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I. Introduction 

Addlestone Capital is one of the top investment companies with the most immense 

concentration in UK equities. This will be important in translating into investible opportunities 

Addlestone Capital deals with and recommends various routes towards the investment committee. 

After intensive analysis, Rolls-Royce Holdings PLC is recommended for investment at Addlestone 

Capital. The following investment report considers macro-environmental forces and competition 

surrounding the firm, in addition to providing an extended outline of the company's overall 

financial performance. In short, the following paper will describe the solid reasoning claimed by 

Rolls-Royce Holdings PLC for an attractive investment opportunity for Addlestone Capital. 

II. Macroeconomy & Competitive Environment 

Macroeconomic Factors Affecting the UK Equities Market 

The UK equity story seems tied to domestic and foreign macroeconomic forces. Just this 

February, the UK has seen new data from the Office for National Statistics that confirmed the UK's 

entry into a technical recession. The -0.1% contraction in GDP growth during Q3 2023 followed 

another economic slump that slipped by -0.3% the following quarter (Statista, 2024). There were 

multiple causes for this downturn, with several widespread strikes in most sectors, including the 

health and transport sectors, reduced school attendance, constrained consumer spending, and a 

high-interest rate atmosphere that effectively choked economic growth. The country is expected 

to rebound economically, and some projections are already coming. The United Kingdom's gross 

domestic product increased slightly by 0.3% in 2023. Forwarded years should see the growth rise 

to 0.8% in 2024 and more vigorously to 1.9% in 2025 (Statista, 2024). The momentum is expected 

to continue, with projected growth rates between 1.7% and 2% between 2026 and 2028 as shown 

in the figure below (Statista, 2024). The pronounced 9.4% contraction seen in 2020, with partial 
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recovery reflected in a growth of 7.6% for 2021, largely emanated from the unprecedented nature 

of the COVID-19 pandemic and the economic shock it has unleashed (Clark, 2023). The Bank of 

England (2020) also further pointed to two significant risks coming from Brexit: reduced business 

investment coming to the economy and consumer confidence in the UK economic growth 

trajectory. These factors further underline the complexity of the financial landscape and its 

corresponding implications for the development of UK equities. 

. 

 

Figure 1 Graph 1: GDP Growth Rate in the UK (year-end % change) (Clark, 2024) 

Competitive Environment within the Aerospace and Defense Industry 

The industry is characterized by heavy competition, with big players such as Boeing, 

Airbus, and Lockheed Martin across the industry. Rolls-Royce Holdings PLC faces competition 

from General Electric, Pratt & Whitney, and Honeywell in the aerospace segment and BAE 

Systems and Thales in the defence segment (Rolls Royce, 2016). Technology innovation is one of 
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the chief aspects that truly drive competition in the Aerospace and Defense Industry. Organizations 

that invest in research and development and are capable of delivering new and improved products 

outperform their competitors. It was forecasted that in 2022, of all the other companies in 

aerospace and defence, Boeing Company would be spending 3.7 billion more US dollars on R&D 

(Statista, 2024b). BAE Systems followed that with 2.4 dollars, then Lockheed Martin in third, and 

Rolls Royce, which seems to have a low budget as it was not in the top 5 companies in terms of 

budget. 

 

Figure 2 Graph 2: Research and Development Investment of Major Aerospace Companies 

(Statista, 2024) 
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Impact on Rolls-Royce Holdings PLC 

While this presents potential risks in both the macroeconomic and competitive 

environments, a few opportunities open up for Rolls-Royce Holdings PLC. Their strength lies in 

technological innovation, which has been the basis for their ability to lock significant contracts in 

the aerospace and defence industries. For instance, in 2018, the company won an order worth £2.6 

billion from the Ministry of Defense to provide engine service support for the existing fleet of 

Tornado jet engines in the UK for maintenance, repair, and overhaul (Hodgson, 2021). Besides, 

the company's electric and hybrid propulsion systems represent sustainable technology businesses 

and will unlock new markets and pull toward customers on matters of concern to the environment. 

Being a global player, Rolls-Royce Holdings PLC has an operational presence in over 50 countries, 

offering diverse products and services in different sectors (Rolls Royce, 2024). This not only helps 

minimize the risk in one specific market but also helps grow globally into various emerging and 

high-growth regions. For instance, the company has extended its roots in Asia, specifically China, 

which country is anticipated to overtake the world's largest aviation market by 2022 (Rolls-Royce 

Holdings PLC, 2019). 

III. Company Review 

Established in 1904, Rolls-Royce Holdings PLC is a British multinational aerospace, 

defence, and power systems engineering company. The company operates and is based in London, 

with more than 54,000 employees and a presence in over 50 countries. It is part of the FTSE 100 

Index and has a listing on the London Stock Exchange (Rolls Royce, 2024).  
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Analysis of Key Financial Ratios 

Profitability Ratios 

Net Profit Margin  

Over the past three years, gross profit margins for Rolls-Royce Holdings PLC have been 

fluctuating: from 1.54% in 2021 to -11.12% in 2022, and afterwards to 14.73% in 2023 (Rolls 

Royce, 2022). Among other reasons for this variation are changes in demand for the goods or 

services of the company, as well as changes in the world economy, among others, as the world 

economy finally feels the full power of the COVID-19 pandemic. The company experienced a 

shallow fall in net income level for the year 2022, actually reflecting a net negative profit margin. 

However, over 2023, the company's net profitability became much more vital in Rolls-Royce 

Holdings PLC by rising to a net profit margin of 14.73% (Directors Talk, 2024). This means the 

firm is strong enough to recover from any losses in a year. 

Net Profit Margin = Net Income / Revenue 

Table 1Net Profit Margin 

Metric 2021 (£ million) 2022 (£ million) 2023 (£ million) 

Net Income 206 (1,502) 2,427 

Revenue 13,520 12,691 16,486 

Net Profit Margin 206 / 13,520 = 1.54% (1,502) / 12,691 = -

11.12% 

2,427 / 16,486 = 

14.73% 

Source Rolls Royce (2023), Rolls Royce (2022), Rolls Royce (2021) 
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Return on Equity (ROE)  

The Return on Equity (ROE) figures of Rolls-Royce Holdings PLC have fluctuated in 

recent years, with the same being widely varied from 3.89% in 2021 to 16.21% in 2023. In 2022, 

the firm encountered a massive fall in net income, which led to the situation showing a negative 

return on equity (Rolls Royce, 2022). The company's ROE increased in 2023, with the net income 

on the rise. As such, Rolls-Royce Holdings PLC could realize more money for the shareholders, 

which is excellent news for investors. 

Return on Equity (ROE) = Net Income / Average Shareholders' Equity 

Table 2 Return on Equity 

Metric 2021 (£ million) 2022 (£ million) 2023 (£ million) 

Net Income 206 (1,502) 2,427 

Average 

Shareholders' Equity 

5,308 8,579 14,973 

Return on Equity 

(ROE) 

206 / 5,308 = 3.89% (1,502) / 8,579 = -

17.52% 

2,427 / 14,973 = 

16.21% 

Source Rolls Royce (2023), Rolls Royce (2022), Rolls Royce (2021) 

Liquidity Ratios 

Current Ratio  

The current ratio of Rolls-Royce Holdings PLC has also increased and decreased within 

the three years but slightly increased from 1.13 in 2021 to 1.42 in 2023 (Rolls Royce, 2023). This 

means that the firm can meet short-term obligations. A ratio higher than 1 implies that a firm has 

more current assets than its current liabilities. With increased current assets and decreased current 

liabilities under it, this would mean that a higher current ratio for Rolls-Royce Holdings PLC in 
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2023 would represent a stronger liquidity position and a more remarkable ability to meet short-

term financial obligations (Directors Talk, 2024). Rolls-Royce Holdings PLC has shown positive 

trends in its profit, return on equity, and liquidity; thus, its financial performance has been sound. 

Current Ratio = Current Assets / Current Liabilities 

Table 3 Current Ratio 

Metric 2021 (£ million) 2022 (£ million) 2023 (£ million) 

Current Assets 11,846 11,642 14,519 

Current Liabilities 10,467 10,745 10,232 

Current Ratio 11,846 / 10,467 = 1.13 11,642 / 10,745 = 1.08 14,519 / 10,232 = 

1.42 

Source Rolls Royce (2023), Rolls Royce (2022), Rolls Royce (2021) 

Leverage Ratios 

Debt-to-Equity (D/E) Ratio  

Rolls-Royce Holdings PLC has cut its debt-to-equity ratio over three years, from 1.61 in 

2021 to 0.47 in 2023 (Rolls Royce, 2021). This is supposed to reduce the firm's dependency on 

debt to finance operations and increase financial leverage. The low D/E ratio in 2022 was realized 

after an increase in the company's total debt (Rolls Royce, 2022). However, the rapid decline in 

total debt and growth in the average shareholders' equity in 2023 put the D/E ratio on a humongous 

ascent (Rolls Royce, 2023). This, therefore, is a message to the investor that the company has 

relatively low levels of debt to equity, hence a plus. 

Debt-to-Equity Ratio = Total Debt / Total Shareholders' Equity 
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Table 4 Debt-to-Equity (D/E) Ratio 

Metric 2021 (£ 

million) 

2022 (£ million) 2023 (£ million) 

Total Debt (£ million) 8,528 8,901 7,005 

Average Shareholders' Equity (£ 

million) 

5,308 8,579 14,973 

Debt-to-Equity (D/E) Ratio 8,528 / 5,308 = 

1.61 

8,901 / 8,579 = 1.04 7,005 / 14,973 = 

0.47 

Source Rolls Royce (2023), Rolls Royce (2022), Rolls Royce (2021 

Revenue Trends 

The revenue performance of Rolls-Royce Holdings PLC has been really volatile over the 

past three years, with the company falling in revenue in 2022 and picking up in 2023 with an 

increase of 29.89% (Rolls Royce, 2023). This is necessitated by several variables, like changes in 

demand for the company's products and services, fluctuation of general global economic 

conditions, and the effect of the COVID-19 pandemic. In 2022, Rolls-Royce Holdings PLC could 

not make revenues as the aviation sector bled from the travel ban and reduced demand for air 

travel. And then, in 2023, when the aviation sector recovered, the company's revenues spiked. 

Table 5 Revenue Trends 

Metric 2021 2022 2023 

Revenue (£ million) 13,520 12,691 16,486 

Year-over-Year Revenue Growth N/A -6.14% 29.89% 
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Figure 3 Graph 3: Revenue Breakdown by Business Segment (Rolls-Royce Holdings PLC, 

2019) 

Profitability Metrics 

While Rolls-Royce Holdings PLC gave a feeble show in terms of its top line for 2022, it 

had been able to bolster up its bottom line for 2023. This is evidenced by the rise in the net profit 

margin from -11.12% in 2022 to 14.73% in 2023 due to the containment of expenses and the 

generation of more revenues in a challenging year. However, the growth in the return on equity 

was much more telling, from -17.52% in 2022 to 16.21% in 2023 (Directors Talk, 2024). All this 

suggests that Rolls-Royce Holdings PLC may earn more returns for its shareholders, meaning the 

company's financial position is good. 

Table 6 Profitability Metrics 

Profitability Metrics 2021 2022 2023 

Net Income (£ 

million) 

206 (1,502) 2,427 

Net Profit Margin 1.54% -11.12% 14.73% 

Return on Equity 

(ROE) 

3.89% -17.52% 16.21% 

Source Rolls Royce (2023), Rolls Royce (2022), Rolls Royce (2021 
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Cash Flow Dynamics 

In 2021, the cash flow of Rolls-Royce Holdings PLC stands at 519 million pounds, while 

in 2023, it stands at 1.608 billion pounds, which shows a highly sharp increase in the company's 

ability to generate cash (Rolls Royce, 2021). It indicates that the business had free cash flow 

amounting to -833 million pounds in 2022, majorly due to increased capital expenditures and 

reduced to 647 million pounds in the year 2023 (Directors Talk, 2024). This shows that the 

company was reinvesting back in its operations for further growth, thereby making it possible for 

the cash flow position to improve in the subsequent year. As a result, the company is left in a strong 

position concerning cash to fund its operations and projects in the forthcoming future. 

Table 7 Cash Flow Dynamics 

Metric (£ million) 2021 2022 2023 

Cash Flow from Operating Activities 1,099 (380) 2,255 

Capital Expenditures (580) (453) (647) 

Free Cash Flow 519 (833) 1,608 

Source Rolls Royce (2023), Rolls Royce (2022), Rolls Royce (2021 

IV. Recommendation 

From the above analysis of the recent financial performance, strategic initiatives, and risk 

factors of Rolls-Royce Holdings PLC, it is very apparent that the company represents a pretty 

attractive investment opportunity for Addlestone Capital.  Rolls-Royce Holdings PLC could be 

perceived as an attractive company to invest in because it has a solid brand reputation and a long-

standing history in the aerospace and defence industry (Hayward 2023). The company is known 

and accepted globally for its innovative, quality products, giving it a competitive edge over new 
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entrants. Besides, the company operates in over 50 countries worldwide, and its diversified 

portfolio minimizes risks geographically and across sectors. 

Rolls-Royce Holdings PLC also has its hands in technology innovation—especially in 

sustainable technologies, the use of electric or hybrid propulsion systems that set a company up 

for capturing the future market trend when it must spring forth with conscious consumers, not to 

mention the fact that it gives them a competitive advantage in new markets and offers a new source 

of revenue for the company. The positioning of Rolls-Royce Holdings PLC in the aerospace and 

defence industry is well-placed to compare with other companies. With its good world presence, 

it enjoys competitiveness not only because of this excellent position but also because of diversified 

product portfolios in terms of products and services. Further, it cements its positioning in the 

marketplace by continuous technological innovation and partnership with industry leaders like 

Boeing. 

Besides, over the recent past, Rolls-Royce Holdings PLC's financial performance has been 

toward the positive side of the spectrum, especially towards its profitability and liquidity, or cash 

dynamism. However, it fumbled in 2022 but came back strong in 2023 with huge revenue and net 

income leaps. It portrays how the company will be resilient and adaptive to changes characteristic 

of the market and how it can grow further. The only possible risk for investment concerning Rolls-

Royce Holdings PLC is that it has a very high level of R&D and relies primarily on government 

contracts. Organic growth and brand investment represent the company's core strengths, but the 

two risks are mitigated through its global footing, diversified portfolio, and strong brand 

reputation. The company has kept a healthy cash flow and relatively low debt compared to equity; 

this is the foundation of financial stability and flexibility. 
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V. Conclusion 

 

The upside for Rolls-Royce Holdings PLC is that it is a sustainable player in the fast-

growing aerospace and defence market, innovating in technologies. Strong partnerships, on the 

other hand, coupled with a global presence, further make it ripe for growth in emerging and high-

growth markets. Moreover, as the world inches ever closer toward sustainable aviation, Rolls-

Royce Holdings PLC has set itself up perfectly to leverage this movement and increase its future 

potential to show growth and profitability. Potential drawbacks to this investment include the fact 

that this is a highly competitive industry for aerospace and defence equipment manufacturers, and 

the fact that government contracts are uncertain. This will affect the revenues and profitability of 

the company. Further, the downturn of the economy or change in government spending may very 

well affect the company's financial performance. 
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