes ongoing pumping of impacted site grounéwajroundwater
monitoring and routine reporting of results.

The Company cannot predict what additional regueaations arising from the foregoing proceedingd activities, if
any, may be taken regarding such compounds orathgegjuences of any such actions.

Environmental Litigation

As previously reported, a former employee filedugported class action lawsuit in 2002 in the Cir€ourt of Morgan
County, Alabama (the St. John case), seeking wtstidmages and alleging that the plaintiffs sufféear, increased
risk, subclinical injuries, and property damagerirexposure to certain perfluorochemicals at or tieaCompany’s
Decatur, Alabama, manufacturing facility. The canr005 granted the Company’s motion to dismissntamed
plaintiff's personal injury-related claims on thadis that such claims are barred by the exclusprityisions of the
state’s Workers Compensation Act. The plaintifisunsel filed an amended complaint in November 2061ing the
case to property damage claims on behalf of a ptegalass of residents and property owners irvitiaity of the
Decatur plant. In June 2015, the plaintiffs filedaanended complaint adding additional defendantsding BFI
Waste Management Systems of Alabama, LLC; BFI Wisksteagement of North America, LLC; the City of Daoa
Alabama; Morgan County, Alabama; Municipal Utilgi@oard of Decatur; and Morgan County, Alabamaljadliecatur
Utilities.

In 2005, the judge in a second purported classmataiwsuit filed by three residents of Morgan Coutlabama,
seeking unstated compensatory and punitive daniagelsing alleged damage to their property from ssions of
certain perfluorochemical compounds from the Corgfgabecatur, Alabama, manufacturing facility thatrherly
manufactured those compounds (the Chandler caaelegl the Company’s motion to abate the case,teféde putting
the case on hold pending the resolution of clagffication issues in the St. John case. Despiesthy, plaintiffs filed
an amended complaint seeking damages for allegsdie injuries and property damage on behalf efthmed
plaintiffs and the members of a purported classfuiher action in the case is expected unlesuatitithe stay is
lifted.

In February 2009, a resident of Franklin Countyal®eima, filed a purported class action lawsuit enGlircuit Court of
Franklin County (the Stover case) seeking compengatamages and injunctive relief based on theiegipdn by the
Decatur utility’s wastewater treatment plant of teagter treatment sludge to farmland and grasslarithe state that
allegedly contain PFOA, PFOS and other perfluoratbals. The named plaintiff seeks to representaaschf all
persons within the State of Alabama who have hadRPFOS, and other perfluorochemicals releasateposited on
their property. In March 2010, the Alabama Supr&oert ordered the case transferred from Franklinr®pto
Morgan County. In May 2010, consistent with its dilémg of the other matters, the Morgan County Gir@ourt abated
this case, putting it on hold pending the resoluttbthe class certification issues in the St. Jodse.
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In October 2015, West Morgan-East Lawrence Wat&esver Authority (Water Authority) filed an individl
complaint against 3M Company, Dyneon, L.L.C, andikiDaAmerica, Inc., in the U.S. District Court ftlie Northern
District of Alabama. The complaint also includepresentative plaintiffs who brought the complaintehalf of
themselves, and a class of all owners and posseskproperty who use water provided by the Watetharity and five
local water works to which the Water Authority slipp water (collectively, the “Water Utilities”).lle complaint seeks
compensatory and punitive damages and injunctiief lsased on allegations that the defendants’ ¢bais) including
PFOA and PFOS from their manufacturing process&eatur, have contaminated the water in the TesaeeRiver at
the water intake, and that the chemicals canno¢fm®ved by the water treatment processes utiligetido\Water
Authority. In September 2016, the court granted 8Mbotion to dismiss plaintiffs’ trespass claimshaprejudice,
negligence claims for personal injuries, and pavatisance claims, and denied the motion to disthesglaintiffs’
negligence claims for property damage, public mésaabatement of nuisance, battery and wantonness.

In June 2016, the Tennessee Riverkeeper, Inc. (f&eper), a non-profit corporation, filed a lawsnithe U.S. District
Court for the Northern District of Alabama agai@; BFI Waste Systems of Alabama; the City of Dacaflabama;
and the Municipal Utilities Board of Decatur, Morg@&ounty, Alabama. The complaint alleges that #fertdants
violated the Resource Conservation and RecoverynAmbnnection with the disposal of certain PFGstilgh their
ownership and operation of their respective sité® complaint further alleges such practices magegmt an imminent
and substantial endangerment to health and/onmthieomment and that Riverkeeper has suffered aficcemtinue to
suffer irreparable harm caused by defendants’'rila abate the endangerment unless the courtsgitatequested
relief, including declaratory and injunctive relidhe Company believes that the complaint lackdtmer

In July 2016, the City of Lake EImo filed a lawstuntthe U.S. District Court for the District of Miesota against 3M
alleging that the City suffered damages from drigkivater supplies contaminated with PFCs, includiogts to
construct alternative sources of drinking water.

As of December 31, 2016, seven purported classrectiere filed against 3M and other defendants.$ District
Court - three in the District of Colorado and famthe Eastern District of Pennsylvania. The cornmidaseek unstated
damages and other remedies, such as medical nmingitand allege that the plaintiffs suffered peedanjury and
property damage from drinking water supplies comated with certain PFCs used in Aqueous Film Foghioam
(AFFF) at current or former airports and air foraititary bases located in Colorado and Pennsylvania

In September 2016, the Water Works and Sewer Baiatte City of Gadsden, Alabama filed a lawsuithe Circuit
Court of Etowah County Alabama against 3M and vagicarpet manufacturers. The complaint allegesRtRéats from
the defendants’ facilities contaminated the CooseRas its raw water source for drinking water apdks unstated
damages for the installation and operation ofteafion system, expenses to monitor PFC levels|astdrofits and
sales.

In November 2016, the Town of Barnstable, Massaettsifiled an individual action in the U.S. Distr@ourt for the
District of Massachusetts seeking unstated compenysand punitive damages and other relief aga@isand other
suppliers of AFFF for alleged contamination of #upiifer supplying drinking water to the Hyannis eratystem. The
town seeks to recover costs associated with trestigation, treatment, remediation, and monitodhdrinking water
supplies allegedly contaminated with certain PF&=dun AFFF. In January 2017, the County of Babista
Massachusetts, filed an individual action in th& District Court for the District of Massachusettgking unstated
compensatory and punitive damages and other fglidfiding indemnification and contribution in cawgtion with
claims asserted against the County by the Townapfi@able) against 3M and other suppliers of AF#tFafieged
contamination of the aquifer supplying drinking @ato the Hyannis water system.

In December 2010, the State of Minnesota, by iterAty General Lori Swanson, acting in its capaagtyrustee of the
natural resources of the State of Minnesota, filéawsuit in Hennepin County District Court agaiBBst to recover
damages (including unspecified assessment costseandnable attorney’s fees) for alleged injurydestruction of, and
loss of use of certain of the State’s natural resssiunder the Minnesota Environmental Responsé iaibdity Act
(MERLA) and the Minnesota Water Pollution ContratAMWPCA), as well as statutory nuisance and comfaw
claims of trespass, nuisance, and negligence w#pect to the presence of PFCs in the groundveatdgce water, fish
or other aquatic life, and sediments (the “NRD LaitV. The State also seeks declarations under MERiat 3M is
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responsible for all damages the State may sufftrarfuture for injuries to natural resources fr@aleases of PFCs into
the environment, and under MWPCA that 3M is resfim@dor compensation for future loss or destructid fish,
aquatic life, and other damages.

In November 2011, the Metropolitan Council filedhation to intervene and a complaint in the NRD Laitvseeking
compensatory damages and other legal, declaratorgguitable relief, including reasonable attorhéess, for costs
and fees that the Metropolitan Council allegesilitlve required to assess at some time in the éuifuthe MPCA
imposes restrictions on Metropolitan Council’'s PFi&harges to the Mississippi River, including itgtallation and
maintenance of a water treatment system. The Melitap Council’s intervention motion was based ewesal theories,
including common law negligence, and statutorymstaunder MERLA for response costs, and under thebtota
Environmental Rights Act (MERA) for declaratory aequitable relief against 3M for PFOS and other PB{lution of
the waters and sediments of the Mississippi Ri®#®r.did not object to the motion to intervene. Imdary 2012, 3M
answered the Metropolitan Council’'s complaint aifebfa counterclaim alleging that the Metropolitaouncil
discharges PFCs to the Mississippi River and diggsaPFC-containing sludge and bio solids fromammore of its
wastewater treatment plants onto agricultural laanttlocal area landfills. Accordingly, 3M’s comiplaagainst the
Metropolitan Council asks that if the court finthsit the State is entitled to any of the damagesaks, 3M be awarded
contribution and apportionment from the Metropalitaouncil, including attorneys’ fees, under MERLahd
contribution from and liability for the MetropolitaCouncil’s proportional share of damages awardeti¢ State under
the MWPCA, as well as under statutory nuisancecamimon law theories of trespass, nuisance, andgeage. 3M
also seeks declaratory relief under MERA.

In April 2012, 3M filed a motion to disqualify tH&tate of Minnesota’s counsel, Covington & BurlihgP (Covington).
In October 2012, the court granted 3M’s motionitmgdalify Covington as counsel to the State andta¢e and
Covington appealed the court’s disqualificatiottte Minnesota Court of Appeals. In July 2013, thieMésota Court of
Appeals affirmed the district court’s disqualificat order. In October 2013, the Minnesota Supremeryranted both
the State’s and Covington’s petition for reviewtlod decision of the Minnesota Court of AppealsApmil 2014, the
Minnesota Supreme Court affirmed in part, reveisguhrt, and remanded the case to the districttdoufurther
proceedings. The district court took evidence @ndisqualification issues at a hearing in Octolf¥r52 In February
2016, the district court ruled that Covington vielhthe professional ethics rule against represgiaticlient (here the
State of Minnesota) in the same or substantialbted matter where that person’s interests arermaliyeadverse to the
interests of a former client (3M). The district epinowever, denied 3M’s motion to disqualify Cogian because it
further found that 3M impliedly waived by delayitmassert the conflict. Other activity in the cashich had been
stayed pending the outcome of the disqualificaissne, has resumed. A trial date has not yet beteinsa separate but
related action, the Company filed suit in the RayrSeunty District Court against Covington for brhax its fiduciary
duties to the Company and for breach of contrasiray out of Covington’s representation of the 8taft Minnesota in
the NRD Lawsuit. In September 2016, the court gra®#M’'s motion for leave to amend the complainplead punitive
damages.

For environmental litigation matters describedhiis section for which a liability, if any, has bemtorded, the
Company believes the amount recorded, as welleapdhsible loss or range of loss in excess of steblished accrual
is not material to the Company’s consolidated rtssail operations or financial condition. For thasatters for which a
liability has not been recorded, the Company bekeany such liability is not probable and estimaivid the Company
is not able to estimate a possible loss or randessfat this time.

Environmental Liabilities and Insurance Receivables

As of December 31, 2016, the Company had recotidbdities of $38 million for estimated “environmigh
remediation” costs based upon an evaluation ofoty available facts with respect to each indigidsite and also
recorded related insurance receivables of $11amillfhe Company records liabilities for remediatimsts on an
undiscounted basis when they are probable andmabloestimable, generally no later than the cotigieof

feasibility studies or the Company’s commitmenatplan of action. Liabilities for estimated costenvironmental
remediation, depending on the site, are based ghymgoon internal or third-party environmental dies, and estimates
as to the number, participation level and finaneiability of any other potentially responsible pes, the extent of the
contamination and the nature of required remeditbas. The Company adjusts recorded liabilitiefuather
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information develops or circumstances change. Ténragzany expects that it will pay the amounts recormleer the
periods of remediation for the applicable sitesremtly ranging up to 20 years.

As of December 31, 2016, the Company had recoidbdities of $29 million for “other environmenthabilities”
based upon an evaluation of currently availablésfeximplement the Settlement Agreement and Cdr@seder with
the MPCA, the remedial action agreement with ADE¥d to address trace amounts of perfluorinated oomgs in
drinking water sources in the City of Oakdale, Mirata, as well as presence in the soil and grouedwahthe
Company’s manufacturing facilities in Decatur, Adafia, and Cottage Grove, Minnesota, and at two fodisposal
sites in Washington County, Minnesota (Oakdale\Almbdbury). The Company expects that most of thadipg will
occur over the next four years. As of December2B16, the Company’s receivable for insurance reteseelated to
“other environmental liabilities” was $15 million.

It is difficult to estimate the cost of environmahtompliance and remediation given the uncergsmegarding the
interpretation and enforcement of applicable emrnental laws and regulations, the extent of envirental
contamination and the existence of alternativertipanethods. Developments may occur that coula e
Company’s current assessment, including, but natdd to: (i) changes in the information availatdgarding the
environmental impact of the Company’s operatiors products; (i) changes in environmental regulaicchanges in
permissible levels of specific compounds in drigkimater sources, or changes in enforcement theanigpolicies,
including efforts to recover natural resource da@sagiii) new and evolving analytical and remediattechniques;
(iv) success in allocating liability to other potiatly responsible parties; and (v) the financielhility of other
potentially responsible parties and third-partyeimhitors. For sites included in both “environmemngathediation
liabilities” and “other environmental liabilitiesgt which remediation activity is largely complated remaining activity
relates primarily to operation and maintenancénefremedy, including required post-remediation nawimg, the
Company believes the exposure to loss in excegeamount accrued would not be material to the @zmy's
consolidated results of operations or financialditbon. However, for locations at which remediataxctivity is largely
ongoing, the Company cannot estimate a possibtedosange of loss in excess of the associateblesttad accruals
for the reasons described above.

Other Matters
Commercial Litigation

3M sued TransWeb Corporation in Minnesota in 2@#Grffringement of several 3M patents covering fination and
hydrocharging of filter media used in 3M’s respiratand furnace filters. TransWeb filed a declasafedgment action
in and successfully moved the litigation to the \D&trict Court for the District of New Jerseygeg&ing a declaration of
invalidity and non-infringement of 3M’s patentsdafiurther alleging that 3M waited too long to em®its rights.
TransWeb also alleged 3M obtained the patents ¢irinequitable conduct and that 3M’s attempt toerd the patents
constituted a violation of the antitrust laws. Inwémber 2012, a jury returned a verdict in favoT tdnsWeb on all but
one count, including findings that 3M’s patents evervalid and not infringed, and that 3M had conteditan antitrust
violation by seeking to enforce a patent it hachotetd fraudulently. The jury also recommended thatcourt find 3M
had committed inequitable conduct in obtaininggh&ents, and that the patents were therefore uremable. Since the
vast majority of TransWeb’s claim for treble antgt damages was in the form of its attorneys’ teebexpenses in
connection with the defense of the patent casepdiies agreed that the measure of damages woutlgbrto the jury,
but rather would be submitted to a special masdter the trial. In April, 2014, the court issued @er denying 3M’s
motions to set aside the jury’s verdict. In addlitithe court found two 3M patents unenforceabletduerequitable
conduct. The court accepted the special mastestammendation as to the amount of attorneys’ fedetawarded as
damages, and entered judgment against 3M. In Dil¢,23M filed a notice of appeal of the judgmenthte U.S. Court
of Appeals for the Federal Circuit. In February @0the U.S. Court of Appeals for the Federal Cir@sued its
decision affirming the lower court’s judgment. Irakéh 2016, 3M paid TransWeb $27 million in fulliséction of the
judgment.
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Andover Healthcare filed an infringement suit agaBM in May 2013 in the U.S. District Court foetbistrict of
Delaware. Andover also filed a related infringemagtion against 3M and 3M Deutschland GmbH in Ddmem2013 in
Mannheim, Germany. In both cases, Andover allegatidertain of 3M’s self-adherent wraps, includ®gpban™ Latex
Free and Nexcare™ No Hurt Latex Free wraps, infthgndover’'s U.S. and German patents. 3M denietdttha
infringed Andover’s patents, asserted that theratare invalid, and claimed that Andover shoulgtexiuded from
recovery of its alleged damages, in part becauss fafing delay in bringing the actions. 3M and Amdr each filed
motions for summary judgment, and in October 2@16 court denied all pending summary judgment nmstided by
both parties. Trial in the U.S. matter was schedifde November 2016. A hearing in the German infeément case
occurred in September 2014. In November 2014, #mn@n trial court issued a decision ordering theoagment of an
expert to assist with analysis of whether 3M’s pratd infringe Andover’s German patent. Separa@j filed a nullity
action in Germany, challenging the validity of Améo's German patent. At a hearing in July 2015,Gleeman patent
court revoked Andover’'s German patents. Andoveeafga that decision and, in April 2016, the Geritneah court
stayed the infringement proceedings during the peoy of Andover’s appeal. In November 2016, theaigaresolved
all pending litigation in the United States and @any for an amount that is not material to the Camys consolidated
results of operations or financial condition.

Product Liability Litigation

Electricité de France (EDF) filed a lawsuit agai®st France in the French courts in 2006 claiminmowercial loss and
property damage after experiencing electrical netvalures which EDF claims were caused by allégeeéfective 3M
transition splices. The French Court of Appealgeatsailles affirmed the commercial trial court’scagon that the
transition splices conformed to contract speciftoet and that EDF thoroughly analyzed and testedpices before
purchase and installation. The Court of Appealsyéher, ordered a court-appointed expert to studyptioblem and
issue a technical opinion on the cause of the mitfedlures. The court-appointed expert submittedraport to the
commercial court in May 2014. The expert found ptitg defects in 3M’s product and found that EDEunred
damages in excess of 100 million euros. The expepinion was not dispositive of liability or danesgand subject to
numerous factual and legal challenges that couldised with the court. In June 2016, the paréesihed an agreement
to resolve this dispute; the agreement include$idential terms that, when taking into account 3lfisurance
coverage, were not material to the Company’s canfated results of operations or financial condition

One customer obtained an order in the French cagesist 3M Purification SAS (a French subsidiamypctober 2011
appointing an expert to determine the amount ofroengial loss and property damage allegedly caugedidgedly
defective 3M filters used in the customer’s mantifeing process. An Austrian subsidiary of this saoustomer also
filed a claim against 3M Austria GmbH (an Austreubsidiary) and 3M Purification SAS in the Austrizourts

in September 2012 seeking damages for the sane iEbase two cases are still pending. Another costdiled a
lawsuit against 3M Deutschland GmbH (a German slidosi) in the German courts in March 2012 seekimgmercial
loss and property damage allegedly caused by the 8M filters used in that customer’s manufactupnocess; the
Company has resolved the claims in the Germaratitg. The Company has also settled without litagathe claims of
two other customers arising out of the same isBhie.amounts paid are not material to the Compasgrsolidated
results of operations or financial condition.

As of December 31, 2016, the Company is a nameshdaft in approximately 1,260 lawsuits (compared to
approximately 122 lawsuits at December 31, 2018strof which are pending in federal or state couMinnesota, in
which the plaintiffs claim they underwent varioaig arthroplasty, cardiovascular, and other suegeand later
developed surgical site infections due to the dtheoBair Hugger™ patient warming system. The claimps seek
damages and other relief based on theories of Biility, negligence, breach of express and iegbwarranties,
failure to warn, design and manufacturing defaetidulent and/or negligent misrepresentation/cdnueat, unjust
enrichment, and violations of various state consunaeid, deceptive or unlawful trade practices anétlse advertising
acts. One case, from the U.S. District Court fer\testern District of Tennessee is a putative naifide class action.
The U.S. Judicial Panel on Multidistrict LitigatigDL) granted the plaintiffs’ motion to transfemd consolidate all
cases pending in federal courts to the U.S. Dis@taurt for the District of Minnesota to be managed multi-district
proceeding during the pre-trial phase of the ltiga In June 2016, the Company was served withtative class action
filed in the Ontario Superior Court of Justice &irCanadian residents who underwent various gititroplasty,
cardiovascular, and other surgeries and later dpeel surgical site infections due to the use oBtie Hugger™
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patient warming system. The representative pldis¢i€ks relief (including punitive damages) undan&lian law based
on theories similar to those asserted in the MDie Bair Hugger™ product line was acquired by 3Mpag of the

2010 acquisition of Arizant, Inc., a leading marutfaer of patient warming solutions designed tovprn hypothermia
and maintain normal body temperature in surgictinggs. No liability has been recorded for this taabecause the
Company believes that any such liability is nothgaiole and estimable at this time.

In September 2011, 3M Oral Care launched Lava @#nCAD/CAM dental restorative material. The praduas
originally indicated for inlay, onlay, veneer, atrdwn applications. In June 2015, 3M Oral Care mtduly removed
crown applications from the product’s instructidosuse, following reports from dentists of patgrdrowns
debonding, requiring additional treatment. The pidemains on the market for other applicatioh.ce mmunicated
with the U.S. Food and Drug Administration, as vealregulators outside the United States. 3M alored
customers and distributors of its action, offeeadcept return of unused materials and provideosf. As of
December 31, 2016, there are three lawsuits penbatgvere brought by dentists and dental practgesnst 3M. The
complaints allege 3M marketed and sold defectiweallditimate material used for dental crowns to déstand, under
various theories, seek monetary damages (replad¢erosts and business reputation loss), punitiveadgs,
disgorgement of profits, injunction from marketiagd selling Lava Ultimate for use in dental crowstatutory
penalties, and attorneys’ fees and costs. One igyEmnding in the U.S. District Court for the Dist of Minnesota,
names 39 plaintiffs and seeks certification ofasslaction of dentists in the United States aneiitgories, and
alternatively seeks subclasses in 13 states. e two lawsuits are individual complaints agaBigt— one in
Madison County, lllinois and the other in the UDgstrict Court for the Northern District of New Yiar

For product liability litigation matters describadthis section for which a liability has been resed, the Company
believes the amount recorded is not material taCbmpany’s consolidated results of operationsrarftial condition.
In addition, the Company is not able to estimap@ssible loss or range of loss in excess of thabéished accruals at
this time.
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NOTE 15. Stock-Based Compensation

The 3M 2008 Long-Term Incentive Plan (LTIP) prosder the issuance or delivery of up to 100 millgivares of 3M
common stock (including additional shareholder appls subsequent to 2008) pursuant to awards gfamiger the
plan. In May 2016, shareholders approved the 20€ Lproviding an additional 23,965,000 shares;gasing the
number of approved shares to 123,965,000 shares2016 LTIP succeeds the 3M 2008 LTIP. Awards maissued
in the form of incentive stock options, nonqualtifistock options, progressive stock options, stggkeciation rights,
restricted stock, restricted stock units, othecls@wards, and performance units and performarmeshAwards
denominated in shares of common stock other théinrepand stock appreciation rights, count agdhmst123,965,000
share limit as 3.38 shares for every one shareredvsy such award (for full value awards with grdates prior to
May 11, 2010), as 2.87 shares for every one sharered by such award (for full value awards witargrdates on or
after May 11, 2010, and prior to May 8, 2012), &)3hares for every one share covered by suchdaifearfull value
awards with grant dates of May 8, 2012 and pridviay 10, 2016), or as 2.50 shares for every oneest@avered by
such award (for full value awards with grant dateMay 10, 2016 or later). The remaining total sisaavailable for
grant under the LTIP Program are 36,865,814 asecEbber 31, 2016. There were approximately 7,6@cjpants
with outstanding options, restricted stock, ornietd stock units at December 31, 2016.

The Company’s annual stock option and restrictedkstinit grant is made in February to provide arggrand
immediate link between the performance of individuwduring the preceding year and the size of teftual stock
compensation grants. The grant to eligible emplsyees the closing stock price on the grant dateoénting

rules require recognition of expense under a ndostamtive vesting period approach, requiring corspgan expense
recognition when an employee is eligible to retiEmployees are considered eligible to retire atsgand after having
completed ten years of service. This retiree-eiiggmpulation represents 35 percent of the 2016arstock-based
compensation award expense dollars; thereforeghigfock-based compensation expense is recogmizéd first
quarter.

In addition to the annual grants, the Company makiesr minor grants of stock options, restrictextktunits and other
stock-based grants. The Company issues cash segsigitted stock units and stock appreciationtsigh certain
countries. These grants do not result in the isseiah common stock and are considered immatenialigzlosure
purposes by the Company.

During the first quarter of 2016, the Company addpASU No. 2016-09mprovements to Employee Share-Based
Payment Accountingrhe adoption is required to be implemented prospaly and resulted in income tax benefits of
$184 million for 2016. See Note 1 for additiongbimmation regarding ASU No. 2016-09.

Amounts recognized in the financial statements wagpect to stock-based compensation programshviimitude stock
options, restricted stock, restricted stock umitsformance shares, and the General Employeesk Biochase Plan
(GESPP), are provided in the following table. Calpied stock-based compensation amounts were retiala

Stock-Based Compensation Expense

Years ended December 31

(Millions) 2016 2015 2014

Cost of sales $ 47 % 46 $ 47
Selling, general and administrative expenses 206 185 192
Research, development and related expenses 45 45 41
Stock-based compensation expenses $ 298 $ 276 $ 280
Income tax benefits $ (272) $ 87) $ (79)

»

Stock-based compensation expenses (benefits)f teet o 26 $ 189 $ 201
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Stock Option Program

The following table summarizes stock option acyidr the years ended December 31:

2016 2015 2014
Weighted Weighted Weigtd
Number of Average Number of Average Number of Average
Options Exercise Price Options Exercise Price Qipns Exercise Price
Under option —
January 1 38,652,445 $ 102.01 39,235,557 $ 90.38 43,938,778 $ 83.84
Granted:

Annual 5,591,727 147.99 5,529,544 165.91 5,736,183 126.77
Exercised (7,716,141 86.76 (5,978,382 83.74 (10,219,261 82.37
Canceled (231,799 148.43  (234,274) 128.99 (220,143 105.11
December 31 36,196,23: $ 112.07 38,552,44t $ 102.01 39,235557 $ 90.38

Options exercisable
December 31 25,240,75¢ $ 95.65 27,262,062 $ 8597 27,502,20¢ $ 81.42

Stock options vest over a period from one to tlyesa's with the expiration date at 10 years frone ddigrant. As of
December 31, 2016, there was $69 million of comatms expense that has yet to be recognized refatedn-vested
stock option based awards. This expense is expéxtee recognized over the remaining weighted-aeskeesting
period of 20 months. For options outstanding ateddwer 31, 2016, the weighted-average remainingacgl life
was 69 months and the aggregate intrinsic value32a#)7 billion. For options exercisable at Decengie 2016, the
weighted-average remaining contractual life wasne®iths and the aggregate intrinsic value was $200B8n.

The total intrinsic values of stock options exezdisluring 2016, 2015 and 2014 was $608 million 5&lion and
$615 million, respectively. Cash received from ops exercised during 2016, 2015 and 2014 was $666m$501
million and $842 million, respectively. The Comp&ngctual tax benefits realized for the tax deduirelated to the
exercise of employee stock options for 2016, 20152014 was $224 million, $172 million and $226liwi,
respectively.

The Company does not have a specific policy tongmase common shares to mitigate the dilutive irhpaoptions;
however, the Company has historically made adedliateetionary purchases, based on cash availgbitiarket
trends, and other factors, to satisfy stock optieercise activity.

For annual options, the weighted average fair vatube date of grant was calculated using thelB&ceholes option-
pricing model and the assumptions that follow.

Stock Option Assumptions

Annual
2016 2015 2014
Exercise price $ 14787 $ 16594 $ 126.72
Risk-free interest rate 1.5% 1.5% 1.9%
Dividend yield 2.5% 2.5% 2.6%
Expected volatility 20.8% 20.1% 20.8%
Expected life (months) 77 76 75
Black-Scholes fair value $ 2247 $ 2398 $ 19.63

Expected volatility is a statistical measure of éimeount by which a stock price is expected to flat# during a period.
For the 2016 annual grant date, the Company e&ihthe expected volatility based upon the averdgfgeamost recent
one year volatility, the median of the term of ewpected life rolling volatility, the median of theost recent term of
the expected life volatility of 3M stock, and theglied volatility on the grant date. The expecteaht assumption is
based on the weighted average of historical grants.
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Restricted Stock and Restricted Stock Units

The following table summarizes restricted stock eesdricted stock unit activity for the years endastember 31:

2016 2015 2014

Weighted Weighted Weighted

Average Average Average
Number of  Grant Date  Number of  Grant Date  Number of  Grant Date

Awards Fair Value Awards Fair Value Awards Fair Value

Nonvested balanc—
As of January 1 2,441,088 $127.47 2,817,786 $104.41 3,105,361 $ 92.31
Granted

Annual 749,068 148.20 671,204 165.86 798,615 126.79
Other 8,115 169.00 26,886 156.94 78,252 152.74
Vested (960,345) 101.64 (1,010,612) 89.99 (1,100,675) 90.37
Forfeited (52,880 145.95 (64,176 118.99 (63,767 97.23
As of December 31 2,185,046 $145.64 2,441,088 $ 127.47 2,817,786 $104.41

As of December 31, 2016, there was $81 millionarhpensation expense that has yet to be recogretatgd to non-
vested restricted stock and restricted stock uhhs expense is expected to be recognized ovaethaining weighted-
average vesting period of 22 months. The totalvaiue of restricted stock and restricted stocksutiat vested during
2016, 2015 and 2014 was $149 million, $166 milko $145 million, respectively. The Company'’s aktas benefits
realized for the tax deductions related to theimgsif restricted stock and restricted stock ufuts2016, 2015 and 2014
was $56 million, $62 million and $54 million, respieely.

Restricted stock units granted generally vest tesgs following the grant date assuming continemmgloyment.
Dividend equivalents equal to the dividends payall¢he same number of shares of 3M common stoakia®n these
restricted stock units during the vesting peridthaugh no dividend equivalents are paid on anthe$e restricted stock
units that are forfeited prior to the vesting d&azidends are paid out in cash at the vest datestnicted stock units,
except for performance shares which do not earidelivs. Since the rights to dividends are forfdéathere is no
impact on basic earnings per share calculationsghted average restricted stock unit shares outstgrare included

in the computation of diluted earnings per share.

Performance Shares

Instead of restricted stock units, the Company makeual grants of performance shares to membésefecutive
management. The 2016 performance criteria for thes®rmance shares (organic volume growth, retarinvested
capital, free cash flow conversion, and earningsshare growth) were selected because the Compeieyés that they
are important drivers of long-term stockholder eallihe number of shares of 3M common stock thaldcactually be
delivered at the end of the three-year performamec®d may be anywhere from 0% to 200% of eachoperdince share
granted, depending on the performance of the Coymngaring such performance period. Non-substantegting
requires that expense for the performance sharescognized over one or three years depending @mwhch
individual became a 3M executive. Prior to the 2p&6&formance share grant, performance shares tliacooue
dividends during the performance period. Therefthre grant date fair value was determined by redyuthie closing
stock price on the date of grant by the net pregaine of dividends during the performance peritite 2016
performance share grant accrues dividends, therdfiergrant date fair value is equal to the clositogk price on the
date of grant. Since the rights to dividends aréeitable, there is no impact on basic earningsspare calculations.
Weighted average performance shares whose perfempariod is complete are included in computatiodilated
earnings per share.
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The following table summarizes performance shateigcfor the years ended December 31:

2016 2015 2014
Weighted Weighted Weighted
Average Average Average
Number of Grant Date  Number of Grant Date  Number of  GrantDate
Awards Fair Value Awards Fair Value Awards Fair Value
Undistributed balance —

As of January 1 871,192 $120.89 1,099,752 $ 102.65 895,635 $ 88.12
Granted 219,431 160.17 227,798 158.88 305,225 124.89
Distributed (367,428) 99.06 (323,938) 83.08 (277,358) 84.74
Performance change (37,534 15598 (106,760 127.70 212,461 109.74
Forfeited (29,383) 149.08  (25,660) 125.33  (36,212) 109.44

As of December 31 656,278 $ 142.98 871,192 $120.89 1,099,752 $ 102.65

As of December 31, 2016, there was $16 millionayhpensation expense that has yet to be recogrétated to
performance shares. This expense is expectedrecbgnized over the remaining weighted-averageimgsmperiod of
11 months. During 2016, 2015 and 2014, the totaMtue of performance shares that were distridbutere $54
million, $54 million and $35 million, respectivelfhe Company’s actual tax benefits realized fortéhedeductions
related to the distribution of performance shacg2016, 2015 and 2014 was $15 million, $15 millzovd $11 million,
respectively.

General Employees’ Stock Purchase Plan (GESPP):

As of December 31, 2016, shareholders have appr@@aedillion shares for issuance under the CompaB¥ESPP.
Substantially all employees are eligible to paptte in the plan. Participants are granted optidi@5% of market value
at the date of grant. There are no GESPP shares optlon at the beginning or end of each year liseaptions are
granted on the first business day and exercisdétie®last business day of the same month.

General Employees’ Stock Purchase Plan

2016 2015 2014
Weighted Weighted Weighted
Average Average Average
Shares Exercise Price Shares Exercise Price Shares Exercise Price
Options granted 987,478 $ 140.06 1,007,66€¢ $ 13352 1,073,95¢ $ 118.73
Options exercised (987,478 140.06 (1,007,669) 133.52 (1,073,956) 118.73
Shares available for grant -
December 31 27,116,857 28,104,33¢ 29,112,004

The weighted-average fair value per option gradi@ihg 2016, 2015 and 2014 was $24.72, $23.56 a0®$,
respectively. The fair value of GESPP options wasel on the 15% purchase price discount. The Compangnized
compensation expense for GESSP options of $24omiiti 2016, $24 million in 2015 and $22 million2014.
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NOTE 16. Business Segments

3M'’s businesses are organized, managed and iniegraliped into segments based on differences kets
products, technologies and services. 3M managepéstions in five business segments: Industsafety and
Graphics; Health Care; Electronics and Energy;@adsumer. 3M’s five business segments bring togeiieamon or
related 3M technologies, enhancing the developmginnovative products and services and providogefficient
sharing of business resources. Transactions anamagtable segments are recorded at cost. 3M istegrated
enterprise characterized by substantial intersego@aperation, cost allocations and inventory tfarss Therefore,
management does not represent that these segifiepe;ated independently, would report the opatpihcome
information shown. The difference between operaititgme and pre-tax income relates to interestrimecand interest
expense, which are not allocated to business seégmen

Effective in the first quarter of 2017, as parBM’s continuing effort to improve the alignmentitsf businesses around
markets and customers the Company made the folipahianges:

1. Integrated the former Renewable Energy Division eisting divisions;

2. Combined two divisions to form the Automotive andréspace Solutions Division; and

3. Consolidated U.S. customer account activity - inipgedual credit reporting

Integration of former Renewable Energy Division
* The (a) solar and wind and (b) energy product liiaésng with certain technology previously includad

Corporate and Unallocated) of the former Renewgblergy Division (RED) were integrated into the érig
Electrical Markets Division and Electronics Matésiand Solutions Division, respectively, within the
Electronics and Energy business segment. In additie former RED’s window film product lines were
moved into the Commercial Solutions Division withihe Safety and Graphics business segment. Thigyeha
resulted in a decrease in previously reported alessand operating income for total year 2016 @B3%aillion
and $38 million, respectively, in the ElectronicaldEnergy segment. These decreases were offsesd7a
million and $29 million increase in previously refeal 2016 net sales and operating income, resggtin
the Safety and Graphics business segment and dlfhmecrease and $9 million increase in previgus
reported net sales and operating income, respgctimeCorporate and Unallocated.

Creation of Automotive and Aerospace Solutions Biein
e The former Automotive Division and Aerospace anan@tercial Transportation Division (both within the
Industrial business segment) were combined to etbat Automotive and Aerospace Solutions Division.
Because this realignment was within the Indusbiainess segment, it had no impact on businessesggm
reporting.

Consolidation of U.S. customer account activitympacting dual credit reporting
* The Company consolidated its customer accountigctivthe U.S. into more centralized sales disrio

better serve customers. As discussed further b&Mahusiness segment reporting measures include dua
credit to business segments for certain U.S. saldgelated operating income. This dual credibiseldl on
which business segment provides customer accotiwita‘sales district”) with respect to a partiem product
sold in the U.S. Previously, a customer in the th8y have been aligned to several sales distréstscéated
with multiple divisions or segments based on tltivildual products the customer purchased across 3M’
portfolio. The alignment of U.S. customer accountfewer, more focused sales districts therefoengkd the
attribution of dual credit across 3M’s businessnsents. As a result, previously reported aggregasiniess
segment net sales and operating income for total 3@16 increased $163 million and $36 million,
respectively, offset by similar increases in thenglation of dual credit net sales and operatirgpme
amounts.
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The financial information presented herein refleabtsimpact of the preceding business segmenttisgahanges as
well as the updated alignment of certain assetgglg inventory) to respective producing divisidasall periods

presented.

Business Segment Products

Business Segment

Major Products

Industrial

Safety and Graphics

Health Care

Electronics and Energy

Consumer

Tapes, coated, nonwoven and bonded abrasives,iaefhesdvanced ceramics, sealants,
specialty materials, filtration products, closuystems for personal hygiene products,
acoustic systems products, automotive componentasion-resistant films, structural
adhesives and paint finishing and detailing prosluct

Personal protection products, traffic safety armiggy products, commercial graphics
systems, window films, commercial cleaning and @etibn products, floor matting, roofing
granules for asphalt shingles, and fall protecfiomducts

Medical and surgical supplies, skin health anddtié@ prevention products, drug delivery
systems, dental and orthodontic products, healthrimation systems and food safety
products

Optical films solutions for electronic displays.cgaging and interconnection devices,
insulating and splicing solutions for the electamitelecommunications and electrical
industries, touch screens and touch monitors, rebhenenergy component solutions, and
infrastructure protection products

Sponges, scouring pads, high-performance clothiswroer and office tapes, repositionable

notes, indexing systems, home improvement prodhotsge care products, protective
material products, and consumer and office tapdsadhesives
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Business Segment Information

Net Sales Operating Income

(Millions) 2016 2015 2014 2016 2015 2014
Industrial $ 10,399 $ 10,388 $ 11,090 $ 2,395 $ 2,277 $ 2,404
Safety and Graphics 5,881 5,736 5,994 1,423 1,332 1,342
Health Care 5,566 5,449 5,602 1,763 1,730 1,731
Electronics and Energy 4,643 5,069 5,389 1,041 1,083 1,077
Consumer 4,484 4,429 4,533 1,065 1,048 997
Corporate and Unallocated 7 2) 5 (272) (349) (242)
Elimination of Dual Credit (871 (795 (792 (2192 (175 74
Total Company $ 30,109 $ 30,274 $ 31,821 $ 7223 $ 6,946 $ 7,135

Assets Depreciation & Amortization Capital Expenditures
(Millions) 2016 2015 2014 2016 2015 2014 2016 2015 2014
Industrial $ 9,140 $ 9205 $ 8509 $ 407 $ 374 $ 383 $ 360 $ 317 $ 395
Safety and Graphics 7,626 7,709 5,096 277 258 246 228 207 229
Health Care 4,293 4,391 4,329 175 179 181 136 168 169
Electronics and Energy 4,418 4,645 4,922 229 279 258 200 203 225
Consumer 2,497 2,386 2,424 114 108 108 109 124 111
Corporate and Unallocated 4,932 4,547 6,094 272 237 232 387 442 364
Total Company $32906 $32,883 $31374 $ 1474 $ 1435 $ 1408 $1,420 $1,461 $1,493

Corporate and unallocated operating income incladesriety of miscellaneous items, such as corpdraestment
gains and losses, certain derivative gains ané$ps®rtain insurance-related gains and lossdsjrcéitigation and
environmental expenses, corporate restructuringgelseand certain under- or over-absorbed costsfertsion, stock-
based compensation) that the Company may choode atbcate directly to its business segmentsaBse this
category includes a variety of miscellaneous itéhis,subject to fluctuation on a quarterly anchaal basis.

3M business segment reporting measures includecdedit to business segments for certain U.S. saldgelated
operating income. Management evaluates each fitétdbusiness segments based on net sales andiogenzome
performance, including dual credit U.S. reportiadurther incentivize U.S. sales growth. As a reaM reflects
additional (“dual”) credit to another business segtmwhen the customer account activity (“salegidis} with respect
to the particular product sold to the external cor in the U.S. is provided by a different busitnesgment. This
additional dual credit is largely reflected at theision level. For example, certain respirators primarily sold by the
Personal Safety Division within the Safety and Giep business segment; however, a sales distribtrnuthe Industrial
business segment provides the contact for saldeeqfroduct to particular customers in the U.S.ketadn this
example, the non-primary selling segment (Indugtwauld also receive credit for the associatedsadts initiated
though its sales district and the related approtérgerating income. The assigned operating ina@faged to dual
credit activity may differ from operating incomeathwould result from actual costs associated withssales. The
offset to the dual credit business segment reppitimeflected as a reconciling item entitled “Bhation of Dual
Credit,” such that sales and operating incomeHerd.S. in total are unchanged.

Certain sales and operating income results fotreleic bonding product lines are equally dividedwsen the
Electronics and Energy business segment and thestiia business segment.
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NOTE 17. Geographic Areas

Geographic area information is used by the Company secondary performance measure to managesitebses.
Export sales and certain income and expense iteengemerally reported within the geographic arearalthe final

sales to 3M customers are made.

Property, Plant and

Net Sales Operating Income Equipment - net
(Millions) 2016 2015 2014 2016 2015 2014 2016 2015
United States $12,188 $12,049 $11,714 $2,948 $2,647 $2,540 $4,914 $4,838
Asia Pacific 8,847 9,041 9,418 2560 2580 2,487 1,573 1,647
Europe, Middle East and Africa 6,163 6,228 7,198 1,046 1,017 1,234 1,512 1,531
Latin America and Canada 2,901 2,982 3,504 705 706 867 517 499
Other Unallocated 10 (26) (13) (36) (4) 7 — —

Total Company

$30,109 $30,274 $31,821 $7,223 $6,946 $7,135

$8,516 $8,515

Asia Pacific included China/Hong Kong net salesustomers of $2.799 billion in 2016, which appraathiO percent
of consolidated worldwide sales. China/Hong Kongpreperty, plant and equipment (PP&E) was $520ianilat

December 31, 2016.

NOTE 18. Quarterly Data (Unaudited)

(Millions, except per-share amounts) First Second Third Fourth Year

2016 Quarter Quarter Quarter Quarter 2016

Net sale $ 7,409 $ 7,662 $ 7,709 $ 7,329 $ 30,109
Cost of sales 3,678 3,799 3,847 3,716 15,040
Net income including noncontrolling inter 1,278 1,293 1,331 1,156 5,058
Net incame attributable to 3M 1,275 1,291 1,329 1,155 5,050
Earnings per share attributable to 3M common sludders - basic 2.10 2.13 2.20 1.93 8.35
Earnings per share attributable to 3M common stwddels - diluted 2.05 2.08 2.15 1.88 8.16
(Millions, except per-share amounts) First Second Third Fourth Year

2015 Quarter Quarter Quarter Quarter 2015

Net sale $ 7,578 $ 7,686 $ 7,712 % 7,298 $ 30,274
Cost of sales 3,821 3,858 3,877 3,827 15,383
Net income including noncontrolling inter 1,201 1,303 1,298 1,039 4,841
Net incame attributable to 3M 1,199 1,300 1,296 1,038 4,833
Earnings per share attributable to 3M common sluddels - basic 1.88 2.06 2.09 1.69 7.72
Earnings per share attributable to 3M common slwéders - diluted 1.85 2.02 2.05 1.66 7.58

Gross profit is calculated as net sales minus @iosales.
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Item 9. Changes in and Disagreements With Accountés on Accounting and Financial Disclosure.

None.

Item 9A. Controls and Procedures.

a. The Company carried out an evaluation, undestipervision and with the participation of its mg@aent, including
the Chief Executive Officer and Chief Financial 0k, of the effectiveness of the design and opmradf the
Company’s “disclosure controls and procedures’d@med in the Exchange Act Rule 13a-15(e)) asefand of the
period covered by this report. Based upon thatuestain, the Chief Executive Officer and Chief Fioah Officer
concluded that the Company’s disclosure controtsncedures are effective.

b. The Company’s management is responsible fobksiiéing and maintaining an adequate system ofniatecontrol
over financial reporting, as defined in the ExcteaAgt Rule 13a-15(f). Management conducted an assad of the
Company’s internal control over financial reportivgsed on the framework established by the Comeniite
Sponsoring Organizations of the Treadway Commisgidnternal Control — Integrated Framework (2018gased on
the assessment, management concluded that, agefber 31, 2016, the Company'’s internal control dwancial
reporting is effective. The Company’s internal eohover financial reporting as of December 31, 204as been audited
by PricewaterhouseCoopers LLP, an independentteegis public accounting firm, as stated in thefrore which is
included herein, which expresses an unqualifiediopion the effectiveness of the Company’s intecoatrol over
financial reporting as of December 31, 2016.

c. There was no change in the Company'’s internatrobover financial reporting that occurred durihg Company’s
most recently completed fiscal quarter that hasnsdty affected, or is reasonably likely to maddisi affect, the
Company’s internal control over financial reporting

The Company is implementing an enterprise resopiarening (“ERP”) system on a worldwide basis, whigkxpected
to improve the efficiency of certain financial aredated transaction processes. The gradual impletien is expected
to occur in phases over the next several yearsirfplementation of a worldwide ERP system will likaffect the
processes that constitute our internal control éwmancial reporting and will require testing fdfestiveness.

The Company completed implementation with respeetéments of certain processes/sub-processanitedi
subsidiaries/locations and will continue to rollttioe ERP system over the next several years. Asamy new
information technology application we implementsthpplication, along with the internal controlsofinancial
reporting included in this process, was appropgatensidered within the testing for effectivenesth respect to the
implementation in these instances. We concludegagsof our evaluation described in the above grazhs, that the
implementation of ERP in these circumstances hasiaterially affected our internal control overdirtial reporting.

Item 9B. Other Information.

None.
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PART IV

Item 16. Form 10-K Summary (updated by this CurrentReport on Form 8-K).

A Form 10-K summary (updated by this Current ReparForm 8-K) is provided at the beginning of thheecument,
with hyperlinked cross-references. This allows sisereasily locate the corresponding items indbisument, where the
disclosure is fully presented. The summary doesnubtide certain Part |1l information that is inparated by reference

from a proxy statement filing.
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