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Part A
[bookmark: _Toc164517632]1. Overview of the Company and Industry
The global automobile industry is one of the leading sectors across the world which has been effectively contributing towards the growth and development of the world. Automobile companies produce nearly 60 million vehicles every year which account for the consumption of approximately 50 % of the global oil (Moore, 2022). There is nearly 3% of the total world GDP has been contributed by the automobile industry reflecting it as a crucial part of the globe.  Rolls Royce Holdings Plc is an automobile company founded in the year 1906 and operating in various parts across the world. The company has been at the forefront of innovation for more than a hundred years which helps to power, protect and connect the modern world (Rolls Royce, 2024). The key business functions of the company include designing, manufacturing and maintaining the power systems and automobile products. The company is providing a huge power to the aerospace and defence sectors with the offerings of high-speed reciprocating engines, distributed energy solutions and other systems. 
[image: ]
[bookmark: _Toc164766725]Figure 1: Rolls-Royce Holdings plc's underlying revenue in FY 2022, by core business segment
(Source: Placek, 2023)
There are more than 41k employees working for Rolls Royce in order to satify the demands of the customer globally generating the market cap of nearly $41 billion in 2022 (Global Data, 2024).  The company operates in different segments and the majority of the revenue has been generated by the Civil Aerospace and Defence segments amounted to 5686 million GBP and 3660 million GBP respectively in 2022 stated in the image above (Placek, 2023).
[bookmark: _Toc164517633]2. Competitors 
There are various competitors of Rolls Royce operating in the international market and have been providing tough competition to the company with their quality offerings and other approaches. The major competitors include Meggit, RTX, ABB, Tesla, BMW, Doosan, Honeywell and many more which are also operating in similar segments of Rolls Royce such as Aerospace, defence and others (CB Insights, 2024). 
[bookmark: _Toc164517634]3. Review of Events 
Rolls Royce is the company which has delivered a historic annual sales record in 2019 that is an unequalled global performance in its 116-year history. This includes delivery of more than 5k cars in more than 50 countries in the respective year (Rolls Royce, 2020). The rise of the pandemic in 2020 has affected the operations, supply chain and overall business structure of Rolls Royce in the year 2020 leading to the double losses to 3.2 billion GBP (The Economic Times, 2020). There was a change in the business structure of Rolls Royce in 2021 to a certain extent due to the introduction of the first electric car that reqiured a massive transformation of the firm with the adoption of advanced technologies (The Street, 2023). Rolls Royce suffered some issues in 2022 which included supply chain disruptions and inflation which impacted the demands and hence, the performance of the company in the international market (Rolls Royce, 2022). The chief executive of the company has prepared a long-term strategy in 2023 which has resulted in the massive layoffs of nearly 2500 employees (The Guardian, 2023). 

[bookmark: _Toc164517635]Part B 
[bookmark: _Toc164517636]1. Profitability Ratio 
The profitability ratio is the measure that reflects the ability of a business to generate profits in terms of revenue or assets (Husain and Sunardi, 2020). This ratio clearly states the financial performance of the company which is reqiured to gain insights into the future growth potential of the firm. There are various types of profitability ratios defining the same which include margin ratios and return ratios. The financial performance of Rolls Royce has been reflected below using the operating profit margin profitability ratio along with the appropriate reasons and other aspects for the past five years which are 2023, 2022, 2021, 2020 and 2019. 


[bookmark: _Toc164517637]Operating Profit Margin 
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[bookmark: _Toc164766726]Figure 2: Operating Profit Margin of Rolls Royce
(Source: Created by Author)
The operating profit margin states the ability of a business to manage its resources and generate profits. The operating profit margin is calculated by dividing the operating profit of the company by the total revenue (Mahdi and Khaddafi, 2020) The ratio also tells the percentage of the profit generated by the company after the exclusion of taxes and interest rates. It has been analysed that the operating profit margin of Rolls Royce has increased in the last five years as reflected in the image above. The value of the operating profit margin of the company amounted to 11.79%, 6.19%m 4.57%, -17.16% and -5.14% in the years 2023, 2022, 2021, 2020 and 2019 respectively (Rolls Royce, 2021 and Rolls Royce, 2023 )It has been analysed that company has taken several steps in the past three years such as commercial optimisation, cost efficiency benefits, transformation programme and other strategic initiatives leading to the rise of operating profits (Rolls Royce, 2024). 
Rolls Royce faced operating losses in 2019 due to the long-term maintenance contracts which has reflected the negative value of the operating profit margin of the respective firm. This also includes additional expenditure for spare engines along with higher-than-expected cash costs for the Trnet 1000 (S&P Global, 2019). Rolls Royce Plc has converted the operating loss to operating profits in 2021 from 2020 due to the cost savings from the reconstruction programme and strong growth in power systems benefitted from the recovering end markets (Rolls Royce, 2022). Therefore, it can be stated that the financial performance of the company is increasing and reached 11.79% in 2023 showing an effective growth potential but still Rolls Royce needs to focus on managing expenses to reach 20% of the operating profit margin reflecting attractive profitability. The current actions of the company which have contributed towards the increasing operating profits of Rolls Royce include robust rebound of the wide body flying activities, cost-cutting and transformation (Rolls Royce, 2024). 
The transformation programme of the company created a high-performing, growing and competitive business for Rolls Royce which is directly interconnected to operating profits and expenses of the firm. This has been done with the creation of a new procurement division in order to reduce costs along with the leverage of the group’s scale (The Guardian, 2024). Therefore, this shows that the company has focused towards managing its expenses and generating profits from the resource effectively year by year which could be attractive for the investors stating the growth potential to a certain extent. 
[bookmark: _Toc164517638]2. Liquidity Ratio 
According to the study by Jihadi, et al., (2021), the liquidity ratio reflects the potential or ability of the company of covering its current liabilities with the use of current or liquid assets. In other words, it can also be defined as the ability to pay short-term obligations using assets. The key reasons behind the analysis of liquidity ratio are the evaluation of the repayment ability, determination of credit worthiness, and determination of investment worthiness. There are three main liquidity ratios that state the ability of the respective business which include the current ratio, quick ratio and cash ratio. The liquidity position of Rolls Royce has been presented below using the analysis of the current ratio concerning the current assets and liabilities of the company. 
[bookmark: _Toc164517639]Current Ratio 
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[bookmark: _Toc164766727]Figure 3: Current Ratio of Rolls Royce
(Source: Created by Author)
The current ratio is measure of the ability of the business to cover the short terms obligations with the current assets and identified as an effective tool for financial professionals, revealing the financial health of an organisation in a particular period of time (CFI, 2024). The comparison between the current assets and liabilities of the company provides an in-depth evaluation of the business potential covering short-term obligations. The calculated current ratio of Rolls Royce was 1.07 in 2019 which has increased to 1.21 in 2023. The current ratios for the years 2022, 2021 and 2020 are 1.15, 1.19 and 1.05 respectively (Rolls Royce, 2021 and Rolls Royce 2023). The numbers in the current ratio do not show a major change but there were some minor changes in the current assets and liabilities of the company leading to a bit of fluctuations in the values of the respective ratio. The increasing value of the current ratio also reflects the increasing number of current assets of the firm which has been providing certain value and ability to pay its short-term obligations and other lending. 
It has been analysed that Rolls Royce has focused towards inventory management and other cash management which resulted in a certain increase in the current assets of the firm in the past four years amounting to £ 18111 million in 2023 which was only £ 16054 million in 2019 (Rolls Royce, 2019 and Rolls Royce 2023). On the other hand,the ideal value of the current ratio of the company should be 2:1 or greater in order to reflect a good liquidity position to the investors (Markonah, et al., 2020)A 2:1 ratio of the current assets to the current liabilities helps the business cover its obligations and effectively use the remaining assets to operate the business in extreme conditions. However, it can be defined concerning the case of Rolls Royce having an average of 1:1 that the company need to focus on increasing the current assets in order to increase the business sustainability and achieve long term success with the proper management of the risks involved. Hence, the liquidity position of Rolls Royce can be consisdered average but focusing on increasing assets could have provided more value to the business liquidity positioning.  
[bookmark: _Toc164517640]3. Efficiency Ratio 
 The efficiency of the business to manage the aspects such as capital and assets in order to produce income with the offerings (Hawaldar, et al., 2022) This ratio is a useful measure for the management of the company in the evaluation of the business operations. The efficiency ratio measures the performance in terms of the company's current assets or liabilities and the quantification of the operations of the business including the time period in the trade receivables and trade payables. Moreover, Herison, et al., (2022), presented different types of efficiency ratios including accounts payable turnover ratio, accounts receivable turnover ratio, inventory turnover ratio and many more. The ratio calculated for the efficiency of Rolls Royce is the payable turnover ratio defining the number of days the company take to pay the suppliers or lenders. 
[bookmark: _Toc164517641]Accounts Payable Turnover Ratio 
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[bookmark: _Toc164766728]Figure 4: Payable Turnover Days of Rolls Royce
(Source: Created by Author)
As per the views of Ilter, (2020), the accounts payable turnover ratio is the approach reflecting the average number of days the payables of the company remain unpaid which has been consisdered by the inventors while investing for the long term. This is identified as an important ratio because it presents the relationship of the company with the creditors and suppliers essential for the long term success of the company in the respective market. The amount value of payable turnover days of Rolls Royce is 195.64 in 2023, 236 in 2022, 241 in 2021, 207 in 2020 and 197.14 in 2019 as reflected in the image above (Rolls Royce, 2019 and Rolls Royce, 2021). This shows that the suppliers and lenders of the company remain unpaid for an average of 200 days in the past 5 years.  The relationship of the company with its suppliers can be considered average with the respective calculation as the relationship is indirectly proportional to the number of payable days. 
On the other hand, the ideal value of the average payable turnover days is nearly 60-90 days which provides a healthy relationship of a company with its suppliers and lenders ensuring long-term financial and credit success (Santoso, et al., 2021) Concerning the calculated payable turnover days of Rolls Royce, it can be reflected that although the company has reduced the number of days for which payables remain unpaid still the firm needs to focus on reaching the ideal value for the betterment and to reflect quality efficiency ratio in the international market. The current actions of the company towards the high accounts payable turnover days include offering reduced payment terms for the smaller suppliers initially to lie between the average of 90-120 days stating good efficiency of the business (Rolls Royce, 2023). This was one of the key reasons behind the reduced value of the average payable days of the company in the year 2023 to 197.64 from 236.81 in 2022. 
Therefore, it can be said that Rolls Royce has started focusing towards the reduction of payable days for effective business efficiency when compared to the past five years which could build healthy relations with the suppliers in the future essential for further growth and gaining competitive advantage. 
[bookmark: _Toc164517642]4. Solvency Ratio 
The solvency ratio is the key measure that tells about the cash flows of the company and their ability to meet the long-term liabilities associated with the respective organisation (Wijaya and Muljo, 2022) This also includes an indication of the business's ability to meet future debt obligations while remaining profitable in the market. The author also stated that there is a significant impact of the solvency ratio on the stock return due to its certain importance for the investors of the company. This is one of the crucial ratios defining the financial health of the company concerning the ability of operations and debt management into the foreseeable future. The debt-to-equity ratio of Rolls Royce has been calculated below out of several ratios included in the solvency ratio such as interest coverage ratio, equity ratio and DE ratio (Blessing and Sakouvogui, 2023). 
[bookmark: _Toc164517643]Debt to Equity Ratio (DE Ratio)
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[bookmark: _Toc164766729]Figure 5: DE Ratio of Rolls Royce
(Source: Created by Author)
 According to Alvian and Munandar, (2022), the debt-to-equity ratio defines the proportion of the assets of the company that are being funded through the debt. This consists of the comparison between the total liabilities with the shareholder's equity along with the assessment of the debt reliance of the firm while operating. The higher the DE ratio the more the risk associated with the company whereas the low DE ratio states that the company has not taken advantage of debt financing, therefore, it needs to be managed in between. The analysis of the debt and equity of Rolls Royce stated that the debt-to-equity ratio amounted to 5.56, 3.58, 4.62, 4.20 and 6.15 for the years 2023, 2022, 2021, 2020, and 2019 respectively (Rolls Royce, 2023 and Rolls Royce, 2021). This shows that Rolls Royce has been managing its debt and equity in such as way that the ratio has an average of 4 in the past few years.  The company has more relied on debt financing which has resulted in the high values of DE ratios reflected in the figure above which is riskier to the company due to the challenges of paying debt and operating business during the extreme conditions. 
As per the analysis of Siregar and Harahap, (2021), the ideal value of debt to equity ratio lies near 1 stating the normal risk associated with the business and even consisdered as safe. It has been analysed that the DE ratio of Rolls Royce is higher than 3-4 in the past five years defining the high risk involved with the business performance in the future due to the major reliance on debt financing (Rolls Royce, 2023). Therefore, this could challenge for the company during the lower performance phases as it puts forward challenges to pay debts and run operations. Therefore, Rolls Royce is reqiured to focus on increasing the value of equity and managing the balance between debt and equity for business sustainability and growth in the future. The company released that its debt is too high and hence, started focusing on reducing debt and focusing on other aspects to fund business operations ( Rolls Royce, 2022). 
[bookmark: _Toc164517644]5. Comparison with the Major Competitor
As per the report of Macrotrends, (2023), the operating profit margin of BMW Group accounted for 11.56 % in 2023 and has been effectively maintained an average of 10% in the past 5 years. This shows that BMW has been focused towards the quality management of the operating expenses which has resulted in the effective maintenance of the operating profit margin ratio in the respective period. On the other hand, it has been analysed that the operating profit margin of Rolls Royce has also reached an almost similar value in 2023 amounting to 11.79% and has shown a significant growth consistently from operating losses to operating profits (Rolls Royce, 2023). However, it can be said that the financial profitability of Rolls-Royce is more attractive concerning the growth potential in the future whereas BMW does not implement any changes to increase the operating profits which could have pushed it backwards in the future competition. 
Further, it has been recognised that the current ratio of BMW Group has an average of 1.1 in the last five years which can only be consisdered as average liquidity (Macrotrends, 2023). This shows that BMW and Rolls Royce are giving tough competition to each other in terms of liquidity positioning but both are reqiured to increase the number of assets to sustain the extreme conditions and operate the business effectively ensuring long term success. The average accounts payable days of BMW is less than the average of 45 days in the past years which is consisdered as highly effective concerning the ideal value of 60-90 days that helps the company maintain a healthy relationship with the suppliers or lenders (Morning Star, 2024). BMW has a competitive advantage of efficiency positioning as Rolls Royce needs to improve the relationship with the suppliers by reducing the number of payable days to beat the competition as it amounted to 195.64 in 2023 and 236.81 in 2022 (Rolls Royce, 2023). 
Moreover, the debt to equity ratio of BMW group reflected as below 1 in the last five years which states that the company has maintained a balance between equity and debt that provides a great advantage to the company during the high profitability as well as provides the potential to sustain the extreme conditions (Macrotrends, 2023). However, Rolls Royce has an average of 4 DE ratio reqiured to be improved by reducing the high reliance on debt financing to beat BMW in terms of solvency. This can be stated that BMW has been overtaking Rolls Royce in terms of competition concerning financial ratios as BMW is performing extremely well and meeting the industry averages which has been providing high attractiveness to investors towards BMW over Rolls Royce. The relationship of BMW investors has also become strong with the respective data that is assisting the firm in retaining the investors reqiured for long-term business growth, performance sustainability and success. 
The current ratio of both companies is nearly 1 which reflects that both are reqiured to increase the number of assets to reach the industry average of 2:1 and ensure that the business can sustain in the worst conditions so that it can further aim for the long term competitive advantage and success (Rolls Royce, 2023 and Macrotrends, 2023). The focus of BMW on increasing current assets in the future would result in providing a strong competitive advantage over Rolls Royce. On the other hand, the consistent increase in the value of Rolls Royce’s operating profits year by year has attracted investors to a high extent reflecting the strong growth potential in the future which pushes BMW backwards in the competition as it has maintained the operating profit margin of average 10% in last five years which has been challenging to retain the investors with the presence of other rivals having increasing profit margin every year. 
[bookmark: _Toc164515807][bookmark: _Toc164517645]6. Recommendations for improving the financial management of the company
· The liquidity position of the company is weak as its current ratio is lower in all years as compared to its ideal ratio. The company can focus on reducing its current liabilities of the company are required to be reduced along with increasing its current assets which can contribute towards developing a strong liquidity position. The company can focus on increasing its inventory or trade receivables which helps in raising the level of current assets contributing towards improving the liquidity position of the company.
· The efficiency position of the company is weak indicated through higher trade payables days in all five years. It is recommended that the company to focus on decreasing the trade receivable days by decreasing the payment period and making purchases using cash that helps in enhancing efficiency, as well as the liquidity position of the company in a positive manner. It has been also presented that a decrease in trade payables of the company would contribute towards improving the overall financial position of the company and also help in the attainment of financial objectives of the company. 

[bookmark: _Toc164515808][bookmark: _Toc164517646]Part C
[bookmark: _Toc164515809][bookmark: _Toc164517647]1. Computation of Payback Period, Net present value and accounting rate of return
[bookmark: _Toc164515810][bookmark: _Toc164517648]Payback Period
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[bookmark: _Toc164766730]Figure 6: Payback Period
(Source: Created by Author)
The payback period is one of the capital budgeting techniques that mainly focuses on making decisions regarding investment in a proposed project by considering the period taken for repayment of the amount of initial investment (Gorshkov, et al., 2018). In the present case, project A has an initial investment amounting to GBP 5000 with a useful life of 4 years. It has been also presented that cash flow for the four years would be GBP 2500 in year 1, GBP 2000 in year 2, GBP 1000 in year 3 and GBP -442 in year 4. The payback period for project A is 2.5 years and the company would be able to recover the initial investment amount in 2.5 years. On the other hand, project B has an initial investment of GBP 1000 and also has a useful life of 4 years. The cash inflow in year 1 is GBP 500, year 2 is GBP 1500, year 3 is GBP 2500 and year 4 is GBO -470. The payback period for project B is 0.67 years which shows that the company would take 0.67 years to recover the amount of initial investment. Therefore, the payback period in respect of Project B is lower as compared to Project A and is recommended to that Project B can be selected by the company due to better viability and feasibility of project.
[bookmark: _Toc164515811][bookmark: _Toc164517649]Accounting Rate of Return
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[bookmark: _Toc164766731]Figure 7: Accounting Rate of Return
(Source: Created by Author)
Accounting rate of return (ARR) is an important capital appraisal technique that considers the income generated from a proposed project along with comparing the amount of initial investment associated with the project. It is an important technique that considers the profits associated with a project that directly affect the investment decision and overall performance of the company (Li and Sloan, 2017). In the present case, no information regarding the profits or tax rate is given; therefore, annual profits are considered equivalent to cash flow. In regards to Project A, the average annual profits was GBP 1264.50 while the amount of average initial investment is GBP 2500. The ARR for project A is 50.58% that indicates that the company is will generate a profit of 50.58% from making an investment in the project. On the other hand, the average initial investment in respect of Project B is GBP 757.50 while the average initial investment is GBP 500. The ARR in respect of Project B is 151.50% that indicate company by making an investment in Project B will be able to generate a profit of 151.50%. Therefore, the company can make an investment in Project B, as the ARR of Project B is better as compared to Project A.
[bookmark: _Toc164515812][bookmark: _Toc164517650]Net Present Value
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[bookmark: _Toc164766732]Figure 8: Net Present Value
(Source: Created by Author)
The net present value is an important and most commonly applied capital appraisal technique that mainly considers cash inflow and cash outflow that is discounted at a particular hurdle rate for making a decision regarding accepting or rejecting of project (Gaspars-Wieloch, 2019). In the present case, the hurdle rate taken for the computation of NPV is 0.75% and the useful life of both projects is 4 years. In respect of Project A, the initial investment is GBP 5000 and has a positive NPV amounting to GBP 52.21. On the other hand, the initial investment in respect of Project B is GBP 1000 and also has a positive NPV amounts to GBP 2026.54. Based on the NPV derived from both projects, it can be recommended that Project B can be accepted as its NPV is higher as compared to the NPV of Project A that indicating that the company would be able to generate higher profits from Project B as compared to Project A and is viable, as well as feasible for the company. Moreover, the results derived from the application of payback period, net present value and Accounting rate of return indicated that Project B is viable for the company as compared to Project A and is recommended to accept Project B. 
[bookmark: _Toc164515813][bookmark: _Toc164517651]2. Computation in NPV with a change in initial investment in each project by 10% and a decrease in cash flows by 10%.
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[bookmark: _Toc164766733]Figure 9: NPV with 10% increase in initial investment and 10% decrease in cash inflows
(Source: Created by Author)
The above-mentioned figure showed that change in Net present value for both projects due to 10% increase in initial investment and 10% decrease in cash inflows associated with projects. The initial investment in Project A increases to GBP 5500 while the cash inflow in year 1 is GBP 2250, year 2 is GBP 1800, year 3 is GBP 900 and year is GBP -397.80. The NPV in respect of Project A is GBP -953.01 that indicates the negative NPV of the project and also the non-viability of the project. On the other hand, the initial investment in respect of Project B is GBP 1100 while cash inflows are year 1 is GBP 1350, year 2 is GBP 900, year is GBP 900 and year 4 is GBP -423. The NPV for the project is GBP 1623.88 indicating a positive NPV that also indicates that the project is profitable and viable for the company. Therefore, it is recommended that making an investment in Project B is viable for the company as it would help in generating profit for the company. 
[bookmark: _Toc164515814][bookmark: _Toc164517652]3. Discussion of Advantages and Shortcomings of Payback period, net present value and accounting rate of return
[bookmark: _Toc164515815][bookmark: _Toc164517653]Payback Period
	Advantages
	Shortcom ings

	· It is a simple method that can be easily calculated and understood by individuals as it does not require specific knowledge for understanding and taking investment decisions. 
· It is a beneficial method for a company that helps in proper risk assessment and also used as a planning tool for making forecasts in respect to future performance (Siziba and Hall, 2021).
· It also provides advantage to the company through proper management of liquidity 
	· It does not consider the aspect of the time value of money that is significant in taking decision in respect of making an investment.
· It considers the time period associated with the project but does not consider cash flow beyond the recovery of amount of initial investment and also ignores profitability that is important for making investment decisions (Sureka, et al., 2022).


[bookmark: _Toc164515816][bookmark: _Toc164517654]Net Present Value
	Advantages 
	Shortcomings 

	· It is a commonly used method for taking capital budgeting decisions as it mainly considers the aspect of the time value of money that is essential for taking rational investment decisions (Batra and Verma, 2017). 
· It considers the cash inflows and outflows while the hurdle rate is also affected by the inflation rate that helps in taking accurate decisions. 
	· The hurdle rate is made on the basis of assumptions that directly affect the accuracy of results. 
· It is not a viable technique for the purpose of making comparisons between projects of different sizes or time periods.
· It does not consider the hidden cost that is essential to help in making effective investment decisions (Sampaio Filho, et al., 2017). 


[bookmark: _Toc164515817][bookmark: _Toc164517655]Accounting Rate of Return
	Advantages 
	Shortcomings 

	· It is considered as a simple method that can be computed in an easier manner.
· It helps in determining the profits to be generated by a company from making investments in the project.
· It is useful in making comparisons between projects of different sizes and also helps in determining return on investment with accuracy (Go Cardless, 2024).
	· It is based upon the profits to be generated from project instead of considering the cash flows associated with the project that is essential for taking decisions.
· It affects various subjective and non-cash items such as depreciation on fixed assets (Vipond, 2024). 


[bookmark: _Toc164515818][bookmark: _Toc164517656]4. Non-financial factors to be considered by the management
· Technology and innovation: It is one of the important non-financial factors as the capability of a company to adopt and implement new technology directly affects the decision of management regarding investment. It has been presented that the availability of technical infrastructure directly affects the decision of a company. It is impacted by various aspects such as human capital, support from the government, market environment and legal regulations that affect the technical and innovation capability along with indicating agility aspect that directly affects the decision of management (Lee, 2018). 
· Applicable policies and regulations: It has been presented that rules and regulations applicable to the company are key non-financial factors that have a direct impact on the overall performance and market position of the company. At the time of taking a decision, management considers the applicable laws and regulations that govern their business operations in order to reduce the risk of imposition of fines and penalties that significantly affect the business reputation in the market (Kirk, 2019). 
· Employee Motivation and Job Engagement: Employees are key stakeholders of a business organisation and management are required to consider their expectations that contribute towards enhancing the level of operational efficiency and productivity. It has been presented that employee motivation is important as fulfilment of their different types of needs that include financial, as well as non-financial contribute towards enhancing job engagement and employee retention. Thus, it helps in reducing employee turnover and also provides support in the attainment of predetermined business objectives (Wuryani, et al., 2021). 
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Computation of Payback period
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Computation of Accounting rate of return
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Computation of Net Present Value with rise in initial investment by 10% and fall in cash flow by 10%
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