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Rolls-Royce Holdings plc, listed in the UK, operates in aerospace and defence sectors, including Civil Aerospace, Defence, Power Systems, and New Markets. Its business approach blends original equipment manufacturing with long-term service agreements, resulting in a revenue model based on lifecycle performance that aligns profitability with long-term results rather than just initial sales (Rolls-Royce Holdings plc, 2025; MarketLine, 2025). In 2024, the firm achieved stronger financial results, driven by operational efficiency and commercial strategies; nevertheless, its performance remains highly dependent on precise forecasting and strict cost management (Rolls-Royce Holdings plc, 2025).
Management accounting is crucial here, providing internal financial and non-financial data to support planning, control, and strategic decision-making (Atrill and McLaney, 2021; Drury and Tayles, 2025). Nonetheless, its effectiveness is limited by uncertainty, especially in long-cycle, capital-heavy industries where estimating costs and predicting demand are inherently difficult.
Rolls-Royce's decision-making is critically evaluated through management accounting's support in cost, budget, performance, and sustainability.
[bookmark: _Toc225592921]2. Cost Analysis and Business Model
Cost analysis is vital for decision-making at Rolls-Royce Holdings plc due to its intricate, lifecycle-oriented business model. The company combines original equipment (OE) sales with long-term service agreements (LTSA), such as TotalCare, in which airlines pay based on engine flying hours. This shifts revenue from immediate sales to long-term service provision, necessitating a lifecycle approach to costing and profitability (Rolls-Royce Holdings plc, 2017; Rolls-Royce Holdings plc, 2024b). This strategy reflects a “power-by-the-hour” or “razor-and-blades” model, whereby initial equipment sales may generate modest margins, while ongoing service contracts sustain long-term profitability (Gabelli Funds, 2024).
From a management accounting perspective, this model introduces significant challenges. Revenues are recognised over time, while costs are incurred unevenly across the engine lifecycle, creating timing differences between profit and cash flow (Rolls-Royce Holdings plc, n.d.). As a result, managers must rely on forecasting key variables such as engine flying hours, maintenance cycles, inflation, and foreign exchange rates to ensure contract profitability (Atrill and McLaney, 2021; Drury and Tayles, 2025). However, this reliance on long-term assumptions increases the risk of mispricing contracts and margin erosion if estimates prove inaccurate.
Rolls-Royce's diversified structure further complicates cost analysis. Civil Aerospace generates high-margin aftermarket revenues driven by LTSAs, while Defence provides stable, long-term government contracts, and Power Systems operates shorter production cycles (Rolls-Royce Holdings plc, 2025). These differences require tailored costing approaches and performance measures across divisions, highlighting the importance of management accounting in aligning operational decisions with strategic objectives.
Cost behaviour is characterised by high fixed costs, including research and development, infrastructure, and engineering capacity, alongside variable costs such as materials and maintenance (Drury and Tayles, 2025). This creates significant operating leverage, meaning that small changes in demand can have a disproportionate impact on profitability. While this enhances returns during periods of growth, it also increases financial risk during downturns.
The differences in revenue structure and profitability across divisions are summarised in Table 1.

	Division
	Underlying Revenue
	Operating Margin
	Key Characteristics

	Civil Aerospace
	£9,040m
	16.6%
	LTSA-driven aftermarket revenues; high margins but dependent on engine flying hours

	Defence
	£4,522m
	14.2%
	Long-term government contracts; stable revenue and lower volatility

	Power Systems
	£4,271m
	13.1%
	Shorter production cycles; higher working capital requirements

	New Markets
	£3m
	Loss (£177m)
	Early-stage investments (e.g. SMR); high uncertainty and long payback periods



Table 1: 2024 Segment Snapshot - Source: Rolls-Royce Holdings plc (2025a)

Returning to analysis, these structural differences demonstrate that cost analysis cannot be standardised across the organisation. Instead, it must be adapted to reflect varying risk profiles, cost drivers, and revenue timing.
Critically, while cost analysis supports pricing, investment, and operational decisions, its effectiveness is constrained by uncertainty and reliance on assumptions. Therefore, management accounting must incorporate scenario planning and sensitivity analysis to improve the reliability of decision-making in a complex, volatile environment.
[bookmark: _Toc225592922]3. Budgeting and Financial Planning
Budgeting translates organisational strategy into operational plans by allocating resources and setting financial targets (Atrill and McLaney, 2021). At Rolls-Royce, budgeting is particularly important given the scale and duration of its programmes.
The company uses rolling forecasts alongside annual budgets to reflect the dynamic nature of long-term service contracts. These forecasts allow managers to adjust expectations in response to changes in engine usage, maintenance schedules, and cost drivers (Weetman, 2013). Variance analysis further supports decision-making by identifying deviations between planned and actual performance (Drury and Tayles, 2025).
Divisional budgeting reflects different operational characteristics. Civil Aerospace focuses on engine flying hours and service activity, Defence on programme milestones, and Power Systems on shorter-term production cycles (Rolls-Royce Holdings plc, 2025). This can lead to more accurate resource allocation and performance monitoring.
Budgeting has its limitations, as it relies on assumptions that may not hold under future conditions, especially in uncertain environments. Variations in demand, inflation, or supply chain issues can undermine the accuracy of the budget. Additionally, external financial data shows fluctuations in operating costs, emphasising the need for flexible budgeting and ongoing monitoring in a changing environment (Google Finance, 2026).
To address it, Rolls-Royce increasingly adopts flexible budgeting techniques, including rolling forecasts and scenario planning. Improve adaptability and support more effective decision-making in a volatile environment.
[bookmark: _Toc225592923]4. Performance Measurement and Decision-Making
Performance measurement is a crucial aspect of management accounting, allowing organisations to assess whether they are meeting their strategic and operational goals. This is usually done using a mix of financial and non-financial metrics, offering a more complete picture of how the organisation is performing (Kaplan and Norton, 1996).
In Rolls-Royce Holdings plc, financial metrics such as operating margin, free cash flow, and return on capital are central to assessing profitability and value creation (Rolls-Royce Holdings plc, 2025a). These indicators support strategic decision-making by informing investment choices, cost control measures, and capital allocation. For example, improvements in operating margin may reflect successful pricing strategies or efficiency gains, while strong free cash flow enables reinvestment and shareholder returns. However, these metrics are inherently backwards-looking and may not fully capture future performance risks.
Non-financial indicators are therefore equally important. Measures such as engine flying hours, reliability, and maintenance efficiency directly influence long-term service revenues under LTSA contracts. For instance, higher engine utilisation increases service income, while improved reliability reduces maintenance costs and strengthens customer relationships (Proactive Investors, 2024). These indicators highlight the strong interdependence between operational performance and financial outcomes within Rolls-Royce’s business model.
Integrating financial and non-financial metrics aligns with the Balanced Scorecard framework, connecting short-term performance to long-term strategic goals (Kaplan and Norton, 1996). In this context, measuring performance supports decision-making by confirming that operational gains—such as increased engine efficiency or reduced downtime—align with broader organisational aims, such as profitability and sustainability.
However, performance measurement systems have significant limitations. Over-reliance on financial metrics can encourage short-termism, potentially undermining long-term value creation. Conversely, non-financial KPIs may be difficult to quantify and can lack standardisation, reducing their reliability. Furthermore, poorly designed or misaligned KPIs can distort managerial behaviour, leading to decisions that optimise specific metrics rather than overall organisational performance.
The success of performance measurement relies heavily on choosing the right indicators and correctly interpreting and applying them in decision-making. Managers need to take a balanced and adaptable approach, integrating quantitative data with their professional judgement.
Overall, performance measurement plays a crucial role in supporting decision-making in Rolls-Royce. Still, its value depends on the integration, relevance, and critical use of both financial and non-financial information.
[bookmark: _Toc225592924]5. Sustainability and Ethical Considerations
Sustainability and ethical considerations are increasingly embedded within management accounting, requiring organisations to extend decision-making beyond purely financial metrics to include environmental and social impacts. In capital-intensive industries such as aerospace, this shift is particularly significant, as long-term investments and product lifecycles amplify the consequences of strategic decisions (Drury and Tayles, 2025).
At Rolls-Royce Holdings plc, sustainability is a core strategic focus, driven by regulatory requirements and the environmental impacts of aviation. The firm has pledged to cut carbon emissions and invest in advanced, efficient technologies such as next-generation engines and alternative energy sources (Rolls-Royce Holdings plc, 2024c). Management accounting plays a vital role in these efforts by integrating environmental data into investment decisions and performance tracking, helping managers evaluate the balance between financial gains and sustainability goals.
Integrating sustainability into management accounting is challenging because quantifying environmental and social impacts is difficult, often relying on estimates or proxies. This creates uncertainty in decision-making because managers may find it difficult to assess the true costs and benefits of sustainability-related investments accurately. Additionally, a fundamental conflict exists between prioritising short-term financial results and pursuing long-term environmental objectives. For instance, investing in low-emission technologies might initially raise costs, potentially impacting profitability and shareholder returns.
Critically, there is also a risk that sustainability reporting becomes symbolic rather than substantive. Organisations may prioritise reputational benefits over genuine operational change, leading to “greenwashing” and reducing the reliability of non-financial data used in management accounting. This undermines the effectiveness of sustainability metrics as decision-making tools.
To address these limitations, Rolls-Royce must integrate environmental management accounting (EMA) more effectively into its decision-making processes, including the use of carbon pricing, lifecycle environmental costing, and more transparent reporting frameworks (Oncioiu, 2020).
Overall, while sustainability enhances the scope of management accounting, its effectiveness depends on the accuracy, consistency, and critical application of non-financial information in a complex and uncertain business environment.
[bookmark: _Toc225592925]6. Conclusion and Recommendations
Management accounting is vital to decision-making at Rolls-Royce Holdings plc, particularly in areas such as cost analysis, budgeting, and performance evaluation. However, its usefulness is limited by its dependence on long-term forecasts, uncertainties in cost estimation, and difficulties in incorporating non-financial data. Therefore, management accounting should be seen as a helpful framework that needs careful interpretation and judgment, rather than a perfectly accurate decision tool (Drury and Tayles, 2025).
To enhance decision-making, Rolls-Royce should adopt more advanced, data-driven approaches. This includes expanding driver-based forecasting for LTSA contracts, incorporating scenario and sensitivity analysis to manage uncertainty, and strengthening the integration of environmental management accounting into capital investment decisions (Oncioiu, 2020). Additionally, performance measurement systems should be refined to ensure better alignment between financial and operational KPIs.
Overall, the value of management accounting lies not in the data itself, but in how effectively it is interpreted within a complex and evolving business environment.



[bookmark: _Toc225592926]References
Atrill, P. and McLaney, E. (2021) Management Accounting for Decision Makers. 10th edn. Harlow: Pearson.
Atrill, P. and McLaney, E. (2022) Accounting and Finance for Non-Specialists. 12th edn. Harlow: Pearson.
Drury, C. and Tayles, M. (2025) Management and Cost Accounting. 12th edn. Andover: Cengage Learning.
Gabelli Funds (2024) Airplanes: Power by the Hour. Available at: https://www.gabelli.com  (Accessed: 27 March 2026).
Google Finance (2026) Rolls-Royce Holdings plc (RR.L). Available at: https://www.google.com/finance/quote/RR:LON  (Accessed: 27 March 2026).
MarketLine (2025) Rolls-Royce Holdings plc: Company Profile and SWOT Analysis. Available via: MarketLine database (Accessed: 27 March 2026).
Oncioiu, I. (ed.) (2020) Management Accounting Standards for Sustainable Business Practices. Hershey, PA: IGI Global.
Proactive Investors (2024) Rolls-Royce reports strong start as engine flying hours return to 2019 levels. Available at: https://www.proactiveinvestors.co.uk (Accessed: 27 March 2026).
Rolls-Royce Holdings plc (2017) TotalCare – Power by the Hour. Available at: https://www.rolls-royce.com (Accessed: 27 March 2026).
Rolls-Royce Holdings plc (2024a) Annual Report and Accounts 2024. Available at: https://www.rolls-royce.com/~/media/Files/R/Rolls-Royce/documents/annual-report/2025/2024-annual-report.pdf (Accessed: 27 March 2026).
Rolls-Royce Holdings plc (2024b) Long-Term Service Agreements (LTSA) Overview. Available at: https://www.rolls-royce.com (Accessed: 27 March 2026).
Rolls-Royce Holdings plc (2024c) Sustainability Report 2024. Available at: https://www.rolls-royce.com/sustainability.aspx (Accessed: 27 March 2026).
Rolls-Royce Holdings plc (2025a) Full Year Results 2024 Presentation. Available at: https://www.rolls-royce.com/~/media/Files/R/Rolls-Royce/documents/investors/results/2024-full-year-results/rr-plc-holdings-2024-full-year-results-presentation.pdf (Accessed: 27 March 2026).
Rolls-Royce Holdings plc (2025b) Full Year Results 2024 Press Release. Available at: https://www.rolls-royce.com (Accessed: 27 March 2026).
Rolls-Royce Holdings plc (2025c) Annual Report 2024 – Independent Assurance and Reporting Basis. Available at: https://www.rolls-royce.com (Accessed: 27 March 2026).
Rolls-Royce Holdings plc (n.d.) Civil Aerospace: LTSA cash vs profit presentation. Available at: https://www.rolls-royce.com (Accessed: 27 March 2026).
Weetman, P. (2013) Financial and Management Accounting: An Introduction. 6th edn. Harlow: Pearson Education Limited.
2

image1.png
Prifysgol Cymru
% Y Drindod Dewi Sant

. University of Wales
Trinity Saint David

»




