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Forward-looking statements

This Annual report contams farward
locking statements Any statements
that express forecasts, expectatons and
projections are N quarantees of future
performance and will not be updated
By their nature, these statements involve
risk and uncertainty and a number of
factors could cause matesfal differences
to the actual results or developments.

Thus report 15 intended to provide
informanon to shareholders, is not designed
10 be rebed upon by any other party or for
arny other purpose and the Company and
its directars accept no kability 1o any ather
person other than under English law
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Introduction

Rolls-Royce is a global company providing power
solutions for customers in civil and defence
aerospace, marine and energy markets. We support
our customers through a worldwide network of
offices, manufacturing and service facilities in over
50 countries.

Our ability to design and develop high-technology
products and then integrate these into sophisticated
systems for use on land, sea and air, provides us with
access to global markets.

2010 201 % change
Order book — firm and announced £592bn £62.2bn +5%
Underlying revenue* ) £10866m £11,277m +4%
Profit before finanaing ) £1,134m £1,189m +5%
Underlying profit before tax* £955m £1,157m +21%
Underlying earnings per ordinary share® ) 3873p 48.54p | +25%
Payments to shareholders 16 00p 17.50p +9%

* See explanation in note 2 on page 84

Rolls Rayce Holdings plc Anpual report 201
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Chairman’s statement

Performing strongly in
challenging conditions

Rolls-Royce continued to perform well dunng
2011 with our order book growing to a record
£62 2 billion Underlying profits increased

21 per cent to £1,157 million We are proposing
a final payment to shareholders of 106 pence
per share, bringing the full year payment

to 175 pence per share This Is an increase

of nine per cent and reflects the Board’s
continuing confidence in the Group's future

This strong performance has been achieved against a background of
macro-economic weakness and uncertainty The recovery, which many
people had been expecting in Europe and North America, falled to
materialise tn 2011 and is still some way off Fiscal imbalances, austertty
programmes, disruption in the Eurozone and political tensions In the
Middle East continue to affect world markets, undermining confidence
about future macro-economic expansion even 1N Asia and South Amenica
It 15 a trbute to everyone who works at Rolls-Royce that the Group has
continued along its path of long-term growth despite these testing times

Rolls-Royce 1s a long-term business which has maintained a consistent
strategy over many years We continually invest in advanced technology
so that we can address both the present needs of our customers and meet
therr requirements for many years to come Qur power systemns have life
cycles that stretch aver decades and we generate long-term revenue
streams by servicing the products we sell We have customers in 120
countries and we continue to broaden our customer hase across the four
segments in which we operate civil aerospace, defence aerospace, marnne
and energy, mcluding cvil nuclear These characterstics have combined to
make Rolls-Royce an increasingly resilient business However, we are not
complacent and continue to invest for the future In 2011, we Invested

£520 million from Group resources in research and development This
continuing commitment to technological Innovation bes at the heart of
our business model

It s important to remember that Rolls-Royce sustains a global supply
chain Around 8,000 companies in some 70 countries, all generating
employment, paying taxes and creating wealth, depend upon us and
share in our success For every person we employ, more than six jobs are

Rolls Royce Holdings plc Annual report 201

generated in the broader economy As we grow In scale and strength,
these effects are multiplied Innovation driven by Rolls-Royece has
generated wider socletal benefits over many years Englneering
breakthroughs pioneered by this Group have had wide applications in
fields as diverse as medical research and the automotive Industries
Engineers and scientists trained by Rolls-Royce have gone onto make a
significant contribution across enterprise and acadermia, while our growth
will create future employment for many of the brightest young sceentists
studying at schools and unnersities around the world today This 15 why
advanced economies depend so critically on successful enterpnses like
Rolls-Royce and why 1t is of such importance that thew wider contribution
to soclety s recognised As a global business we recognise that to stay
competitive we need to attract, retain and develop the best talent from
the greatest range of people worldwide Our Global Diversity Sieering
Group reinforces our commitment to promoting drversity and equality
throughout the Group and ¢reating an enviranment in which each
indmvidual has the opportunity to reahse his or her full potental

The UK Government recently cutlined a number of recormnmendations
ta improve gender diversity in UK boardrooms We support these
recornmendations and are committed to making demonstrable
progress by 2015

Dunng 2011, more than 400 young graduates joined Rolls-Royce, from more
than 25 countres In addition, 295 people Joined our apprentice schemes
Itis a tribute to the quality of our training that around 50 per cent of our
apprentices go on to achieve an honours degree and that so many of our
sentor managers started thew working lives at Rolls-Royce as apprentices

Continuous training and development 1s extremely important to our
success Over the past five years we have invested over £150 million
mproving the knowledge and skills of our people In order to maintain the
highest standards of ethical behaviour and business integrity, we review
continually our procedures and training programmes, which are
mandatory for all staff As well as developing our own workforce we
recognise our wider responsibility towards the next generation of
screntists and engineers through the promotion of science, technology,
engineenng and maths (STEM) i schools and universities We invest in a
wide range of educational projects around the world and encourage our
staff 1o take leadership roles as schoot governors and STEM ambassadors

As part of our responsibilities 1o the communities in which we work, the
Board 5 committed to reducing the environmenial impact of our products
and operations Across our portfolio we can demonstrate the progress that
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Chairman'’s statement

Rolls-Royece has a highly-skilled and

motivated team —- proud of its hentage
and ambutious for its future

Sir Simon Robertson
Chatrman

February 8, 2012

1s betng made One good example 5 the Boeing 787 Dreamiiner that
entered service in September 2011 This extraordinary aeroplane is
designed to be 20 per cent more fuel efficlent than the eatlier generation
of aircraft it replaces, thanks largely to advances in aero-engine
technology Our marine business has advanced hull designs, engines, and
integrated propulsion systems that are reducing emissions dramatically
In our energy business we have continued to make good progress
developing the scope of our cvil nuclear capabiities

1 would like to thank my fellow directors for their great support and hard
work in the past year | would also like particularly to express my gratitude
to Andrew Shilston who retired from the Board at the year end Andrew
served Rolls-Royce as Finance Director for nine years and has done an

outstanding job | wish him welf in his future endeavours My &
congratulations go to Mark Morns, who succeeds Andrew and was g
appomted to the Board in January 2012 Mark joined Rolls-Royce as a &
graduate 25 years ago - 3 .

Sir John Rose, who had been with the Group for 27 years and was Chief
Executive for 15 years, retired at the end of March and was succeeded by
John Rishton | have patd tribute to John Rose on a number of occasions
including tn [ast year's Annual report Suffice it for me to say, we owe John
a huge amount for what he achieved I1am very pleased 1o report that
John Rishton has made a tremendous start as our new Chief Executive

Sir Peter Gregson has expressed his wish to retire as a non-executive
director of Rolls-Royce at this year’s Annual General Meeting (AGM) and
therefore will not be seeking re-election Peter has made a valuable
coniribution during the past five years and } would like to thank him for his
commitrment |am delighted to welcome both Lewis Booth and Sir Frank
Chapman onto the Board as non-executve directors Lewis Booth, who
chairs the audit commuitee, i1s Executive Vice President and Chief Financial
Officer of Ford Motor Company and one of the most senlor leaders within
the auto industry Sir Frank has been Chief Executive at BG Group for the
past 11 years He brings an additional deep technical understanding and
knowledge of advanced engineering to the Board He has agreed 1o char
a new safety committee that will be formed in 2012

We are fortunate to benefit from the advice of an International Advisory
Board (AB}, compnised of some of the world's most distinguished business
and poitical leaders The 1AB, whose membershup s detalled later, provides
Invaluable strategic advice about the global markets in which we operate
under the able guidance of Lord Powell of Bayswater | would like to thank
its members for their time and wisdom

Through the disciplined application of a fong-term strategy, Rolls-Royce has
doubled its revenues In the past decade and we are confident of doubling
thern again in the coming ten years Rolls-Royce has a strong balance sheet
and we intend to run our business so that we mantan a single ‘A’ credit
rating In all parts of our business we see opportunities for profitable
growth, buliding on the firm foundations | have described above

At the heant of our business hie our peeple Our past, currem and future
success rests entirely with them | believe Rolls-Royce has a highly-skilled
and motvated team which is proud of its hentage and ambrtious for

its future The strength of our order book demonstrates the confidence
our customers have placed in us We are focused on delivenng these
commitments for the long-term good of the families and communizies
who depend upon us and for the benefit of our customners and of

our shareholders
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Chief Executive’s review

Delivering for customers and
investing in the business

Demand for our products and services in 2011
remained strong Despite the global economic
turbulence of recent years, Rolls-Royce has
continued to grow

Inmy first year as Chief Executive, | have spent much of my time visiting
Rolls-Royce ses around the world to meet employees, customers,
suppliers and investors to hear what they have to say about your company
Writhout exception, the employees | have met are dedicated, professional
and commutted to delvenng our brand promise - ‘trusted to deliver
excellence’ Our customers are supportive and enthusiastic about our
technology and, of course, they want even better performance both from
our products and our team Our suppliers are excited by the opporiunity
for growth and understand our requirement for better qualry, on tme
delivery and lower cost Investors express suppart for our strategy and
naturally share our desire for still better financial performance in the future

At the 2011 AGM, | confirmed that we will continue to follow the strategy
that has been in place for many years, and can be summarised as

1 addressing four global markets cvil aerospace, defence aercspace,
marine and energy,

investing in technology, capability and infrastructure,

developing a competiive portfolio of products and services,

focusing on growing market share and our installed product base, and
adding value for our customers through product-related services

[P I YV

Ths strategy has stood the test of ume and has proved itself in battle
Since 2007, and despite the turbulence of recent years, Rolls-Royce has
grown underlying revenue by 44 per cent, underlying profits by 45 per
cent and payments to shareholders by 35 per cent We have doubled our
revenues In the past decade and, through organic growth alone, we are
confident that we will do the same in the decade ahead

While we continue to follow this strategy, in the coming years, | see three
main prioriies

Rolls-Royce Holdings pic Annual report 2011

1 Delivering the promises we have made

With a record order book of £62 2 billion, our customers have placed a
huge amount of trust in us and it 1s essential we meet our commitments
This will require a very significant increase In capacity To put this growth
INto perspective, since we started bullding Trent engines 18 years ago we
have delivered just over 2,000 units We will deliver the next 2,000 1n just
five years which means more than doubling our current rate of production
To achieve this we continue to invest in new facilities around the world
These investments include our new plants at Crosspointe in Virginia, USA
where we are making discs for civil jet engines and Seletar, n Singapore,
where we will make wide-chord fan blades and assemble and test Trent
engines We are also expanding and renewing our faciiies in the UK where
we still invest half of our capital expenditure and more than half of our
research and development budget As well as investing in ourown
facilies, we are working hard with our supplters and partners to make
sure our global supply chan can support our growth and keep pace

with demand

2 Deading where we invest for future growth

We can see opportuntty in all areas of our business but we nead to
concentrate our resources and dec:de which opportunities we are going
to pursue and which we are not

3 Continuing to improve the financial performance of the business
Although we are subject to inflationary pressures and tough competition
we will benefit from the growth of the business, from investments that will
Improve efficiency and from an increasing focus on cost performance and
cash conversion

In support of our strategy, during 2011 we made three very important
decrsions for the future

The first was our acquisition of the German industrial engines group
Tognum, our biggest acquisition, that we made in a joint offer with
Daimler It will bring together highly complementary product and
technology portfolios and creates significant new opportunities for cur
marine 2nd energy busingsses

Second, we signed an exclusive deal with Airbus 1o power the long-range
Aurbus A350-1000 aircraft, for which we will develop an enbanced
Trent XWB engine
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Chref Executive’s review

Qur strateqy has stood the test of time

and has proved itself in battle

John Rishton
Chief Executive

February 8 2012

Third, we agreed to sell our equity stake in International Aero Engines (LAE)
to Pratt & Whrtney, at the same time announcing our ntention to form a
new joint venture tc develop engmnes for the next generation of mid-sze
awrcraft This agreement builds on a long and successful partnershup with
Pratt &Whitney, and charts a clear course for our future i this important
market segment

In addrion, we have continued to extend our portfohio and have advanced
a number of iImportant programmes These are descnbed in greater detail
later in this Annual report, but it Is encouraging to note progress in each of
our customer facing businesses

In clvil aerospace, we celebrated the first commercial flight of the Boelng
787 Dreamiiner, operated by All Nippon Airways (ANA) and powered

by Trent 1000 engines The Trent XWB engine programme for the

Airbus A350 XWB 1s progressing well with over 1,500 test howrs completed
Our BR725 engine, developed for Gulfstream's new flagship executive

Jet, the G650, 15 due to enter service later this year

Business review

In defence, our LiftFan™ system for the Joint Strike Fighter has performed
well during Intensive flight tests that included more than 70 short take-offs
and vertical landings on board the aircraft carrier USS Wasp The TPA00
engine for the Arrbus A400M 1s on course to enter service in 2013, further
strengthening our position in the miltary transport market

In our matine business, we have secured the first orders for our award-
winning Environship, a cargo vessel powered by liquid natural gas that
substantially increases fuel efficiency through a combination of innovative
hull design and power systems In May 2011, the UK Government awarded
Rolls-Royce the contract to develop a new propulsion system for the next
generation of nuclear-powered submarines

Qur energy business signed 1ts biggest ever single contract to supply
Petrobras, Brazil's leading o1l company, with 32 gas turbine generation
packages to support its offshore operations Within our civil nuclear
business we have continued to expand our instrumentation and contrals
business while strategic relationships with reactor vendors and unlity
operators were further strengthened duning 2011 through a number of
cooperation agreements

In 2011 Rolls-Royce performed well in difficult market conditions We have
a £62 2 billion order book, underlying revenue has grown to £11 3 billien
and underlying profit has increased 21 per cent to £1 2 billion This success
1s due to the extraordinary team of over 40,000 people that work for
Rolls-Royce | thank all of them for their support and effort in 2011 Ther
skills, the breadth of our portfolio, the strength of our order book and the
access we have to parts of the world where demand for our products and
services remain strong, make your company increasngly resilient
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Our business model and strategy

Invest Iin leading
technologies and
skilled people

Develop
world-class
products

Provide services
that add value

Trusted
to deliver
excellence

Develop close
customer

relatonships

globally

Manufacture
efficiently

Rolls-Royce s a global company providing power solutions for customers in Two-thirds of our annual R&D funding 1s aimed at improving the

ol and defence aerospace, manne and energy markets The Group has an environmental performance of our products We maximise our R&D
ongoing commitment to Investing n research and developrent (R&D) nvestment through our approach of 'Invest once use many times’ In
which provides the technologies and ntellectual property that allow us to preducts across the four major segments Our manufactunng operations
compete on a global basis and creates high bamiers for entry 1o our markets and supply bases ate integrated and global

Rolls Royca Holdings ple Annyal repart 201
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Address four

global markets

Invest in
technology
Infrastructure
and capability

Develop a
competitive
portfolio of
products
and services

Grow market
share and
our installed
product base

Add value
for customers
through the
provision of
product-related
services

A leading producer of mission-crimeal,
integrated power systems and services for
use i civil and defence aerospace, marnne
and energy segments

We invest close to £1 billion annually in R&D
and dunng 2011 we invested £467 million in
capital projects to grow our global capability
and productivity

We have 40 major engineenng programmes

under management We continue tc introduce

major new products, mcluding the Trent 1000
In 2011 Qur key projects will help define the
power systems markets for many years ahead

Across the Group the growing installed
product base and integrated systems wil|
generate aitractive returns for many decades

Over half our revenues come from services

We seek to develop our customer relationships,
through long-term service contracis where we

can grow strong business collaboration

Business review
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Our business segments

{charts show busmess segment revenue as a percentage of total revenue)

Civil
aerospace

CVERVIEW OF BUSINESS

Our civil aerospace business
prowvides the power for more than
30 types of commercial arcraft
and supports customers around
the world We have a good
presence In narrowbody and a
strong position in widebody,
corporate and regional arrcraft

MAIN OPERATIONAL LOCATIONS
- Derby, UK

- Indianapalis, US

- Virginia, US

- Singapore

- Dahlewitz, Germany

49%

Defence
aerospace

OVERVIEW OF BUSINESS

We are the world’s second largest
provider of defence aero-engine
products and services with 160
customers in over 100 countries

MAIN OPERATIONAL LOCATIONS
- Bristol, UK

- Indianapolis, US

- Virginia, Us

- Dahlewitz, Germany

20%

OVERVIEW OF BUSINESS

Our marine business serves more
than 4,000 customers and has
equipment installed on over
30,000 vessels, including those of
70 navies

MAIN OPERATIONAL LOCATIONS

- Singapore

- Bristol, Derby, UK

— Ulsteinvik, Alesund,
Bergen, Norway

- Kristinehamn, Sweden

= Rauma, Finland

- Hamburg, Germany

- Shanghai, China

- Pusan, Korea

-Vung Tau City, Vietnam

- Walpole, US

20%

OVERVIEW OF BUSINESS

We are a world leader in power for
the offshore and onshore il and
gas industry We supply gas
turbines and diesel engines for
power generation and are
developing a strong capability in
the cvil nuctear power market

MAIN OPERATIONAL LOCATIONS
- Mount Vernon, US

- Montreal, Canada

- Bergen, Norway

11%

Rolls Roycs Holdings plc Annual repors 201
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Market opportunities over the next 20 years

The Group's forecast predicts faster growth rates for long-haul
markets and thase markets to, from and within Asia Factors affecting
demand include GDP growth, atrcraft producuvity, operating costs,
environmental ssues and the number of aircraft retrements We
forecast a demand for civil aero engines of US$800 billion over the
next 20 years and for services of US$600 billion over the same pernod

USS800bn

Civil engine market

USS600bn

Civil services market

With traditional defence markets under budget pressures there may
be delays In new programmes but these will be offset by longer
term services on current programmes where we are well placed
Demand for military engines aver the next 20 years Is estimated at
US5155 bilhion and for services and support equipment we estimate
a rnarket of US$260 billion over the same penod

USS155bn

Defence engine market

USS260bn

Defence services market

The Group forecasts a demand for manne power and propulsion
systems valued at US$215 billion over the next 20 years Marine
aftermarkat services are expecled o generate significant opportunitles
with demand forecast at US$125 billion over the same penod

USS$215bn

Marine equipment market

USS125bn

Marmne services market

The Group's 20-year forecast values the totat aero-dervative gas

turbines sales in the o1l and gas and power generation sectars at
more than US$70 bilion Over this penod, demand for associated
services Is expected to be around USSS0 billion

Based on the International Energy Agency forecasts, the Group has
conservatively estimated that demand for mission-critical
equipment, systerns and engtneertng services for the nuclear sland
could reach US5$380 billion over the next 20 years while derand for
assocated reactor support services could amount to US5250 billion
over the same penod

USS120bn

Energy engine and services market

USS640bn

Civil nuclear equipment
and services market

Business review
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Key performance indicators

The Board uses a range of financial

and non-financial indicators to monitor

Group and segmental performance

In ine with the

+4%
+19%
-608%

J;O.S%

strategy

UNDERLYING REVENUE

Moritonng of revenues provides

a measure of business growith
Undertying revenue is used In order
toeliminate the effect of the
decision not to adopt hedge
accounung and to ptovide a clearer
year-on year measure. The Group
measures foreign currency sales

at the actual exchange rate
achieved a3 a tesult of settling
foreign exchange contracss fram
forward caver

UNDERLYING PROFIT BEFORE FINANCING

Underlying profit before financing
1s presented on a basis that shows
the econemic substance of the
Groups hedging strategies In
respect of the transactional
exchange rate and commodity
price mavements. In partrcular

{2} revenues and costs
denominated in US dollars and
euros are presented onthe basis of
the exchange rates achleved during

CASH FLOW

The figure for 2011 includes
investment of £14%6 rullion
tnTognum

in a business requinng significant
investment the Beard moniters
cash flow 10 ensure that profitability
1s converted into cash generation
both for future iInvestment and as a
reward for shareholders. The Group
measutes cash flow asthe

.

the year (b} simelar adjustments are
made In respect of commodny
dervarives, and (0 consequential
adjustments are made (o reflect the
impact of exchange rates on
trading assets and lisbulities and
long-term contracts on a consistent
basis The derivatian of underiying
prafit before financing Is shown in
note 2 on page 84 of the
consolidated financlal statements

movement in net funds/debt
during the year after taking into
account the value of derivatrves
held to bedge the value of batances
denominated i foreign currencies.
The figure in 2007 inctudes a

£500 million special contnbution

to the Group s UK pension schemes
as part of the restructurlng of these
penston schemes

RETURN ON CAPITALEMPLOYED

Return on capral employed

1s calculated as the after tax
underying profit divided by

the average net assets during the
year adjusted for net cash net

post rebrement defici and goodwill

Rolls Royea Holdings plc Annyal report 2011

previously wniten off It represents a
measure of the return the Groupss
making on Its Investments.
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Key performance indicators

Underlying revenue

Order book

Underlylng profit before financing

Training and development

Cash flow

Underlying revenue per employee

Return on caprital employed

Engine delveries

Net research and development charge

Installed thrust — civil aerospace

Grass research and development expenditure

Percentage of civil fleet under management

Net research and development expenditure
as a proportion of underlying revenue

Underlying services revenue

Emissions

Capital expenditure

NET RESEARCH AND DEVELOPMENT CHARGE

Programme expenditure s
monitored (n conmunction with

Investment In research and
O development underpins all the
O elernents of the Group s straiegy

a gated review process on each
progiamme and plogress s
reviawed zt key milestones

GROSS RESEARCH AND DEVELOPMENT EXPENDITURE

The Group s research and
O development acuviies cormprise
- O both self-funded and customer

funded programmes Grass
expenditure measures total

and Is an indicator of the acuons
12ken 10 enhance the Group s
intellectual property

v research and development activity

NET RESEARCH AND DEVELOPMENT EXPENDITURE AS
A PROPORTION OF UNDERLYING REVENUE

— 2 O O R&D s measured as the self funded
expendnure both before amounts
capualised inthe year and

amarusation of previousty
v caputalised balances The Group

onihe stage of development of
curnrent prograrnmes. This measure
reflects the need to generate
current rerumns as well as 1o Invest
far the future

expects to spend approxmately five

per cent of tevenues on research
and development atthough this

praportion will luctuate depending

CAPITAL EXPENDITURE

infrastructure All propased

Annual capital expenditure 15
measured as the cost of propeny,
plant and equipment acqutred
dunng the penod

Investments are subject to rigomus

To deliver on its commitments 1o
O customers, the Group mvests
0 significant amounts inits

revtew to ensuse that they are
consistent with forecast actvity
and will provide value for money

Rotls Royee Holdings ple Annual report 2091
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Key performance indrcators

+5%

+15%

+6%

JI;‘12%

ORDER BOCK

The order book provides an
inchcator of future business. It 1s
measured at constant exchange
rates and list prices and includes
both firm and announced orders
In civil aerospace, itis common for a
customer to take opuons for future
orders in 2ddition to firm orders
placed Such options are excluded
from the order book in defence
aerospace, long term programmes

are often ardered fo1 only one year
at atume In such crcumstances,
even though there may be no
alternative engine cholce available
to the customer only the
contracted business is inctuded in
the order book. Only the first seven
years revenue of long term
aftermarket contracts s included

TRAINING AND DEVELOPMENT

Training and development I a core
element of the Group s investment
inits capabillty and is measured as
the expenditure on the training
and development of employees,
customers and suppliers

Effectiveness is monitored by
using a range of external and
internal sources and by gatherng
user feedback.

UNDERLYING REVENUE PER EMPLOYEE

A measure of personnel
productivey this indicator
measures underlying revenue
generated per employee on a
three year rolling basts.

ENGINE DELIVERIES

The Group s installed engme base
represents an opportunity to
generate future aftermarket
business This 1s measured as the
number of Group products
delivered during the year within

Rolls Aoyce HoldIngs ple Annual report 2011

each business except for manne
as s praducts da not lend
themselves to this measure due
1o their diversity
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Key performance indicators

+5%

-3%

+9%

INSTALLED THRUST - CIVIL AEROSPACE

Installed thrust 1s the indicater of
the amoumn of product in use by
our customers and therefore the
scale of opportunity this presents
for our services business

PERCENTAGE OF CIVIL FLEET UNDER MANAGEMENT

Long term contracts are an
important way of generating vakue
for customers The percentage of
fleet under management givesa
measure of the proportion of the
installed engine base wherethe

future aftermarket arrangements are

agreed under long term contracts.

UNDERLYING SERVICES REVENUE

Underlying services revenue shows
the amount of business during the
year that has been generated from
the instalfed engine base. This is
measured as the revenue dertved
from spare parnts, overhaul services
and long-term service agieements

EMISSIONS

Around two thirds of our research
and development expenditure 1s
focused on reducing emissions of
the Group s products The Group
measures both the emissions of 115
productsand the emissions of its
manufacturing operauens These
measures are descnbedin detailin

Rolls-Royce Holdings ple Annual report 2011

the envirpniment report Powenng
2 betterworld which 1s avarlable
on the Group’s website at

www rolls royce.com

Business review
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Finance Director’s review

A strong performance

Demand for our products and Summary
S data - £ millio 201 2010 Change
services remains robust Oder bogl e2.201 163 v
Underlying revenue® 11,277 10 866 +4%
Underlying profit before tax* 1157 955 +219%
Mark Morris Uhndezlymg earnings per ordinary 48 54p 3873p +25%
share
finance Director Full year payment to shareholders 17 5p 160p +9%
Reported ievenue n,124 11,085 0%
Reporied profit before financing 1,189 1,134 +59%
Net funds 223 1533
Average net funds 320 960

* Seeexplanaugnin note 2 onpage 84

The difficulties faced by the global economy, by the Eurozone and by
those governments with budgetary imbalances are well publicised
However, demand for our products and services remains robust,
particularly In developing markets This demand results from the breadth
and dwersity of our businesses, customers and programmes, the
competitive strength of our products and the relative youth of our
installed base

The visibility ©f significant growth in the next decade provided by the
record order book underpins our continued investment in technology,
operations and services These investments safeguard our competttive
advantage, support delivery on our commutments 1o customers and
Improve our operational effectiveness The Group’s 2011 performance
was achieved after absorbing a ten per cent increase In net R&D expense
to £463 milhon and a 29 per cent Increase in caprtal expenditure to

£467 milhon

The Group’s joint venture with Daimler now owns cver 99 per cent of
Tognum for which Rolls-Royce paid cash consideration of £15 billion in
2011 This joint venture investment made a £30 milhon net contnbution
(after costs and financing) to underlying profit before tax but did not
mpact the Group's 2011 revenues On January 2, 2012, the Group
contrbuted s Bergen Diesels business 1o the joint venture, resulting in a
cash benefit to the Group of €200 million

The Group's proposed sale of its 32 5 per ¢cent shareholding in IAE 1s subject
to requlatory approval and did not impact 2011 financial performance
Rolls-Rayce will continue to play an active role as a first tier suppher 10 1AE of
high-pressure compressors and fan blades and remans responsible for the
final assembly of 50 per cent of the production engines The announced
new Jjoint veniure with Pratt & Whitney to develop an engine to power the
next generatton of mid-size aircraft 1s also subject to regulatory approval
and had no effect on 2011 financil performance
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Underlying figures are considered more representative of the trading
performance by excluding the impact of year end mark-te-market
adjustments of outstanding financial instruments on the reported
performance, principally relating to the GBF/USD hedge book In
addition the net post-retirement financing Is excluded and, i 2011,
adjustments have been made to exclude one-off past-service credlts on
post-retirement schemes and the effect of acquisition accounting The
adjustments between the underlying income statement and the
reported income statement are set cut In more detall n note 2 of the
financial statements This basis of presentation has been applied
consstently since the transiion to IFRS in 2005

Underlying income statement

Underlying income statement éxtracts - £ million 2011 2010 Change
Revenue n277 | 10866 +4%
¢l aerospace . 3572 | 4919 +13%
defence aerospace _ 2,235 2323 +5%
marnne .22 2,591 -12%
eneigy 1,199 1233 -3%
Profit before financing costs and taxation 1,206 | 1010 +19%
il aerospace R 499 | 392 +27%
defence aerospace _ 376 309 +22%
marnne 323 | 332 -3%
energy : 24 | 27 -11%
engine holding (Tegnum Jv} . 36 | - -
central costs {52} (50) -4%
Net financing costs i 49) (35} +11%
Profit before taxation . 1157 | 955 +21%
Taxation (261) {236) +11%
Profit for the year 896 718 +25%
EPS _4B54p | 3873p +25%
Payment to shareholders 17 5p 16 0p +9%
Other tems i |
Other operating income A 70 | 87 -20%
Gross R&D investrent A 908 923 2%
Net R&D charged 10 the income statermnent 463 422 +10%

Underlying revenue increased four per cent 1o £11 3 bilkon This includes
a nine per cent growth In services revenue to £6 0 billion that more than
offset a one per cent reductlon in orlginal equipment (OF) revenue to

£5 3 bilion O performance included a strong 18 per cent growth in cvil
aerospace offset by a greater than anticipated reduction of 23 per cent In
marnne OF revenue Undertying services revenue continues to represent
more than half (53 per cent) of the Group's underlying revenues In 2011,
growth in undeslying services revenue was due to a number of factors the
installed base of products grew and the services network expanded,
defence asrospace benefited from one-off contract termination
settlements resuting from the Strategic Defence and Secunty Review
(SDSR) of the UK Minstry of Defence (MoD), and manne services saw
further growth of nine per cent

Underlying profit before financing costs and taxation increased

21 per cent to £116 billion This was due to a number of factors, a better
mix between OF and services, a significant improvement in productivity
resulting from the focus on cost, net foreign exchange (FX) benefits of
£54 milhion including an exght cent improvement 1n the achieved rate

Rolls Roycs Holdings plc Annual repart 2011

For more financlal informaton ge online
www rolls-royce com/investors

on selling USD income, £30 million from Tognum net of the costs of
the acquisition and a number of one-off ftems, the most significant
which relates to a £60 mitlion benefit from the SDSR settlements
referred to earher

Further discussion of trading 15 included in the business segment reports
onpage 1810 25

Underlying financing costs reduced 11 per cent to £49 million, including
a small reduction In financial Risk & Revenue Sharing Partnerships (RRSPs)
costs and lower funding costs due to the settlement of the Group's

€750 million Eurobond dunng the year

Underlying taxation was £261 million, an underlying tax rate of 226 per
cent compared with 24 7 per cent In 2010 This reduction reflects increased
profits from Jomt ventures (which are accounted for on a post-tax basks)
and some adjustments to prior year estimates

Underlying EPS increased 25 per cent to 48 54 pence, in line with the
increase in the underlying profit after tax

Payments to shareholders At the AGM on May 4, 2012, the directors

will recommend an 1ssue of 106 C Shares with a total nomunal value of

106 pence for each ordinary share The finalissue of C Shares will be made
on July 2, 2012 to shareholders on the register on April 27, 2012 and the
final day of trading with entitlement to C Shares is April 24, 2012 Together
with the interim ssue on January 3, 2012 of 69 C Shares for each ordinary
share with a total nomuna! value of 69 pence, this is the equivalent of a
totat annual payment to ordinary shareholders of 175 pence for each
ordinary share

The payment to shareholders will, as before, be made in the form of
redeemable C Shares which shareholders may either choose to retain or
redeem for a cash equivalent The Registrar, on behalf of the Company,
operates a C Share Reinvestment Plan (CRIP) and can, on behalf of
shareholders, purchase ordinary shares from the market rather than
delivering a cash payment Shareholders wishing to redeem their C Shares
or else redeem and participate in the CRIP must ensure that ther
instructions are lodged with the Registrar, Computershare Investor
Services PLC, no later than Spm on Friday June 1, 2012

Other operating income relates to programme receipts from RRSPs,
which retmburse past R&D costs These receipts decreased by 20 per cent
n 2011 due 1o the phasing of major programmes such as the Trent XWB

Net R&D charged to the income statement increased by ten per cent
1o £463 milllon The Group recruited an addional 1,000 engineers to
develop the products of the future and 10 help Improve the m<ervice
perfommance of the existing installed base of products This nvestment
and the 29 per cent increase n capial expenditure to £467 milion will
prepare our infrastructure and global supply chain for significant growth in
the next decade The Group continues to expect net R&D investrnent 1o
remain within four 1o five per cent of Group underlying revenue

Business review
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Balance sheet

Summary balance sheet - £ mitlion 201 2030
Intangible assets 2,882 2884

Property, plant and equipment 2,338 2136

Net post-retirement scheme deficits (397) (856}
Net working capital (1,098) 573)
Net funds 223 1533

Provisions (502) {544}
Net financial assets and habilities {718) 627)
Share of results of joint ventures and associates 1,680 393
Assets held for sale 178 9
Other net assets and Habilittes (67) 24
Net assets 4,519 3979
Other items

USD hedge book (USS million) 22,000 20900
Net TotalCare assets 956 920

Gross customer finance contingent liabilites 612 633

Net customer finance conungent habiliies 124 121

Intangible assets relate 1o goodwill, certification costs, participation fees,
development expenditure, recoverable engine costs, software and other
costs that represent long-term assets of the Group In aggregate, these
assets remamed broadly unchanged at £29 billion this was largely due to
Increased development, certification and software costs being offset by
the reclassification of V2500 assets on the balance sheet as assets held for
sale The carrying values of the Intangible assets are assessed for
impalrment against the present value of forecast cash flows generated by
the mntangible asset The principal nsks remain reductions in assurmed
market share, programime timings, INCreases In Unt cost assumptions, and
adverse movements in discount rates There have been no imparrments in
201 Further details are given tn note 8 of the financial statements

Property, plant and equipment increased by nine per cent to
£2 3 billion due to the ongoing development and refreshment of facilities
and tooling as the Group prepares for increased production volumes

Net post-retirement scheme deficits decreased 54 per cent to

£397 mlion, including () the mpact of the change 1n pensions’ indexing
o CPlin the UK {£130 millien), (i) revised healthcare benefits in certain
overseas schemes (£74 million), and (1) the reduction In discount rates
having a larger impact on the value of the assets than the obligations
(calculated on an |AS 19 basts)

Overall funding across the schemes has improved in recent years as the
Group has adopted a lower risk nvestment strategy that reduces volatility
going forward and enables the funding position to remain stable inzerest
rate and inflation r1sks are largely hedged, exposure to equities has
reduced to around 20 per cent of scheme assets, this has been achieved
against the headwind of increasing life expectancy assumptions

In 2011, the Group made further arrangements to reduce volatility and
enable future funding to be predicted with more certainty A longevity
swap was transacted with a third party to eliminate the risk of increasing
Iife expectancy of pensioners In the largest UK defined benefit scheme
No significant change Is expected 10 the ongoing funding levels of the UK
pension schemes in 2012

Rells-Royce Holdings plc Annual repornt 2011

Net funds decreased by 85 per cent to £223 million largely due to the
£15 billion consideration paid during the year for the Group's shared
Iwvestment In Tognum As a result, average net funds fell by £640 million
to £320 million (£8G5 million excluding acquiskions)

Investment ~ joint ventures and assocates increased in the year as a
result of the Investment N Tognum

Assets held for sale represent the assets and habhives expected 1o be
derecogrused of as a result of the anticipated restructuning of IAE

Provisions largely relate to warranties and guarantees provided to secure
the sale of OF and services These provisions reduced modestly during
the year

Net financial assets and liabilitles relate to financial RRSPs and the fair
value of foreign exchange, commodity and interest rate contracts, set out
indetallin note 17 to the financial statements The change fargely reflects
the impact of the change in the GBP/USD exchange rate on the valuation
of foreign exchange contracts

The USD hedge book inceased five per cent to US522 @ bullion This
represents around four and a half years of net expesure and has an
average book rate of £1 to US$1 60 Current forward market exchange rates
are simifar to current average bock rates

Net TotalCare® assets relate to long-term service agreement (LTSA)
contracts in the civil aerospace business, including the flagship services
product TotalCare These assets represent the timing difference between
the recognition of ncome and costs in the Income statement and cash
receipts and payments

Customer financing facinates the sale of OE and services by prowiding
financing support to certain customers Where such support is provided
by the Group, 1t s generally to custorners of the civil agrospace business
and takes the form of vanous types of credit and asset value guarantees
These exposures produce contingent liabilites that are outlined n

note 23 to the financial statements The conungent labilities represent
the maximum aggregate discounted gross and net exposure In respect
of delivered arrcraft, regardless of the point in time at which such
exposures may anse

During 2011, the Group's exposure remained stable with gross and net
exposures of £612 million and £124 million respectively As has been
well-publkised, some banks that have been active in recent years in
providing funds for alreraft financing have chosen during 2011 to
substantially reduce their exposure in this market segment Although this
may have some effect on the terms and pnang of new aucraft finance
transactions In the near future, the Group expects that other providers of
USD funding and ongoing support from the export credit agencies will
largely fill the gap left by these banks
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Group 2012 gurdance

Excluding the impact of the Tegnum acqumsition and the proposed IAE
transaction, in 2012 the Group expects to see good growth in underlying
revenue and underlying profit with a cash flow around breakeven as we
continue to Invest for future growth

In cvil agrospace, we anticipate good growth in undertying revenue and
strong growth In underlying profit In defence aerospace, we expect
maodest growth in underlying revenue and profit In marine, we expect a
modest increase in underlying revenue, with underlying profit broadly flat
And in energy, we see growth In revenue and some improvement In profit

Otherrelevant data
Foreign exchange. neutral

Taxation, the underlying tax rate 1s expected 1o be around 24 per cent

R&D* a modest increase in expenditure combined with lower net
capitalisation and higher amortisation due to the phasing of new
programmes

Capital expendrture a modest increase, including increased
investment In 1T

Pensions: no material changes expected 1o funding levels

Intangible assets modest increase compared with 2011 due to a modest
Increase In recoverable engine costs partially offset by a decrease in
development costs due to the phasing of new programmes

Property, plant and equipment’ modest increase compared with 2011
as we contnue to Invest i capability and infrastructure

Tognum

Tognum is expected to contribiute in the: first half to the Group's share of
results of joint ventures and associates Tognum's results are expected to
be fully consolidated around the half year with Daimler’s 50 per cent share
of the result recorded as a non-controlling interest For 2012, Tognum will
be reported separately As Tognum remains a Isted company and will
issue its preliminary results on March 8, 2012, the Group 1s not providing
guidance at this time

IAE

The sale of the Group's 32 5 per cent shareholding in 1AE 15 expected to
receive regulatory approval during 2012, at which nme the initial cash
consideration of US$1.5 bilhon will be received For the first full year
following settlement, the impact of the sale on subsequent trading will
have a small negative effect on underlying revenue and a positive effect of
around £140 million on undertying profit The impact on the order book
will be a reduction of around £4 bilhion

Additional financial information can be found on pages 36 and 37

Rolls Royce Holdings pkk Ansual report 2015

For more financial information go online
www rolls-royce comvinvestors
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Civil aerospace

Strong programme positions supported further robust order
flow In 2011 A 47 per cent increase in the order intake to

£110 bithon contributed to a record order book of £52 billion,
up seven per cent on 2010 The order book contains over 5,000
engines that will add, over tme, around 250 million pounds of
installed thrust, or 65 per cent, to our current installed base of
400 milhon pounds of thrust

201 saw a strong performance as revenue increased by 13 per cent Oniginal equipment (OE) revenue giew

18 per cent, largely as a result of significantly higher deliveries of widebody and corporate and regional engines
Services revenue grew by ten per cent, reflecting the growth in TotalCare revenue during the year, some recovery
In time and materlals revenue and some benefit from a better achleved USD exchange rate in the penod
Highlights

» Trent 1000 enters service on Boeing 787

» Trent XWB exclusive contract on longer range Airbus A350 XWB

» 1,000th Trent 700 delvered for Arbus A330

» New Jomt venture announced to address engtnes for future rmid-size aircraft

» BR725 certification programme for the Gulfstream G650 on course

Key financial data

2007 2008 2009 2010 201

Order book £bn 359 435 470 485 519
~ +80% | +21% +8% +3% +7%

Engine deliverles . 851 | 987 | 844 846 962
Underlying revenue £m 4038 4,502 4,481 4919 5,572
+3% | +11% 0% +10% +13%

Underlying OF revenue £m . 1484 | 1,776 1,855 1,892 2,232
Underlying service revenue £m _ 2554 | 2736 | 2,626 3027 3,340
Underiing profit before 564 566 453 392 499
financing £m +9% 0% -13% -20% +27%

Rolts-Royce Holdings ple Annual report 2011

£5572m

Underlying revenue 2011

£499m

Underlylng profit 201
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The cvil aerospace business 1s a major manufacturer of aero engmes for all
sectors of the awliner and corporate jet market Rolls-Royce powers more
than 30 types of commercial arcraft and over 13,000 engines are in service
with customers around the world

In 2011, the arline industry continued a slow but sieady recavery despre
continued economic uncertalnty Passenger traffic continued to show
above average growth but the cargo market slackened Whilst the small
and mid-size business jet market remained flat, Rolls-Royce continued 10
benefit from the reslience of the market for large-cabin business aircraft

Widebody

2011 was an important year for the Trent family of engines In September
2011, Rolls-Royce was proud to power the entry Inio service of the
Boeing 787 Dreamliner with launch customer ANA Dunng the year two
new customers placed orders for Trent 1000s 1o power therr Dreamliners

Development of the Trent XWB continued apace, with the test programme
yielding exceptional results In terms of fuel efficiency and reliability The
Trent XWB for the Airbus A350 XWB, Is the fastest ever selling member of
the Trent family of engines Over 1,100 Trent XWBs have been ordered so
far, more than the total number of Trent 700s currently In service Market
successes in 2011 included significant orders from Thai Alrways
International and Alr France Entry into service Is now expected in the first
half of 2014 In June 2011, Rolls-Royce announced an exclusive engine
provider agreement with Airbus for Rolls-Royce to produce a higher-thrust
version of the Tient XWB, enabling Airbus to offer increased range and
capacity for the A350-1000

In October 2011, the 1,000th Trent 700 engine was delivered for the A330
programme During the year, further orders were receved for
appraximately 150 Trent 700 engines from customers around the world
including majer arders frorn Cathay Pacific, Saudi Arablan Airlines and
Singapore Airines There are three engine options for the A330 and the
Trent 700 won 75 per cent of the arders contested in 2011

The Trent 900 continues to be the leading engine for the Airbus A380 in
terms of through-ife fuel bum and ermissions The Trent 900 has been
selected by 11 of the 16 awrlines that have so far made an engine choice
China Southern 15 the latest customer 1o place Rolls-Royce powered A380s
into service New order announcements in 2011 came from Asiana of Korea
and Skymark of Japan

In November 2011, American Airlines entered Chapter 11 bankruptcy
protection The Group has equipment in service and a Jont venture repair
and overhaul business with the airkne and remains n close contact with
the customer a3 the arine manages this process There was no significant
impact on the Ainancel results

Rolls Royce HoldIngs pl¢ Annual report 2011

Fot more informanon on
civil aerospace go anfne
wwwi rolls royce com/civil

Narrowbody

A new jomnt venture with Pratt & Whitney was announced in October 2011
to develop engines for future generation mid-size arcraft This move
enhances the strong position of Rolls-Royce in the mid-size adiner market

Rolls-Royce 1 also to sell ts shareholding i 1AE, manufacturer of the V2500
engine, to Pratt & Whitney The refevant agreements remain subject to
various closing conditions including regulatory approvals Rolls-Royce will
remain a key supplier, responsible for the engineenng support and
manufacture of high-pressure compressors and the final assembly of

50 per cent of the V2500 engine Qrders for over 150 V2500-powered
ancraft were taken in 2011

Corporate and regional

In March 2011, Rofls-Royce delivered the 2,000th BR710 engine from the
Dahlewatz plant in Germany where the engine was developed The BR710
powers a number of Bombardier and Gulfstream business jets The
certification programme for the Gulfstream G650 powered by Rolls-Royce
BR725 engines remains on course despite the tragic accident suffered by
one of the test awcraft in Apnl 2011 Service entry 1s expected i mid-2012
The development programme for the AE 3007C engine for the Cessna
Citation TEN is on plan and the first flight took place in December 201
Entry into service 1s planned by the end of 2013

Services

Revenue and engine flying hours from TotalCare improved during 2011,
driven by the growth of aircraft in service and increased uthsation of
existing fleets

Businass review
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Defence aerospace

A broad and diverse base of customers and products
underpinned a resilient performance in 2011 Demand

for our products and services, particularly in the military
transport sector, held up well Revenue increased five per
cent as a result of an eight per cent increase in OF revenue
and a three per cent Increase in services revenue

A seven per cent decline In the arder book reflects the cautious budgetary environment in many nations
However, new orders of £18 billion provides continued confidence that opportunities remain, both in
tradional and In developing markets

Profit grew 22 per cent as a result of ncreased revenue, cost reduction and the £60 million benefit of
tenmination settfements as a result of the UK MoD’s SDSR

Highhights

»  TP430 engine for A400M transporter Is certified

» F-35B LiftSystem™ achieves programme and test milestones

» LJS Navy renews Adour F405 support contract

» 750th EJ200 engine delivered for the Eurcfighter programme

Key financial data

2007 2008 2009 2010 0M

Order book £bn 44 55 65 65 60
+38% | +25% +18% 0% 7%

Engine deliveries 495 | 517 662 710 614
Underlying revenue £m 1673 1686 2010 2123 2,235
+4% | +1% +19% +6% +5%

Undertying CE revenue £m 796 | 739 964 1020 1,102
Underlying service revenue £m 877 | 947 1046 1103 1,133
Underlying profit before 199 223 253 09 376
financing £m +3% +12% +13% +22% +22%

Ralls Royce Holdings ple Annual report 2011

£2,235m

Underlying revenue 2011

£376m

Undertying profit 2011
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Rolls-Royce 1s the world's second largest provider of defence aero-engine
products and services, with 18,000 engines i service for 160 custorners in
103 countnes Our engines power ar¢raft in all sectors transport, combat,
reconnasssance, training, helicopters, and unmanned aerial vehicles

Transport
We are a world leader in the military transport market with over 6,700
engmnes 1N service

The global fleet of AE 2100 engines, which powers both the Lockheed
Martin G-130) and the Aleria C27) transport aircraft, continues to expand
The Emirate of Qatar and the Indian Air Force both received ther first
130J5 1n 2011 The global AE 2100 fleet also passed the three million fight
hour mitestone durning the year

The TP400 engine for the Arrbus A400M mulitary transport aircraft recerved
cvil certification from EASA in May 2011 and has amassed aver 8,000 flying
hours as part of the flight-test programme Delivery of the engines for the
first production aircraft are due 10 begin in early 2012, part of the initial
order of 180 arrcraft

Important milestones were achieved in the T56 upgrade programme for
fegacy vanants of the G130 and P-3 Onion aircraft This engine vanant
provides significant fuel and operating cost savings

Combat

In the combat sector the Rolls-Royce LiftSystem?® for the short take-off and
vertical landing (STOVL) vanant of Lockheed Martin's F-35 Lightrang I Joint
Strike Fighter achieved its ‘Inttial Service Release’

In October 2011, two F-35B arcraft accomplished 72 STOVLs on the

USS Wasp dunng a successful three-week testing penod of sea trals In the
same month, the first LiftFan™ to be assernbled at our new dedicated
state-of-the-art factory in Indianapalls, USA, rolled off the production line
In January 2012, probationary status was lifted for the F-35B and the first
STOVL aircraft were delivered 1o the customer

Funding for the development programme of the F136 engine, In which
Rolls-Royce 1s a 40 per cent partner, for the F-35 Joint Strike Fighter was
terminated by the US Departrnent of Defense in February 2011, despite
strong continuing Congressional support

During 2011, we deivered the 750th EJ200 engine on behalf of Eurgjet for
the Eurofighter programme

The Eurofighter Typhoon was deployed on combat operations for the first
time as part of the NATO operation in Libya, displaying outstanding levels
of performance and relability The Typhoon is a contender for the KF-X
programime in South Korea

We continue 1@ make good progress on the US Air Force Adaptive Versatile
Engine Technology {ADVENT) dermanstrator programme It is designed to
significantly reduce fuel consumption, enabling extended misston ranges
and loiter times for future generations of military arcraft

Rolls-Royce Holdings ple Annual repart 201

For more information on
defence aerospace go online
www rolls-royce com/defence

Unmanned vehicles

In the unmanned air systems sector we successfulty completed a

US Alr Force funded fight-test programme for the growth variant of the
AE 3007H engine for Global Hawk

Small engines
GippsAero of Australa selected the M250 turboprop engine to power its
new ten seat passenger awcraft, the GAIO

In the helicopter market, the Apache flest of the UK Army Air Corps,
powered by the RTM322 engine, reached 200,000 flying hours

Services

The success of our services business continued In 2011, with MissionCare™
contracts secured to pravide availability-based engine support for the
G130 fleats of the UK and US air forces The US Navy againrenewed its
US$100 million support agreement for Adour F405 engines In the

T-45 Goshawk tramner

Roils-Royce also eamed prase for its support of the frontline operations of
the UK armed forces air campaign over Libya which involved eight
different types of Rolls-Royce powered arcraft

Business review
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Marine

Despite the uncertain market and macro-economic conditions,
a resilient performance was achieved in 2011, as demand for our
products and services gradually returns New order intake during
the year was strong, up 15 per cent to £2 1 hillion, although the
order book decreased largely due to the slower than expected
conversion of OF bid activity to new orders

Revenue decreased 12 per cent, impacted mainly by slow second half OE revenue that resulted in OE revenue
for the full year down 23 per cant This slower than expected recovery of OE revenue was partially offset by a l I l
nine per cent iNcrease In underlying service revenue Our expanding network of service centres continues 1o !

take advantage of the growth in recent years of the global fleet of vessels equipped with our products, Underlying revenue 2011
engines and propulsion systems

Profit declined by three per cent relative to a fall in revenue of 12 per cent, reflecting an improved revenue mix

and an increased focus on costs and operational performance

it £323m

Significant increase In new orders and continued growth in offshore oll and gas sector

v

Underlying profit 2011
» First contract secured for award-winning NVC 405 Environship liquid natural gas-powered cargo vessels

» Service centres in Europe, Africa and Asia opened or expanded
» Customer training and simulator centres opened in Norway and Singapore

» Tognum acquisition largely completed

Key financial data

2007 2008 2009 2010 2011

Order book £bn 47 52 35 30 27
+36% 1 +11% -33% -16% -8%

Underying revenue £m 1,548 2,204 2589 2591 2,
+19% | +42% +17% +0% -129%

Underlying OE revenue £m 1003 | 1492 1,804 1719 1,322
Underlying service revenue Em 545 | 712 785 872 949
Underlying profit before 113 183 263 EEP) 323
financing £m +12% +62% +44% +26% -3%

Rolls-Royxe Holdings ple Annual report 2011
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Rolls-Royce has a world-leading range of capabilities in the marine market,
encompassing vessel design, the integration of complex systems and the
supply and support of power and propulsion equipment We are leaders in
mission-critical systems for offshore oif and gas, merchant and naval vessels

Offshore

Marine performed strongly in the offshore oil and gas sector This was
largely based on the proven success of our specialist UT vessel design
capabilties and our proficiency at integrating sophisticated systems into
complex ships

As the industry continues to explore ever deeper waters, like those in the
South Atlantic off the coast of Brazil, we will continue 1o be a strong
partner for our customers for offshore oil and gas exploration, production,
service and support

Merchant
We continue to invest In technology that addresses the need for more
efficient and environmentally sustainable power and propulsion systems

Our successful design and systerns integration approach was validated in
201 through an order by NorLines for two award-winning NVC 405
Environship short sea cargo vessels These vessels Incorporate a wave-
prercing hull, a lguid natural gas engine and an integrated rudder and
propeller systern, which, In combinatton, reduces fuel consumption and
cuts CO, emissions by up to 40 per cent cempared to conventional vessels

Naval

Pawer and propulsion equipment was delivered for the UK's Queen
Elizabeth class aircraft carriers [n early 2011, we received an order from
Lockheed Martin for the provision of MT30s, the world’s most powerful
marine gas turbine, to power a further ten US Navy Littorat Combat Ships
The MT30's success on this programme 15 generating interest from navies
in Europe, Asia and South America

We have established a naval ship design team, speafically to address the
growing opportunity in the patrol craft and support ship market The
business now has ship design teams for each of the offshore, merchant
and naval sectors

The submannes business celebrated the UK Government's decision 1n May
201, to replace the UK's Vanguard class nuclear submarine with a new
design of submarine utilising the Group’s Pressunised Water Reactor (PWR)
Gereration 3 reactor technology

Rolls-Roy<e Holdings plc Anpual report 2011

For moreinformation on
marine go online:
www ralls royce com/martne
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Services

We expanded our service capacity to better realise the significant
opportunity that our large installed base of equipment represents

Five facilities in Namibia, the Netherlands, Poland, Germany and Hong
Kong were either constructed or expanded during the year We also
continued developing our service related capabilities by enhancing our
spare parts delivery netwaork and opening customer traning facilities n
Norway and Singapore '

Tognum

Through our Joint venture with Daimler, we largely completed the
acqustion of Tognum, which owns world-class high-speed reciprocating
engne manufacturer MTU Friednchshafen and subsequently, in January
2012, contributed our Bergen medium-speed engines business into the
new entity The benefits of these complementary technologes create
greater design and power and propulston systems integration opportunities
across marnne, partkcularly for our naval and merchant businesses

Access to a large installed base of equipment, and a mature customer !
support network, creates further growth opportunities
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Energy

Significant demand for our products and services in offshore ol
and gas applications drove a 57 per centincrease in the order
intake to £1 5 billion, as the order book increased 28 per cent

Revenue declined by three per cent, largely due 1o the phasing of OE delivery in the power generation
business Demand for aftermarket products and services continued to grow strongly, with an increase of I | I
ten per cent over 2010 !

Profit fell by 11 per cent to £24 mullion as a result of a change Inrevenue mix and the additional charges Underlying revenue 2011

incurred to develop the avil nuclear business and our options In tidal and fuel cells This was despite the
benefit of the non-recurnng industrial Trent retrofit charges incurred in 2010

£24m
» 50 RB211 gas turbine packages ordered for ofl and gas applications

» 50 Bergen diesel engines ordered for land-based power applications Underlying profit 2011
» Service revenue up ten per cent, with 701 engines under long-term agreements

» Achieved the prestigious ASME-N accrednation for UK nudear manufacturing faciliies

» Completed acquisttion of leading US Remote mspection services business, R Brooks Associates

» Signed a 14-year contract with EDF to supply [&C technologies for the world's largest reactor
modernisation project

Key financial data

2007 2008 2009 2010 2011
Order book £bn 09 13 13 12 15
+80% | +44% | 0% -8% +28%

Enqine delivenes 78] 106 | 87 95 75
Underlying revenue £m 558 755 1028 1233 1,199
. +29% | +35% | +36% +20% -3%

Underlying OF revenue £m 269 | 385 558 691 602
Underlying service revenue £fm 289 | 37 470 542 597
Underlying profit before 5 (2} 24 27 24
financing £m +128% -140% +1300% +13% -11%

Rolls-Reyce Holdings plc Annual report 201
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Our energy business supplies customers with gas turbines, compressors,
reciprocating engines, and related services to support the efficient
production of ol and gas, and power generation arcund the world We are
establishing a strong position in the civil nuclear secter for the provision of
mission-critical equipment, systems and engmeering services

The balanced nature of our portfolio has enabled us to deliver solid
revenues of £1 2 billion, broadly in line with 2010 While the power
generation sector In mature economies remains suppressed, due 1o excess
generating capacity and low industnal demand, we contunue to see
growth in developing countries The demand for ol and gas remans high,
driven by a resiient oil price and global demand growth In the second half
ofthe year we secured significant oll and gas orders, increasing market
share In the key Brazilian offshore market

Oil and gas
In total, 50 RB211 packages were ordered duning the year for oll and gas
applications, 38 of which were for offshore

The high price of ol continues 1o dive capital nvestment in the sector,
particularly in deepwater exploration ang production environments where
the Group has technologies and expertise that are applicable The business
was awarded a new contract, valued at up to US$650 million to supply 32
RB211 gas trbine power generation packages and related services to
Petrobras to support its long-term production activities offshore Brazil This
order Increases the number of Rolls-Royce RB211-powered ndustnal gas
wurbine units installed in Brazil over the past ten years 1o 62

In February 2011, we announced plans for the construction of a new
purpose-built packaging, assembly and test facility n Ric de Janeiro, Brazil
The facllity, expected to become operational in the first quarter of 2013,
will strengthen our support of Petrobras’ exploration and production
activities in the rapld growth pre-salt deepwater ail fields offshore Brazil

In addition, we expanded our role in China's gas pipeline industry with
contracts 1o supply PetroChing, the largest oil and gas preducer in China,
with six RB211 gas turbine compressor packages for Line 2 of the West-East
China Pipeline Project

Power generation

The power generation sector remains suppressed in the developed world,
the traditional market for the Trent gas turbine, which resulted In three
new Trent unit orders

Demand for Bergen reciprocating engines remains strong, reflected by an
order intake of 50 unis, of which 30 are for Bangladesh 1o help address the
country’s power shortfalls, bringing total Bergen engines orders in
Bangladesh to 82

Services

Demand for aftermarket products and services again grew strongly,
delvering revenue of £597 million, an increase of ten per cent over 2010
Including the land-based reciprocating engines, there are now a total of
701 units, or 35 per cent of the engine fleet, under long-term service
agreements In 2012, we will launch the RB211 Gzero, an aftermarket
upgrade product for the RB211-G gas generator that increases power by a
nominal ten per cent
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Tognum

As with the marine business, our energy business will benefit from the
acquisition of Tognum through our joint venture with Daimler By
combining our medium-speed diesel and gas Bergen engines business
with Tognum's high-speed reciprocating engines, we will create a world
leading reciprocating engines offeting Inthe energy Industry, significantly
enhancing our core product and systems portfolio and global network of
sales and service facilities This will benefit customers across high-growth
applications, including cffshore and shale gas fracturing, as well as primary,
standby and rental land-based power generation In January 2012, the
ownership of Bergen Engines transferred from Rolls-Royce to Engine
Holding GmbH, the 50/50 Joint venture company formed with Daimler

Cwil nuclear

Rolls-Royce made significant progress in developing its nuclear business in
2011, securning the prestigious ASME-N stamp accreditation at our UK
nuclear manufactuning facdes Plans for a new UK cvil manufacturing
facility progressed throughout 2011 and the business received outline
planning permission for a potential site in South Yorkshire

Strategic relationships with reactor vendors and utility operators were
further strengthened An important cooperation agreement was signed
with Areva In March 2011, to cover the manufacture of complex components
far the first European Pressurised Water Reactors (PWR) to be built in the UK

Enhanced MoUs were also signed with Nuclear Power Delivery UK and
EDF, the world's 1argest utlity operator Additionally, the business entered
inio a landmark agreement with Rosatom, the Russian state-owned
nuclear company, for the development of global ciil nuclear programmes

As a key step In growing Its reactor services business, Rolls-Royce
completed the acqussition of US-based R Brooks Associates, a world leader
Inremote visual Inspection

We signed a €250 million contract with £DF to supply instrumentation and
control (1&C) technologies to the world's largest reactor upgrade
programme, being carned out in France We also opened a dedicated 1&C
service centre to enhance our operations for customers in China

Business review
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Excellence in technology

Our research and development investment
represents both g commitment to
continuous improvement of our existing
portfoho and a long-term investment

in future technology

Rolls Royce Holdings plc Annual report 201

In 2011, Rolls-Royce invested £908 million
in gross research and development, of
which £520 million was funded from
Group resources Globally, 475 new patent
applications were approved for filing -

a record number for the Group

Research and technology

The Group's 12,400 engineers are an increasingly integrated global
resource, whose activities include research and technology, product
development and in-service support

Our successful model of collaboration, through a network of 28 University
Technology Centres and seven advanced manufacturing research centres,
provides access 1o world-class research

With the opening of three advanced manufacturing research centres in
the UK during 2011, a total of five are now operational The next two are
due to be opened in the US in 2012 and Singapore in 2013 These centres
bring companies, iIndustral secters and universities around the world
together, iIn a commen endeavour to develop step-change improvements
across a portfolio of manufacturning technologies

In addrtion, the Advanced Simulation Research Centre was opened n
Bristol, UK, in March 2011 and 1s now enabling Rolls-Royce and member
arganisations to access the latest simulation technologies for product
developrment, reducing the need for costly physical testing and improving
product design efficiency

Civil aerospace

The year was notable for the successful entry mto service of our latest large
engine, the Trent 1000, as launch engine for the Boetng 787 Dreamliner
The Trent 1000 completed 670 flights In service with launch customer ANA
by the year end

Flight testing of the BR725-powered Gulfstream G650 recovered from the
wragic oss of a test aircraft in April o achieve Provisional Type Certification
from the Federal Aviation Authority in November 2011

The Trent XWB development programme continued successfully, with
several key functional, maturity and certification tests completed at sites in
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475

Patent applications were
approved for filing - a record
number for the Group

A
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four countnies The engine 15 the only option for the Airbus A350 airhner
family The Trent AWB promises 10 bethe most efficient, farge aero gas
turbine ever produced

Our ongotng work to improve the enviranmental performance of

our products continued with key technology demonstrators The
Environmentally Friendly Engine (EFE) completed successful testing of an
advanced lean burn’ combustor Meanwhile, the latest E3E medium-size,
two-shaft demonstrator core completed testing at the University of
Stuttgart’s atutude facility during the year

Defence aerospace

Our engineers in Indianapolis are working on key enabling technologies
for the US Air Force ADVENT contract This work focuses on developing
and demonstrating variable cycle engine technologies aimed at
Incorporation in future generation US rmulitary aircraft The team
completed designs and procured test hardware in preparation for a core
engine test which will take place n 2012 and a full demonstrator engine
test in 2013

In addmion, dunng the year we won contracts for the US Air Force
Research Lab (AFRL) Integrated Vehide Energy Technology (INVENT)
and Integrated Power and Thermal Management Systerm Development
(IPTMSD) programmes These both focus on development of electnical
and thermal management architectures to support the next generation
of milnary arcraft

Marine

Engineers in our submannes business are engaged in detalled design of
the PWR3 reactor plant, which, n May 2011, was selected for the next
generation of Royal Navy submarines This project now represents the
second largest technology programme i Rolls-Royce after the Trent XWB
Rolls-Royce has been desigring and supplying nuclear reactors for the
Royal Navy for over 50 years, with the PWR2 model currently the latest
version In service At the Nor-Shipping Exhibriion in Oslo, our Environship
concept, the NVC 405 Environship, won the ‘Next Generation Ship’ award,
and we launched a new ‘concept bridge’ for marine vessels

In other marine programmes, we completed our first production Permanent
Magnet Tunnel Thruster, and the Rolls-Royce operated NATO Submanine
Rescue Service achieved full operational capability A prototype carbon
fibre azimuthing thruster exceeded performance and noise expectations
dunng sea tnals Azimuthing thrusters rotate 360 degrees allowing them to
perform both the propulsion and steering duties for a vessef

Energy

In cwil nuclear, EDF selected Rolls-Royce to modemise the safety-crmical
1&C systems of 20 French nuclear power plants This contract, combined
with a 25-year services agreement, means we are committed 10 support
our SPINLINE™ technology with EDF until 2048

Summary

Rolls-Royce has developed a reputation for engineenng excellence and
has been at the forefront of nnovation for over 100 years We continue to
push technological barners, create intellectual property on behalf of our
stakehalders and develop advanced power products across each of our
chosen markets

Business review
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Excellence in operations

£ 274k

Underlying revenue per employee

£46/m

Capital expenditure on new and
improved facilities

Rolls-Reya Holdings plc Annual report 2011

We continue to invest In operaticnal capacity
to fulfil the commitments we have made to
our customers and to enable the long-term
growth and productivity of our business

Focused on efficiency and delivery

We are focused on improving the efficlency of all our operational
activities while, at the same time, expanding capacity in order to defiver
our record order book

In 201, our capital investment on new and iImproved faciliies was
£467 millon Cver the past decade underlying revenue per employee
has more than doubled from £128k in 2001 to £274k in 2011

Qur Group 1s headquariered in the UK which remains our main
ernployment centre and a key operations and manufacturing base
However, we are an increasingly global company Early in 2012 we
celebrated the opening of our major new facilities at Seletar, In Singapore,
where we will manufacture wide-chord fan blades, and assemble and test
Trent aero engines - the first time we have undertaken these activities
outside the UK This represents an important commitment to our growing
customer base n Asia, and 15 one of 14 new facilities that we have opened
over the past three years in locauons including the UK, Germarny, the US,
Norway, China and Brazil

As well as extending our global footpnnt, we continue to expand our
product portfolio 2011 saw the Trent 1000 engine enter service with ANA
and the production programme for this latest member of the Trent family
come on stream In other major programmes we started production
delveries of the LiftSystem for the Joint Strike Fighter and the manne gas
turbine, MT30 for the US Navy The BR725 which powers the new
Gulfstrear G650 1s scheduled to enter service later this year

In October 2011, we announced a new joint venture with Pratt & Whitney
to develop engines for the next genetatton of mid-sized aircraft We also
decided to restructure our parncipation in IAE, the joint venture which
produces the V2500 engine for the A320 family of arcraft We agreed to
selfl our equity stake In |AE to Pratt & Whitney, while remaining an
important suppher of parts and engineenng support for the engine
programme We continue to assemble 50 per cent of V2500 engines

At the same time we continue to aim to offset all Inflationary pressures
through improved producivity and waste reduction programmes
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Integrated global approach
As we expand around the world, our operations strategy demands an
integrated approach across activities, time zones and locations

We continue 0 develop local capabilities to meet our customer
requirements where appropriate Brazil i1s a good example of this We
have had an aero reparr and overhau! business there for over 50 years

In 200G, we opened a service centre to suppoOrt our growing maring
business and, in 2011, we announced plans for the construction of a new
US$100 million-plus gas turbine package, assembly and test facilmy for our
energy business This s expected to become operational in the first
quarter of 2013

These investments not only grow our global footprint but bring us closer
to our customers In Brazil, adding significantty to our capabilities in a key
growth market and enabling us 1o pursue further opportunities

Supply partnerships and new programmes

Close collaboration with cur suppliers 1s ¢ritical to our continued success
Around 70 per cent of our manufactuning 1s conducted within our supply
chain As we continually develop intellectual property in technelogy,
manufacturing, materials and processes we decide which elements

of our programmes we produce ourselves and those which will be
subcontracted to our suppliers Qur relationship s open, analytical and
collaborative We estimate that our supply base 1s currently investing at
around twice the level of Rolls-Royce 1n order to accommodate growth
and deliver greater efficiency

As well as working with suppliers, we partner with universities and
manufactunng research centres around the world to develop new
techrnologies and processes which are more effective, efficient and robust

Rolls-Royce 1s a long-term business in which consistent investment
sustained over many years has delivered expanding global capability,
accompanied by steadily improving productity and performance
These factors coupled with a high focus on product integrity, enable
us ta effectively address both our customers’ current needs and thelr
future requirements

Business review
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Sustainability

We remain committed to working with all our
stakeholders to develop new approaches and
technologies that will help provide solutions to
sustainable economic growth

We are striving to power a better world and
recognise that we have a key part to play We
will continue to invest for the long term, we
have a strong track record of iInnovation, and

a long-standing commitment to research and
development Our sustainability programmes
address the environment, our people, and, the
communities in which we operate

Busmness in the Community Corporate Responsibility Index (BitC)
The BiC Index assesses the extent 1o which corporate strategy 1s
mtegrated into business practice throughout an organsation 1n 2011,
Rolls-Royce retained its Gold status with an overall score of 91 per cent
We also scored 94 per cent in the Environmental Index component of
the overall survey

Dow Jones Sustainability World and European Indexes (DJSI)
Rolls-Royce has retained 1ts position in the DJSI for the tenth
consecutive year, with an overall score of 78 per cent (aviation and
defence sector average 49 per cent)

Carbon Disclosure Project (CDP)

Rolls-Royce continues to be one of the leading companies in the COP
Index Although our disclosure score In 2011 was lower than the
previous year {75 vs 79 per cent In 2010) we remain committed to
improving and reporting the carbon footprnt of our operations
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Environment

Our environment strategy focuses on three key areas.

1 mamntain our dnive to reduce the environmental impact of all our
business activities,

2 further reduce the environmental impact of our products, and

3 develop entirely new low ermussion and renewable energy products

1 Maintain our drive to reduce the environmental impact of all our
business activities

Greenhouse gas emissions

We recognise the need 1o reduce the global greenhouse gas emissions
(GHG) within our operations For the past two years ndividual reduction
targets and budgets have been agreed for our top 25 energy consuming
sites This has resulted 1n a further five per cent reduction (normalised on
tumover) dunng 2011 in total GHG ermissions ™ (including product test and
development) Emissiens from our facilities {excluding product test and
development) have reduced by six per cent since 2009 compared with our
five per cent reduction target by 2012 In absolute terms, total GHG
ermissions have ncreased 1o 586 5 kt COx (scope 1and 2)

® Following further vahidation in 2012 the Group GHG erissions for 2009 have been re-stated

@ Energy/GHG data for 2011 has been forecast based on data collected during January to October
2011 For details of the methodology see our Basis of Reporting available at www rolis-royce com

In 2011, we Invested over £3.5 million in energy Improvement projects
including the upgrade of lighting, boller contrals and metering

Our new facility at Seletar receved the Singapore Government's Bullding
Construction Authority BCA) Green Mark (Platinum) award in construction,
for having a reduced environmental footpnnt

Progress oncertification

Rolls-Royre cantinues to mamtain accredited third-party certification to
IS0 14001 for ns environmental management systems, achseving full
global re-certification in 2011
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Global supply chain

In 2011, we led Global and Regional Supplier Forums, which focused on
near-term and long-term improvernents We also hosted regional supplier
groups, culminating In a global best practice sharnng event aimed at
promoting the application of lean techniques across the supply chain

2 Further reduce the environmental impact of our products

We believe that we can make a significant contiibution to mitigating
emissions by providing increastrgly efficent products worldwide We
benefit from independent expert advice from an Environmental Advisory
Board made up of distinguished academics who are leading authonties in
their respective fields to inform business strategy and design process In
201, the Group renewed Its commtrment, now extended to 2050, In taking
a leading role In the goals set by the Advisory Council for Aviation Research
and Innovation in Eurcpe (ACARE) These challenging goals include

reducing aircraft CO, emissions by 75 per cent per passenger kilometre
+ reducing nolise by 65 per cent, and
+ 80 per cent reduction in oxides of nirogen (NOX) relative to the year 2000

The envirenmental iImprovements already achseved by the Trent 900 and
1000 engmnes for the Airbus A380 and Boeing 787 respectively, and in
future the Trent XWB for the Airbus A350 XWB, will help us make progress
meeting our contribution towards the ACARE goals

In the marine segment, the Rolls-Royce Environship concept, recerved the
prestigious ‘Next Generation Ship' award at the Nor-Shipping event held
in Norway The Rolls-Royce Bergen B-Senes lean-bum gas engines, as used
in the Environship, emit around 20 per cent less CO, than comparative
diesel engines The use of gas fuelled engines means that NOx emissions
are reduced by about 90 per cent and SOx emissions are negligible These
emissions already meet the International Maritime Organization legislation
due to come into force in 2016

3 Develop enttrely new low emission and renewable energy products
The Group 15 investing in other renewable energy sources such as tdal
power, working in partnership with the UK Energy Technologes Insteute
In addmon, we are working with customers and fuel companies to ensure
that future biofuels, which will be part of the solutton for aviation towards
2050, meet our requirements, with the important cavears that they are
sustainable, do not compete with the growth of foed crops and are used
in the most effective way to maximise the reduction In GHG emissions
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Nuclear power will represent an impornant component of future low-
carbon electncity generation We have substanual experience In this area
gained through supplying power systems far the Royal Navy nuclear
submarine fleet for marny decades Qur core capablities in safety and 18C
will enable the Group 1o provide solutions i this area that will help
address the requirements for low or zero carbon power generation

Our people

Our werking environment

We seek to create an inclusive working environment that attracts and
retains the best people, enhances the'r flexibility, capabllity and
motivation, and encourages them to be invalved in the ongoing success
of the Group

The organisation is experiencing a period of significamt change as we grow
and invest globally We continue 1o place great value on giving a voice to
our workforce and engage with our employees in many ways throughout
the world to ensure they are keptinformed of changes that may impact
them For example, employee opintons are obtained via a two-year rolling
engagement programme and Improvement activities are then embedded
nto local and corporate business planning activittes In add ition we have
established communication channels which provide updates on key
business changes and activities

Rolls-Royce employs 40,400 people In more than 50 countries Our
workforce i dispersed globally across our business segments as follows

Business segments average number of employees 2011

Employees
Cwvil 2erospace 20,600
Defence aerospace 6,800
Marnine 9,400
Energy 3,600
Total 40,400
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Ethics

The Global Code of Business Ethics (Global Code) supports the Group's
approach to business conduct and defines its ethical principles and
behaviours Internal and external assessments of the Glabal Code during
2011 confirmed that it represents best-in-Class standards

During the year, the Group completed a review of its anti-bribery and
corruption related polictes and procedures This review considered
applicable law, including the UK Bnibery Act, which came into force on
July 1, 2011 We also put in place a comphiance crganisation, led by a Chief
Compfliance Officer We issued a number of new and updated global
polictes in multiple languages Including raising concerns, confiicts of
interest, competitive ntelligence and, sponsorships and charnitable
donations Training was developed to support these as required

Rolls-Royce actively supports aerospace and defence industry initiatives to
drive responsible business behaviour in the sector We are represented on
the Business Ethics Committee of the Aerospace and Defence Industries
Association of Eutope (ASD) and we are one of the intemational
companies on the task force managing the Intermational Forum for
Business Ethics (IFBEQ), a body which brings together US and European
aerospace and defence companies 1o share best practice and develop
common standards

Encouraging diversrty

Our global govemance framework for diversity includes a senior executive
Global Diversity Steering Group that provides leadership and shapes
strategic direction

During 201, our most senior executives have been reverse mentored by a
colleague who 1s Junior to them in the organisation The reverse mentors
are a diverse group In terms of gender, nationality, business, function and
thelr working location The aim is to give senior executives a different
perspectve from a colleague who can share diverse expenences and ideas

Lord Davies of Abersoch, on behalf of the UK Government, outlined a
number of recommendations in 2011 to improve gender diversity in UK
boardrooms We will take opportunities to increase diversiy at Board level,
and have committed to make demonstrable progress on this by 2015

Overall female representation across our global workforce 15 15 per cent,
seven per cent at the senior executive level and six per ¢ent in our Group
Leadership Team {GLT) Approximately two thirds of our workforce 1s in
engneenng or manufactunng roles where female representation has
been histoncally low We continue to counter this through active
involvement in education outreach along with recruitment and
development planning in order to maximise the potential of diverse talent
across our global business We are encouraged by some of the progress
we are making in graduate recrutment where female representation has
steadily Increased over recent years 25 per cent of parucipants in our
graduate development programmes are fernale and this ncreases
significanily In functions outside of engineering and manufacturing

We participate in the FTSE 100 Cross Company Mentoring Programme, the
objective of which 1s for the charmen and chief executives to provide
advice and gurdance to senior females with the aim of attaining a
non-executive and/or an executive director role Qur Charman ts a mentor
and three of our female executives have parucipated to date
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The Group 1s committed to developing a diverse workforce and equal
oppoartunities for all Qur policy 1s to provide, wherever possible,
employment training and development opportunities for disabled people
We are committed to supporting employees who become disabled
durnng employment and helping disabled employees make the best use
of their skills and potential

Learming

During 2011, we provided over 3,500 learning solutions to our employees
from all of our 57 countries, resulting 1n 35,500 employees undertaking
more than 105000 days of leaming We also buls new Learning and
Development Centres in Singapore and Alesund, Norway The centres waill
deliver training to both customers and employees in the regions

Learning investment for 2011 was £38 million

Recruitment

In 2011, aver 2,500 expenenced professionals were recruited to support the
growth of our business, more than double the previous year More than

50 per cent were recruited from outside of the UK and 34 per cent came
from countries outside the UK/US We ran major recruitment campaigns
across engineering, manufactunng and purchasing and these constituted
the majornty (61 per cent) of our hirmg in 2011

During 2011, more than 400 young graduates joined Rolls-Royce Our
campus teams actively engaged with more than 60 universiies in the UK,
Europe, Asig, and Americas and we recruited 242 graduates (up nine per
cent) on to our graduate programme from 43 universities and 25 nations
globally We have plans to significantly increase our graduate programme
size to 389 (60 per cent increase) N 2012 to accommodate our long-term
growth objectives

In addmion, we recrurted 295 apprentices in Europe and were awarded top
100 apprenticeshtp employer status in the UK

Health and safety at work

Over the past five years our focus on improving our health, safety and
envienment (HS&E) performance has resutted in the number of significant
injuries that occur each year being almost halved from 131 total reportable
injuries {TRI} per 100 employees In 2006, 1o 066 TRI per 100 employees in 2011
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Performance improvement is delivered through the implementation
of a focused global HS&E strateqy covenng leadership, capability,
management systems, nisk, assurance, learning from incidents and
informed decision making

As part of 2 global safety programme, we have invested more than

£20 million to further enhance the safety standards of our machinery More
than 11,000 machunes have been reviewed worldwide and for around
2,500 machines, oppostunities to enhance safety still further were identified
such as improving guarding and the fitting of addional safety features

A globat programme of review and corrective action Is also underway to
improve our control of lfting operations Similarly, a global programme to
improve process safety management i focusing on our management of
operational processes with hazards

‘Leading excellence in HS&E workshops have been held with leadership
tearns from all of our sectors and businesses ‘Leadership n Action’ days
were also held for some 700 sentor leaders with HS&E being one of the
topics covered

Engaging with our communities

Working with govemments

Rolls-Royce seeks o bulld strategic relationships with host governments in
our key market countnies Governments are often our direct customers
They set the legislatve and policy framework within which our business
must be conducted They are a potential source of funding and support
for R&T, R&D, manufacturing, education and training intsatves, as well as
for certain capntal projects And finally, on occaslon, they support or
sponsar our partners, suppliers and competitors

We engage in dialogue and negotiation to try to align the business needs
of Rolls-Royce with the political, socil, economic, industrial and
commercial requirements of the national government Where we can
achieve such alignment, for exampte in Singapore, the benefits for both
the Group and the country can be considerable

On March 6, 2011, we hosted a meeting of the UK Cabinet n Derby

Sir John Rose addressed the Cabinet before ther meeting and later that
day, Prime Minister David Cameron performed the official opening of the
new technology centre on site

On October 25 and 26, 2011, Rolls-Royce along with the University of
Sheffield and Boelng led a series of high profile events in Westminster to
highlight the imporiance of high-value manufacturing These events
generated considerable interest from Government Ministers,
Parfiamentarians and officials

With a majority of legislation affecting our European operations emanating
from the European Union, we are now building extra capacity In our EU
Affairs team Throughout 2011, our key challenge in the EU has beento
menitor the EU legisiation on financial requiatory reform and its impacton
the real economy and potential unintended consequences for non-
financial companies like Rolk-Royce Other policy areas have also required
our attention, such as the inclusion of marine emissions in EU's GHG
commitment, new naise regulation in the field of aviation; alternative fuel

Rofls Royce Heoldings ple Annual report 2011

For mote infarmanon on
sustainabylny go online
www ralls royce com/sustamnability

policies, and renewable energy We contnburted to the development of the
Commission’s praposal for Honzon 2020° — a new Research and Innovation
funding framewark for 2014-2021, and also ‘Flightpath 2050 - Europe’s
vision for Aviation’

Community investment

Rolls-Royce has a firm, leng-standing commitment to the communities
n which we operate around the world Dunng 2011, the Group's total
contributions (including money, employee tme and gifts in kind) were
£71 mullion

Our community Investment activities support the Group’s strategy and
future success, particularly in the areas of recrutment and employee
retention, employee engagement, professional development and the
Group's reputation in the community

During the year, the Group approved a new globa! chantable contnbuttons
and sodial sponsorships policy and procedure, confirming our major areas
of support as

- education and skills, particularly in the areas of STEM which are key
to our future success,
environment, adding value 1o the Group’s environment strategy,
social investrment, making a positive difference 1o the communlties
In which we operate,

+ arts and culture, contributing to the cultural vibrancy in geographic
areas In which we operate, and

- requests relating 10 the Group's business such as armed services
related, engineening and aviation

The new policy and procedure also sets out a clear structure for global
governance, ensuring consistency of approach and global visibility of
contributions

2011 charitable contributions and sponsorships, and payroll giving

im
Charitable contributions and social sponsorships
-UK 21
- Asia and Meddle East £0 3m, Americas £0 7m, Europe £06m 16
Commercial sponsorship 07
Employee time 26
Gifts in kind 291
Total 71
Payioll giving UK £0 5m and North America £0 3m 08

£/71m

The Group’s total contnibutions
and sponsorships

Business review
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Principal risks and uncertainties

It1s recognised that the Group's business
objectives can only be achieved If risks

are taken and managed effectively By
understanding the nature of our risks we

can be in a position to make better decisions
and maximise the returns of the Group while
managing our reputation

Regular review of nisks and actions to address risks takes place at all levels
of the Group Risks are defined as threats to the achievement of business
objectives or 10 the continuing reputation of the Group The top level
corporate risk register reflects the outcomes of lower level programme,
funcnion or business unit nisk reviews and 1s reviewed In detalil by the risk
committee Nevertheless, the Board retains its strategic responsibility for
sk decison making regularly reviewing the corporate nsk register and
considering these nsks in the context of the business strategy, as reported
to 1t by the nsk committee

The nsks and uncertainties on these pages are considered to be principal
1o delivering our strategy and business results, and specific to the nature of
our business, notwithstanding that there are other nsks that may occur
and may impact on the achievement of the Group's objectives

Risk or uncertainty and potential impact

How we manage it

Significant external events affecting demand for transportation such
as terrorism, political change, giobal pandemic, natural disaster or continued
and deeper economic retrenchment

Faslure to minimise the environmental impact of the Group's products
and operations ‘eading to reputational damage and ultimately loss of
market share

Reduction in government spending due to global financial uncertainty
and budgetary constraint In Europe and the US in particular causing
reduced revenues on existing platforms and inhibiting investment in

new technologies

Failure of counterparties, Including financial Institutions, customers, joint
venture partners and insurers, driven mainly by the economic uncertainties
and pressures i the current environment, potentially affecting short-term
cash flows

Fluctuations in foreign currency exchange rates affecung operational
results or the outcomes of financial transactions

Regulatory changes relating te financial denvatives may require
the Group to post cash collateral, increasing cash flow velatility and the risk
of default

If the Group’s products, services and pncng do not remain
competrtive, this could sesult in the loss of market share, with attendant
impact on long-term financial performance

Rolls Royce Holdings plc Annyal report 2011

» Established a balanced business portfolio

» Strong access to parts of the world where demand remains robust
» Duwversity of global operations

* Regularly exercised senior response team

» R&D in low-carbon technologies such as nuclear power, tidal energy
and fuel cells
Significant investment In Innovative solutions for aviation, marine and
energy markets
*» Governance structure headed by the environment councit

to oversee Improvements

v

v

Development of a diversified portfolio of products and services for vanous
markets and regions

Proactive lobbying for research and technology funding

Achieve commiments under current contracts

rv T

v

Established policy for managing counterparty credit risk

Common framework to measure, report and contrel exposures to
counterparties across the Group using value-at-nisk and fair-value
techniques

Internal credit ratng assigned to each counterparty, assessed with reference
to publicly available credit nformation and subject to regular review

v

L

v

Long-term hedging policy, using a vanety of financal nstruments

{see note 17, page 10i for mare information)

Where applicable, currency matching of assets and liabilities to manage
translational exposures

Regutar review of nsks and appropriate risk mitigation performed where
material mismatches arise

v

hd

Close monstening of proposed changes

Evaluauon of potential financial impact in terms of cash collateral required
and use of public trading exchanges

Lobbying polticians and regulators In comyunction with other large
European corporates

v vrew

v

Establishment of long-term customer relauonships to differennate

products and services and protect margins

» Steady focus on improvement in operational performance, for example
through the modernisation of facthities

*» Increased focus on managing the costs of operations and products

* Sustamed nvestment in technology acquisition
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Pnnapal nsks and uncertainties

Risk or uncertainty and potential impact

How we manage it J

Non-comphance with applicable legislation and regulations,
for example export cantrols, anti-bribery and authonsation of
chemicals and substances compromising the ability to conduct
business in certan jurisdictions and exposing the Group to
reputational damage and potential inanclal penalties

Fatlure to grow capable resource globally due to demographic trends
and limited supply of appropriately skilled personnel affecung programme
delivery, damaglng reputatlon and stfling epportunities for future innovaton

Product performance not meeting expectations affecting safety
and refiability with adverse long-term finandal consequences

Disruption of supply chain due to external factors or faillure to deliver
parts to committed costs and quality reducing the ability to meet customer
commuaments, win fuure business or achieve operauonal results

Downgrade in credit rating restricting the Group's ability to secure
funding, hedge forward or provide vendor finanding

Failure ta conduct business in an ethical and socially responsible
manner causing disruption and reputational damage

Failure to manage multiple complex product programmes
effectively with potentially significant adverse financial and reputaticnal
consequences, Including the risk of iImpairment of the carrying velue of
the Group's Inkangible assets and the Impact of potenual Itigation

Breach of IT secunty through increasing volumes of data being
transmitted electronically across international borders may cause controlled
data to be lost, corrupted or accessed by unauthonsed users, impacting the
Group’s reputation

Failure to execute the programme to moderruse the IT infrastructure
impacting efficiency and effectiveness of business operations

Loss or unintended disclosure of Intetlectual Property damaging
the Group's compettive position and causing potential breach of
coniractual requirements

Rolls-Rayce Haldings ple Annual report 2011

v v

vy

yfvew

v

vres

4

r

v

v

L4

v

v
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vy v

¥y v¥vver

v v vl

A business-wide compliance structure focusing on anti-bnbery and
carruption legislation

Exports committee, chaired by the Chief Operating Officer directs strategy
and policy on exports

Resources to comply with requirements are embedded throughout

the business

Employee awareness training

Continued significant investment in resourding arkd capability infrastructure
Objective assessment of performance using iImproved system for
developing and monitonng the competency of individuals

Regularly refreshed framework 1o develop managers and leaders

Operating a ‘safety first’ culture, including delivery of regularly refreshed
mandated product integrty training to employees and suppliers

Future safety requirements are defined by the product safety assurance team
Activities to improve maturity of products at entry into service
Engineering focus on improvemnents to product reliability and service lives

Business review

Conunuous improvement of all processes and project management
controls to ensure both technical and business objectives are achieved
Customer excellence centre prowides improved response 10 and analysis
of supply chain disruption

Focus on preduction quality through plant and supplier improvement plans
Providing duality of capability through establishment of world-class
manufacturing centres

Pursurt of low-cost sourcing strategies

The Group has developed a strong financlal risk profile and continues to
improve the business risk profile

Ethics committee established to oversee and maintam the highest ethical
standards {see page 50 for its report)

Global Code, In 18 languages, 1ssued to all employees supported by

a training and engagement programme to Improve awareness of the
Group’s values

Global telephone and intranet channels are avarlable for employees to report
in confidence any concerns regarding potentially unethical behaviours

Continuous improvement of all processes and project management
controls to ensure both technical and business objectives are achieved
Allmajor programmes subject to approval and regular review by the
Board, with particular focus on the nature and potenual impact of
emerging nisks and the effective mingation of previously identified threats

Conunual upgrading of secunity equipment and software

Deployment of a rulti-layered protection system that includes web
gateway filtering, fitewalls and Intrusion detection

Speciabst resources employed to increase capability

Active sharing of information through industry and government forums

Governance structure established to oversee the programme

Project and risk management methodologies are being followed
Specialst resources have been secured to Increase capability
Involvemnent of multiple service providers 1o provide competition and
ramove dependency on any single suppher

Strengthening of resources to manage patents

Creation of a global framework of Intellectual Property officers
Procurement of & global T system to make patent information more
widely available to engineers
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Additional financial information

Foreign exchange Capital structure
Foreign exchange rate movements influence the reported Income Captal summary - £ million 20m 2010
statement, the cash flow and clesing ret cash batance The average and Total equity 4,519 3979
spot rates for the prinaipal trading currencies of the Group are shown in Cash flow hedges 52 37
the table below Group captal 4,571 4,016
2011 2010 Change Net funds 223 1533
USD per GBP Year end spot rate 155 157 | -1%
Average spot rate 160 154 +4% A
Year end spot rate 120 7 3% Operations are funded through vanous shareholders’ funds, bank debt,
EUR per GBP - bond d fi { fthe G
Average spot rate 115 nz 206 5, notes and finance leases The capital structure of the Group
reflects the judgement of the Board as to the appropriate balance of
funding required
Taxation

The Group believes that it has a duty 1o shareholders to seek to minmise
1ts tax burden but to do so 1n a manner which is consistent with its
commercial objectives and meets 1ts legal obligations and ethical
standards Every effort is made to maximise the tax efficiency of business
transactions and this ncludes taking advantage of availzble tax mcentives
and exemptions However, the Group has regard for the intention of the
legislation concerned rather than just the wording itself

The Group 1s committed to building open relationships with tax authorties
and to following a policy of full disclosure in order 1o effect the timely
settlement of its tax affairs and to remove uncertainty in Its business
transactions Where appropriate, the Group enters into consultation with
tax authorities to help shape proposed legislation and future tax policy

Transactlons between Rolls-Royce subsidiaries and associates in different
Jurisdictions are conducted on an arms-length bass and pnced as If the
transacuons were between unrelated entrties, In compliance with the
OECD Medel Tax Convention and the laws of the relevant jurisdictions

Investments and capital expendrture

The Group subjects all magjor investments and capiial expendrure to a
rgorous exarmination of risks and future cash flows to ensure that they
create shareholder value All major investments require Board approval

The Group has a portfollo of projects at different stages of thelr life cycles
Discounted cash flow analysls of the remaining life of projects is
performed on a regular basis

Sales of engines In production are assessed against critena i the onginal
development programme to ensure that overall value ts enhanced

Financial nsk management

The Board has an estabikshed and structured approach to financial risk
management The Financial Risk Commuttee (Frc} 1s accountable for
managing, reporting and mitigating the Group's financkal risks and
exposures These nsks include the Group's principal counterparty, currency,
Interest rate, commodity price, iquidity and credit rating nisks outhned in
maore depth in note 17 1o the financial statements The Frc ks chaired by the
Finance Director The Group has a comprehensive financial risk policy that
advocates the use of financial Instrurmentss to manage and hedge business
opetations (isks that arlse from movements in financial, commodities,
credit or money markets The Group's policy 1s not to engage in

speculative financial ransactions The Fre sits quarterly to review and
assess the key risks and agree any mitigating acuons required

Rolls-Royce Holdings plc Annual repart 2001

Funding 1s secured by the Group's continued access to the global debt
markets Borrowings are funded in varnious currencies using dervatives
where appropriate to achieve a required currency and Interest rate profile
The Board's objective k to retain sufficient financial investments and
undrawn facilties to ensure that the Group can both meet its medium-
term operational commuments and cope with unforeseen obligations
and opportunities

The Group holds cash and short-term investments which, together with
the undrawn commuited facilties, enable it to manage its iquidity rsk

After repayment from cash resources of the €750 million Eurobond, the
Group retained at year end aggregate iquidity of £2 5 billlon This iquidity
comprised net funds of £223 million and aggregate bormowing facilities of
£2 3 bilion, of which £1 2 billion remained undrawn This represents a

34 per cent decrease in net drawn borrowing facilnies dunng the year

The maturity profile of the borrowing facilities 1s regularly reviewed to
ensure that refinancing fevels are manageable n the context of the
business and market condriions No faclities mature in 2012 There are
no rating trnggers in any borrowing facility that would require the facility
to be accelerated or repaid due to an adverse movement in the Group’s
credit rating

During 2011, the £250 million bank revolving credit facility (RCF) due in
2012 and £750 miltllon RCF due In 2013 were both refinanced with a new
£1 billon RCF due in 2016 provided by a syndicate of relationship banks
The borrowing margin for this new RCF varies for a given credit rauing
Depending on the extent drawn, the current margin would be 040 per
cent to 070 per cent over sterling LIBOR

The Group conducts some of its business through a number of joint
ventures A major proportion of the debt of these joint ventures 15
secured on the assets of the respective companies and 1S non-recourse
to the Group This non-recourse debt 1s further outhined in note 10to
the financial statements
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Credit rating

Rating agency Rating Qutlook Grade
Moody's Investors Service | A3 Stable | Investment
Standard & Poor s A- Positive Investment

The Group subscrbes to both Mooedy’s Investors Service and Standard &
Poor's for ndependent long-tesm credit ratings At December 33, 2011,
the Group maintained investment grade ratings from both agencies

As a capital-intensive business making long-term commiiments to our
customers, the Group attaches significant Importance to maintaining
or improving the current investment grade credit ratings

Accounting and regulatory
The consolidated financial statements have been prepated in accordance
with International Financial Reporting Standards (FRS), as acdopted by the EU

In 2011, there wete no changes that have had a significant effect on the
Group's financial staterments

A summary of changes which have not been adopted in 2001 5 included
within the accounting policies in note 1 to the fipancial statements

Governments and regulators around the world continue to consider
reforms to the financial markets with the atm of improving transparency
and reducing systemic risk Although the proposed reforms are
predorminantly directed at financial institutions, they wall also affect
non-financial institutions such as the Group In particular, proposals by
both US and European regulators to reform the Over-the-counter (OTQ)
derwvatves market may have adverse implications for the Group If, as s
being contemplated, parties to future OTC dervative transactions are
reguired to use an exchange to clear the transactions and post cash
collateral to reduce counterparty risk, the Group’s future funding
requiements could be adversely affected and cash flow more volatile

Share price

During the year the share pnce increased by 20 per cent from 623p to

746 5p, compared 1 a 07 per cent ncrease n the FTSE aerospace and
defence sector and a 5 6 per cent decrease in the FTSE 100 The Company's
share price ranged ffom 5575p In March to 746 5p at the year end

Rolls-Royce Holdings plc Annuad report 2013

For more financial information go enline
www 10lls-royce com/investars

Business review




38

Governance

Governance
Board of directors

Sir Simon Robertson
Non-exequtive Chairman

ohn Rishten
Chief Executive

tain Conn
Senior Independent Director

Dame Helen Alexancter
Non-executive director

Lewls Booth
Non executrve director

Sir Ssmon Robertson (70) &
Non-executive Charman
appointed January 2005

Skills and experience- Sir Simon brmgs
ta the Board a background n
intemational corporate advisory wih a
wealth of expenence in mergers and
acquisiions, merchant banking
investment banking and financial
markets During his career he has
worked n France, Gerrnany, the UK and
the US In June 2010 he was honoured
with a krughthood n recognition of his
services to busness

External appointments. Sr Simon is
the founder member of Simon
Robertson Assooates LLP and Deputy
Charman of HSBC Holdings plc. He 5. a
non-executive director of Berry Bros &
Rudd Limited and The Economist
Newspaper Limited SirSsmon s a
director of The Royal Opera House
Covent Garden Limited and a Trustee of
The Eden Progect and of the Royal Opera
House Endowment Fund.

Jehn Rishton (53) 2%
Chief Executive,
appointed March 2011

Skills and expenence John s the
former Chief Executive Officer of Royal
Ahold He began his career n 1979 at
Foud Motor Company and held avarnety
of positions both n the UK andin
Europe in 1994 he joned Britsh Atrways
Plc wherte he was Chief Financial
Qfficer from 2001 10 2005 Prior to his
appointment as Chief Executwe, John
had been apponied as a non-executve
diwector of the Company in 2007 and

Rolls Royce Holdings plc Annual report XH1

Peter 8yrom
Noni executve directar

served as Chairman of the audit
committee and a member of the ethrcs
and nominatons committees Helsa
former non-executive director of
Allled Domecq

lain Conn {49) 2
Senior Independent Director,
appointed January 2005

Skills and experience: 12in joined
the BP group n 1986 and has held
a number of executive positions
within the BP group worldwide

External appointments l2inisa
Group Managing Director and Chief
Executve of Refirung and Marketing
BP plc He s also Charman of the
Advisoty Board of The Impenal
College Business School and a
member of Impenal College Council

Dame Helen Alexander (54) 2% *
Non-executive director,
appointed September 2007

Skills and expenence: Dame Helen
15 currently involved with a number of
not-for-profit orgarmsations in rnedea,
the internet, the arts and education
She has also been a non-executive
director of Northern Foods Limited,
Centnca PLC and BT Group PLC She
was Chref Executive of the Economust
Group till 2008, having joined the
company in 1985

External appointments Dame
Helen 18 Daputy President of the CBI,
where she was President untl June
2011 she s Chaumnan of the Port of
London Authonty (PLA) Incisive

$ir Frank Chapman
Non executive director

Media and Deputy Chairman of esure
Group Holdings, and senior adviser to
Bain Capital Dame Helen 1s Chancellor
of the University of Southampton

Lewis Booth (63) ' **
Non-executive directar
appointed May 2011

Skills and experience Lewis has
held a series of serior positions wethin
the Ford Motor Company in Europe,
Asia, Africa and the United States
Lewss began his career with Briuish
Leyland before joining Ford in 1978

External appointments Lews is
executive Vice President and Chief
Financial Qfficer of Ford Motor
Company, a position he has held since
November 2008

Peter Byrom (57)*
Non-executive ditectar,
appointed January 1997

Skills and expenence: Peter was a
director of AMEC plc from 2005 to 2011
and of NM Rothschifd & Sons Limited
from 1977 to 1996 He s a Fellow of
the Royal Aeronautical Society

External appointments, Peter 15
Chatrman of Domino Printing
Sciences plc

Sir Frank Chapman (58) 2°
Non-executive director
appointed November 2011

Skills and experience Sir Frank has
warked i the ol and gas industry for
37 years, ncluding operational and
business development roles withm

St Pater Gregson
Non-executive director

Royal Dutch Shell plc and BP plc.
Sir Frank graduated with first class
honours in Mechanical Engineering
from Queen Mary College, London
Unwersity and i & Fellow of the
Institution of Mechanical Engineers
He was knighted in 2011 for senvices
10 the oll and gas industnes

External appointments, Sir Frank
has been Chief Executive of BG Growp
pic fos the past 11 years, managing
1he Group through a penod of
wransformational growth and
internatonal dwversification

Sir Peter Gregson (54} *°
Non-executive director
appointed March 2007

skills and experience: Appointed to
the academic staff at the University of
Southampton in 1983, Sir Peter
betame Professor of Aetospace
Matenials In 1995 and Deputy
vice-Chancellor in 2000 He s a Feflow
of the Royal Academy of Engineenng
2nd a Member of the Royal Insh
Academy and has served on the
Counciis of the Royal Academy of
Engmeerng and the Central
Laboratory of the Research Councils
He was knighted w 2011 for services to
higher education

External appointments. Sur Peter s
President and Vice-Chancelior of
Queen’s University Belfast he serves
on the Council of CBI Northern Ireland
and s a member of the Board of the
UK Universities and Colleges
Employers Assonanon He s Deputy
Lieutenant of Belfast.
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Board of directors
James Guyetts
Jahn MeAdam John Nelll CBE lan Strachan
President and Chief Executive Officer of
Non executive director Non-executive director Nen-executive director Rolls-Royce North Amerca Inc
Mark Morris Colin Smith Mike Terrett Paul Davies

Finance Director

JohnMcAdam (53)>?
Non-executive director
appointed February 2008

Skills and experience John wasthe
Chief Execunve of ICH plc unul ICI’s
acquisition by Akzo Nobel He has
held a number of posttions at Unitever,
within 1ts Birds Eye, Walls, Quest
International and Unicherna
International businesses

External appointments John s
Charman of United Utilinies Group
PLC and of Rentokil Imizial plc the
Senior Independent Director of
JSainsbury plc and a non-executive
director of Sara Lee Corporation

John Neill CBE {64) ' ?
Non-executive director
appointed Novemnber 2008

Skills and experience John is a
member of the Council and Board of
Business in the Community, 1s Vice
President of the Society of Motor
Manufacturers and Traders, BEN, the
automotive industry charty and The
Institute of the Motor Industry He was
awarded a CBE in June 1994 for his
services to ndustry

lan Strachan (68) ' >
Non-executive director,
appointed September 2003

Skills and experience: lan is the
former Chief Executive of BTR ple,
former Deputy Chief Executive and
Chief Financial Officer of Rio Tinto pic,
former non-executwe Chairman of
Instinet Group Inc and a former

Rolls-Royce HoldIngs plc Annual report 201

Director - Engineering and Techn ology

non-executive director of Johnson
Matthey ple, Commercizl Union and
Reuters Group plc

External appointments lantsa
non-executive director of Xstrata plc,
Transocean Inc and Caithness
Petroleurn Limited

James Guyette (65) *

President and C hief Executve Officer
of Rolls-Royce North America Inc,,
appotnted January 1998

Skills and experience- Befare joining
the Company, hm was Executive Vice
President, Marketing and Planning of
United Aifines

External appointments Jim s
Chawman of PrivateBancorp Inc. of
Chicago Inois and he 15 a director of
pnceline com Inc, of Norwalk,
Connecucut Jim is Chairman of the
Smithsonian National Air and Space
Museum Washington DC

Mark Morris (48)°
Finance Director,
appointed January 2012

Skills and experience: Mark joined
Ralls-Royce in 1986. He has held a
number of seniar posstions
throughout the Group and pnof to his
appotntment as Finance Director was
Group Treasurer from 2001

ChiefCperating Officer

Colin Smith (56)°
Director - Engineering and Technology,
apponted July 2005

Skills and experience Colin joined
Rolls-Royce i 1974 He has held a
variety of key positions within the
Company including Director —
Research and Technology and
Drrector of Engineernng and
Technology - Civil Aerospace Colin s
a Fellow of the Royal Academy of
Engineering, the Royal Aeronautical
Society and the Instiution of
Mechanical Engineers

Mike Terrett (55)*
Chief Operating Officer,
appointed September 2007

Skills and experience Mike joined
Rolls-Royce in 1978 He has held a
vanety of setuor positions i the
development of new aero-engine
programmes including Managing
Director of Ailines and President and
Chief Executive Officer of tAE based in
the Unnted States Prior to his
appointment as Chief Operating Offcer
he was President - Crvil Aerospace
Mike 15 a Member of the Institute of
Mechanical Engineers and a Fellow of
the Royal Aeronautical Society

Acung Company Secretaty

Paul Davies (56)
Acting Company Secretary

Skills and experience Paul joined
Rolls-Royce 1n 2008 He began his
career in the secretanat of Ford Motor
Company in 1980 2nd progressed via
roles with Burberrys and Hunter
Saphir plc. He was appointed
Company Secretary of Norwest Holst
plc in 1991 of Kingsbury Group plcin
1997 and, after the takeover of
Kingsbury of Galfford plc He then
waorked for United Unlities plc (for
seven years) as both Deputy Company
Secretary and acting Company
Secretary, before joining Rells-Royce
as Deputy Company Secretary

Committee membership
' Audn commitiee

! Nominations commigiee

! Remuneration comrmittee
* Ethics commuittee

¥ Risk committee

* Denotes chairman of committee

Non-executive directors
Executive directors
Acting Company Secretary
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International Advisory Board (IAB)

The IAB, formed in 20086, advises
the Board on emerging
worldwide trends and, in 2011,
considered implications of the
World Quilock, the US/China
relationship, cyber security and
cyber warfare

Memberstup of the IAB is as follows

Lord Powell of Bayswater
Chairman of I1AB, former Foreign
Affairs and Defence Adviser 1o
Prime Minssters Margaret Thatcher
and John Major

Fernando Cardoso

Former President of Brazil and
professor emeritus, University of
Sao Paulo

Bernard Duc, CBE

Senior Partner HMI Ltd

{Hong Kong), Chairman of the
Rolls-Royce South East Asia
Advisory Board

Sir Rod Eddington

Chairman - Austraha & New
Zealand, ] P Morgan, and former
Chief Executive, Briish Airways Plc

Dr Fan Gang

Professor at China’s Academy of
Social Sciences and Director of
National Economic Research
Institute

Ambassador Hills

Chair and CEQ, Hills & Company,
International Consultants, former
US Trade Representative, former
Secretary of Housing and Urban
Development, former Assistant
Attorney General

General Sir Mike Jackson
Former Chief of the General Staff,
UK Mirustry of Defence

The Group Leadership Team (GLT)

John Rshton, Chief Executive, chairs
meetings of the GLT The GLT acts
as an IMportant CommunKcations
channel between the executive
dwectors and the Group’s senior
managers In addieon to John
Rishton, its other members are

Ralls Royce Holdings ple Annual repart 2011

Miles Cowdry
Director - Global Corporate
Development

Kath Durrant
Director - Hurnan Resources

James Guyette

President and Chief Executive
Officer of Rolls-Royce North
Amenca Inc

Michael Haidinger
President - Rolls-Royce
Deutschland Ltd & Co KG

Lawne Haynes
President - Nuclear

Mustafa Kog
Chairman of Kog Holding, A $

Taizo Naishimuro

Former Chairman of Tokyo Stock
Exchange Group, Inc and former
Charrman of Toshiba Corporation

Lubna Olayan
CEO and Deputy Chawrperson of
the Olayan Financaing Company

Eduardo Serra

President and founder of Eduardo
Serra y Asociados (ESYA),
President of Evens Foundation,
former Spanish Defence Minister,
former President of the Royal
Board of Trustees of the Prado
Museum

Andrew Heath
President — Energy

Harry Holt
Director - Global Government
Relations

Mark King
President - Civil Aerospace

Dan Korte
President - Defence Aercspace

Alain Michaelis

President = Gas Turbine Supply
Chatn & Deputy Chief Operating
Officer

Mark Morris
Finance Direcior

Rarr Simonyan

Chairman, Morgan Stanley, Russia,
former first VP of Russian State ol
company, Rosneft

Ratan Tata
Chairman of Tata Sons Limited

Matthias Wissmann

President of the German
Association of the Autormnative
Ingustry {(VDA), Vice-Charrman of
the Federation of German
Industries (BDI) and Senior
International Counsel at
wilmerHale, former Federal
Minister of Research and
Technology and of Transport of
Germany

Lee Hsien Yang
Chairman, Fraser and Neave
Limited

Ernesto Zedillo

Former President of Mexico,
Drrector, Yale Center for the Study
of Globalzation

Peter Morgan
Director — Corporate Affairs

John Paterson
President — Marine and Industnal
Power Systems

Colin Smith
Director - Engineenng and
Technology

Mike Terrett
Chief Operating Officer

Robert Webb
General Counsel

Tony Wood
President — Marine
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Chairman’s introduction

Following the introduction of the UK Corporate
Governance Code, | am pleased to be able to
provide a fuller view of the operation of the
Board and to confirm how the Company has
met 1ts obligations

The working of a Board cannot be captured and tabled by a ‘standard’
approach and this introduction, and the following pages, aliled to the
usual commutiees’ reports, will | hope provide a clear insight into the
corporate govermnance structure and practices of Rolls-Royce

The Board's commuttee structure has been reviewed duning the year and
due to the mportance of safety in our business, both in terms of the safety
of our products and the health and safety of cur employees, the Board has
agreed to the introduction In 2012 of a safety committee, which will be
charred by Sir Frank Chapman The safety committee’s terms of reference,
once reviewed and approved by the Board, will be added to those of the
other committees on the Group's website

In accordance with the provisions of the UK Corporate Gavernance Code
(the Code), all Board directors are required to seek re-election at the AGM
n 2012 Following the performance evaluation process, | am pleased 1o
confirm that each of the non-executive director’s performance and
contribution continues to be timely, thoughtful, challenging and relevant
In addition, each has provided, and continues 1o provide, excellent
commitment to the role, ensuring sufficient time 15 available for meeting
preparation and non-scheduled meetings However, | would advise that
Sir Peter Gregson has decided to retre at the 2012 AGM and will not seek
re-election

The Board continues to support our longest serving non-executive
director, Peter Byrom, who has been a Rolls-Royce Board member since
1997 We are a complex and technologtcally advanced company with a
long business cycle from the development of an engine 1o 1ts eventual
retirement, and the Board greatly values Peter’s independent expenience
and his continuing contribution to debate In supporting Peter, the Board
has taken full account of the Code’s requiremnent to consider carefully a
non-executive director's Independence where that director has served on
the Board for more than nine years from the date of thelr first election

The Group values its communications with existing and potential
shareholders who offer a rich and diverse scurce of capital to fund the
future growth of the Group Our engagement with shareholders 15
described in more detall on page 42
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in 2011, the nominations commitiee commissioned an external review of
the Board’s effectiveness by JCA Partners LLP | am very pleased to report
that the review found that alt members of the Board were untted in
belleving the Board worked very well and that It 1s seen as an effective
Board with a unity of purpose The review is described in more detail in the
nOmMNAations commitiee report on page 48

In September 2011, we Issued our response to the Davies Report on
woemen on boards confirming our support for the development of a
dverse workforce We govern this through our Global Diversity and
Inclusion Steering Group, the membership of which includes main board
directors and sentor executives The nominations committee discusses
this topic regularly and expects to make demonstrable progress in this
area by 2015

In this report, the Board has taken account of the concerns expressed by
the Financial Reporting Review panel (February 2011) about how
companies are reporting nsks and the discussions of the Financial
Reporting Council (FRC) summarnised i ‘Boards and Risk” September 2011)

In December 2011, the Board received a detailed report from the risk
committee {including a review of all Internally significant nisks), which,
following discussion, confirmed and defined the Board's tolerance for risk,
ensured all directors understoed the Group's nsk exposure and provided
an impact review of potential changes in risk

We have therefore endeavoured to make sure that the risks we identify on
pages 34 and 35 are indeed the key rnisks facing the Group, to ensure that
we eliminate nisks expressed in genenc terms and to show how risks are
managed A description of our sk management process is set out in the
sk committee report, detaled on page 51

In December 2011, the FRC published a paper entitled ‘Developments in
Corporate Governance 20i1' in which tt expressed concem about the level
of reporting of the activities of a company’s commuttees in the annual
report, particutarly the work of the audit committee As a result, | have
asked the committee charmen to make personal reports in this year's
Annual report In order 1o provide greater insight into committee work

In January 2012, the UK Government announced Its intention to introduce
reforms to the way directors’ remuneration 1s set, approved and repornted
At Rolls-Royce, we believe strongly in the alignment of executive rewards
to the creation of long-term shareholder value In the report by ihe
charrman of the remuneration committee on pages 52 1o 54 we have
endeavoured to provide a clearer view of how we believe we achieve that
and we will engage in a positive way with the proposals outlined by the
UK Government

| believe that the strength of the Company's corporate values, its
reputation and its ability to achieve Its objectives are influenced by the
effectiveness of the Company’s approach towards corparate gover nance,
which is why the Board will continue to attach the highest priority to its
comphance with the Code’s principles

SirSimon Robertson
Charrman

Govermnance
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TheCede
In the year to Decernber 31, 2011, the revised principles and provisions of
the Code (published in May 2010 by the FRC) applied 1o the Company

A printed copy of the Code can be obtained free of charge from FRC
Publications, 145 London Road, Kingston upon Thames, Surrey KT2 65R -
ielephone +44 {0)20 8247 1264 and online at www frcpublications com

This report, which includes the Directors’ remnuneration report on pages 55
to 65, explains how the Company discharges nts corporate govemance
responsibilities

The Board confirms that throughout 2011, the Company complied with
the provisions of the Code, with the following exception

Code provision Explanauon

(34 -The audit commsttee should
review arrangements by which staff of
the company may, In ¢onfidence, raise
concesns about possible improprieties
In matters of financial reporting or
other matters

The Board considered it appropriate
that this provision of the Code be the
responsibily of the ethics committee
which refers marters of improprieties
n maiters of financial reporting to the
audit committee

Board membership

The nominations committee monitors the composition and performance
of the Board and the composition of its committees Durning 2011, the
Board's composition changed with the appotntment of a new Chief
Executrve and two new independent non-executive directors Following
Andrew Shilston's retirement, the committee also agreed the proposed
appointment of a new Finance Director These appointments are
discussed n more depth in the nominations commttee report on

page 48

Roles and responsibilities

Sir Simon Robertson, as Chatrman of the Board of directors, is responsible
for leadership of the Board and ensuring Its effectlveness on all aspects of
its role John Rishton 15 the Chief Executve responsible for the leadershp,
operational and performance management of the Group, defined by the
strategy and business plan agreed by the Board The dvision of
responsibilities between them is set down in writing and agreed by the
Board and a copy of this document can be found on our website at
wwwirolk-royce com lain Conn is the Company’s Senior Independent Cirector

Role of the Board

The principal role of the Board s 1o ensure that the Group's strategy
aeates long-term success for the Group, within an acceptable risk profile,
and providing value for the long-term investor

The Board retans responsibility for the approval of certain matters which
affect the shape and risk profile of the Group, as well as tems such as the
annual budget and performance targets, the financial statements,
payments {0 shareholders, major capital investments, substanuial changes
to balance sheet management policy and ihe strategic plan

The dwiston of responsiblities between the Board and the executive team
1s set out In detail In a schedule approved annually by the Board, which
also defines those decisions which can only be taken by the Board

The day-to-day running of the Group 1s delegated by the Board to the
executive team under the leadership of John Rishion, the Chief Executive

Rolls-Royce Holdings plc Annual report 2011

To achieve s long-term success, the Board has set nself the following
tasks tor

- ensure the development of the Group's strategy, together with
monitoring of both 1ts achievement and the Group's risk appetite,

- ensure the safety of its products and 1ts people,

+ uphold the values of the Group, including 1ts brand and corporate

reputation,

oversee the quality and performance of managernent and ensure it is

maintained at world-class standards, through effective succession

planning and remuneration policies, and

maintain an effective corporate governance framework, with

transparent reporting

Directors’ induction and training

Newly appointed directors participate in a structured induction
programme and recerve a comprehensive data pack prowviding detailed
information on the Group An existing executive director acts as a mentor
to each newly appointed non-executive director, giving guidance and
advice as required Ongoing traiming 1s available for all the directors,
Including presentations by the executive team on particular aspects

of the business There 15 a procedure for directors to take ndependent
professional advice at the Company’s expense This 15 in addition

to the access every director has to the General Counsel and the
Company Secretary

(ssues

Operation of the Board and
govemance

Group strategy development and
current 1ssues

Financial structure

Facilitated by
Chawrman and Company Secretary

Chief Executive

Finance Director
General Counse!
Chief Operating Officer

Risk strategy

Operational strategy

Technology and engineernng issues Durector - Engineering and Technology
Key site visits Director — Engineering and Technology

Committee chairman internal or
external experts

Committee technical requirements

Shareholder relations

Communications with shareholders regarding business strategy and
financial performance are coordinated by a dedicated Investor Relations
department that reports 1o the Finance Directer Communications
regarding the general administration of shareholdings are coordinated by
the Company Secretaniat, reporting to the Company Secretary

The two pnmary written sources of information about the Group for

shareholders are the website (www rolls-royce com) and the published

Annual report, an online version of which s also available on the website

The website also carries a wealth of financial and other information about

the Group that includes current business strategy historlcal Ainanclal data, '
recent presentation materials as well as factual data about the Group's

businesses, products and services

The Group conducts a dedicated mvestor relatons programme with
institutional nvestors which includes various formal events during the
year, as well as a regular senes of one-to-one and group meetings

The purpose of the events 1s to highlight a particular issue, theme or
announcement that the Group believes warrants further explanation or
clanfication The events also provide cpportunities for shareholders to
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meet members of the senior management team to discuss topics of
interest Examples of these evenis m 201t were the preliminary and
half-yearly results announcements, the AGM, the announcement of the
intention with Daimler AG to acquire Tognum AG, the update given at

the Paris Air Show on trends in the civil and defence aerospace businesses,
the announcement with Pratt & Whitney to restructure the Group's
participation in IAE and form a new joint venture, the annual Investor
briefing, visits to the Group's sites, and industry conferences

The one-to-one and group meetings provide additional context around
the Group's business strategy and financial performance such that
shareholders are able to consistently and fawly value the Group's
businesses In 2011, around 350 meetings took place with 1,350 existing
and potential nstitutional shareholders Of those meetings, the Chief
Executive attended over 50 meetings and the Finance Director 30
meetings From a regional perspective, the majority of meetings took
place in the UK (approximately 250) with over 500 investors Forty
meetings occurred In the USA mvolving 90 investors and a further

25 European meetings included around 55 investors

As well as providing coniext and answering questions about the
announcements during the year, the principal areas discussed with
shareholders and potential Investors were the Group's continued
Investment over decades in complex technology, people and
infrastructure that creates high-cost barriers to entry, the breadth, balance
and diversity of the product portfolio that underpins the resilient financial
performance of the Group dunng this time of relative economic
uncertainty, the scate of the record order bock that provides opportunities
for operational leverage, the importance of the Group’s strong balance
sheet, the potential Impact of budgetary pressures, particularly in the
defence aerospace business, development of the services model in the
manne business, the options for future growth in the energy business and
the initiak views of the Chief Executive

Board and commuttee attendance 2011

Holders of ordinary shares may attend the Company's AGM at which the
Company highlights key business developmenis during the year and at
which shareholders have an cpportunity to ask questions The charmen
of the audrt, nominations, remuneration, ethics and risk committees

are avalable to answer any questions from shareholders on the work of
ther commitiees

The Annuat General Meeting (AGM)

Thus year's AGM will be held at 11 00am on Friday May 4, 2012 at the

QEll Conference Centre, Broad Sanctuary, Westminster, London SW1P 3EE
The Notice of AGM and the Annual report will be avallable to view on the
Group's website Shareholders unable to attend the AGM are invited o
vote on the busmess of the meeting by completing a proxy form and
returning it to the Computershare investor Services PLC (the Registrar)
Following agreement to receive electronic communications, shareholders
are able to vote online

The Company confirms that it sends the AGM notice and relevant
documentation to all shareholders at keast 20 working days before the
date of the AGM For those sharehclders who have consented to receive
communications electronically, notice 1s gven by emall or by written
notice of the avallability of docurnents on the Group's website

The Board

The Board met 12 tirnes during the year, seven of which were scheduled
Five meetings were called at short notice to discuss such issues as the
acquisition of Tognum AG, the provisicn of a new higher thrust version
of the Trent XWB to Airbus for the A350-1000 and the agreement of a
new joint venture with Pratt & Whitney to develop new engines for
future generation mid-size arcraft The attendance by individual
directors at meetings of the Board and 1ts committees in 2011 s shown
in the table below

Board Audit Remunesation Nominations Ethics Risk
Sir 5mon Rabertson (Chairman) : 12012} 33
Dame Helen Alexander ) na 5(5) 3(3) 3(3)
Lews Booth' } 6{6) 2(2) H2) 2A2)
Peter Byrom . 1012 33 ELE)]
Sir Frank Chapman? . 1(m o 0o{1)
1a:n Conn? R 9012) 4(4) 33
Sir Peter Gregson B 12(12) 4(5) 2(3)
James Guyette . 12(12) 22
John McAdam R 102 5(5) 33)
JohnNerl CBE N 11(12) 4(4) 33)
John Rishton N 1{12) 3(3) 2(2)
Sir John Rose* . 4(4) 0(0) 0(0)
Andrew Shilston® _ 1202 %)
Colin Smith B 12(12) 22)
lan Strachan . 16(12) 4(4) 33} 3(3
Mike Terrett 12(12) 2(2)

Figures i brackets denote the maximum number of meetings that could have been attended {seven Board meetings were scheduled and five calted at short notice)

The figures include meetings of the former holding company Rolls Royce Group plc to May 23 2031
! Lewss Booth was appointed as a non executive directar on May 25 2013

1 SirFrank Chapman was appointed as a non-executive director on Novemnber 10 2011

*1ain Cann attended $ix out of seven scheduled Board meetings

“ Sirjehn Rose retired as Chief Executive on March 31 2011

¢ Andrew Shilstan retired as Finance Dwector on December 31 2011 and was replaced by Matk Moms who joined the Board with effect from January 1 2012

Rolis Royca Holdings ple Annual report 2011
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There are currently 15 directors on the Board comprising the non-executive
Charman, the Chief Executive, four other executive directors and mine
non-executive directors Executive drectors are employees who have
day-to-day responsibilities as executives of the Group in addion to their
duties as directors Non-executive dwectors are not employees and do

not participate in the datly business management of the Group Each
executive director receives a service contract on appontment and each
non-executive director receives a letter setuing out the conditons of his or
her appointment (see pages 58 and 65, respectively, for further information)

The quality and broad expenence of the directors, the balance of the
Board's composition and the dynamics of the Board as a group, ensure the
Board's effectiveness and also prevent any individual or small group
dominating the Board’s decision making

Non-executive directors are appoinied for an inmal term of three years,
which may be extended with the agreement of the Board, although
reappointment 1s not automatic and their term of office is subject to
annual re-election by shareholders at the AGM Under Article 112 of the
Company’s Articles of Association, all directors (with the exception of
Sir Peter Gregson) will offer themselves for re-election at the 2012 AGM

The work of the Board in 2011
During the year, n addition io its routine business, matters considered by
the Board included

-+ an uwestment to create a replacement new disc facility at a site close
to Sunderfand,

- the resofution of the 1ssues ansing from the Qantas QF32 incident and
lessons learned,

+ the offer by Engine Holding GmbH, a joint venture with Daimler AG, to

acqurre the whole of the 1ssued share capital of Tognum AG,

the introduction and listing of a new holding company for the Group,

Rolls-Royce Holdings plc,

the mpact on the Group's people, its operations and its suppliers of

the earthquake in Japan,

- the withdrawal of support by the US Secretary of Defense of the F136
programme,

« plans to modernise the Group's IT nfrastructure,

- development of a new higher thrust version of the Trent XWB for the

Arrbus A350-1000,

the restructuring of the Group'’s participation in |AE with Pratt &

Whitney, together with a new partmership for a joint venture to

develop engines for future generation mid-size arrcraft, and

+ the effects of consolidation in the industry and the European
sovereign debt ¢risis

.

.

.

In addition, executive direciors and sentor executives, as appropnate)
supplied reports on business and financlal performance together wath
regular updates on health, safety and the environment, IT infrastructure
and disaster recovery arrangements, Corporate governance, corporate
affairs and quality and process excellence All Board committee charmen
provided verbal reports on the activities of their commuttee at the next
Board meeting In Septermber 2011, the Board held its annual day-Hong
strategy meeting, which included discussions with the presidents of each
of its business sectors and presentations on the ten-year financial plan,
customer relavions, delivery of the order book, technology acquisiion and
law-carbon technologies

Rolls Royce Holdings pic Annyal report 201

Independence of the non-executive directors

The Board apphes a rgorous process in order to satisfy nself that s
non-executive direciors remain independent by reviewing the
independence of the non-executive directors every year, based on the
cniteria n the Code This review was undertaken in November 2011 and the
Board concluded that all the nen-executive directors were independent in
character and judgement

The Code does not constder the test of ndependence to be appropriate
to the chairman of a compary However, Sir Sirmon Robertson did meet
the Code’s Independence critena upon his appointment as Chairman in
January 2005 His other external commitments are described on page 38

As referenced in the Chairman’s ntroduction on page 41, the Board will
agamn be asking shareholders to reappoint Peter Byrom as a director, even
though he has served as a director of the Group since January 1, 1997

Conflicts of interest

Directors have a duty to avoid a situation in which they have, or can

have, a direct or Indirect Interest which conflicts, or possibly may conflict,

with the interests of the Company unless that situatlonal conflict has been

authorsed by the Board The nominations committee has reviewed and ‘
autherised all directors’ situational conflicts and has agreed that while

directors are required to keep confidential all Company information,

they shall not be required to share with the Company confidential

informaiton received by them from a third party which s the subject

of the sauational conflict

Indemnity

The Company has entered into separate Deeds of Indemnity in favour of
its directors The deeds provide substantially the same protection as that
already provided to directors under the indemnity in Article 216 of the
Company's Articles of Associanon The Company has also reviewed,
arranged and mantains appropriate INsurance cover for any legal acuon
taken against its directors and officers

Board committees

The Board has established a number of commitees, the principal ones
being audit, remuneration, nominations, ethics and nisk A safety commntee
wili also be established during 2012 Terms of reference for each commutiee
are, or will be avallable, on the Group's website at www rolls-royce com

The membership, responsibilities and actvities of these commuitiees are
described in this governance report on pages 46 to 65

Executive committees |
During the year, the governance structure of the group below Board level
developed further with the establishment of the Executive Board as the
primary channel for executive approval The Executive Board, comprised
of all executive directors, carmes out a pre-approval review of those items
requinng the approval of the Board and acts as the pnmary approval
channel for matters below Board level, In accordance with the Group's
delegated authorities manual It establishes corporate prionties, assists the
Board in the development of Group policy and strategy, decides on senior
succession and makes recommendations to the nominations committee
n relation to succession to the Executive Board itself and to the GLT

At each meeting the Executive Board reviews the HS&E performance
of the Group, considers customet relations, reviews financial and operanonal
performance and recemves an update on potential acquisiions and disposals
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The GLT, which generally meets immediately after the Executive Board
meeting, receives an update from the Chief Executve on the work
ransacted at that meeting

The GLT's responsibilities are

&) to provide input and advice to the Executive Board on policy
and strategy,

b}to discuss Group performance, and

¢} o act as an important communicaiions forum between the executive
directors and the Group’s senior management

During the year, the GLT met on a face-to-face basis ten times and held
regular catch up meetings by teleconference between each of its
meetings Like the Executive Board, it routinely considers the HS&E
performance of the Group, customer relations and financal and
operational performance at each of its formal meetings In addition to its
routine business, the committee recewved presentations on such subjects
as the Group's anti-bnbery and corruption programme, the introduction of
worldwide all-employee global grading (together with the existing system
of performance appraisal/management), government refations and
product safety

In addrtion to the Executive Board and the GLT, the Operations Executive,
chared by the Chief Operating Officer, considers detailed cperational
ssues 1A its pursuit of world-class performance in terms of cost, quality and
delvery The Group's functions are placed under similar scrutiny by the
Functional Executive chaired by the Finance Director Each of the Group's
business segments have their own governance structures which broadly
mirror that of the holding company Meetings at sector level generally take
place a week ahead of the Execuive Board and GLT meetings

Rolls Royee Haldings plc Annyal report 2011
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Report from Lewis Booth
Chairman of the audit committee

I am pleased to present my first report
describing the work of the audit committee,
having taken on the role of chairman of the
commuttee from July 31, 2011

' would like to acknowledge the work of my predecessor, lan Strachan,
who took the charr at short notice n October 2010, ensuring the
committee maintained s critical appraisal The results of the recent Board
evaluation confirmed that the audit committee works well and has a good
relationship with the finance function, which | intend to continue under
my chairmanship

Membership
The committee (consisting of non-executive directors) met four times in
2011 and attendance by the members 1s shown in the table on page 43

During the year, KPMG {(KPMG Audit Plc - the external auditors), the Head
of Business Assurance and the General Counsel and Company Secretary
attended the meetings, together with the Chairman of the Board, Chief
Executive and Finance Director Ciher Board members and/or senior
executives attend meetngs at my invitation

The General Counsel, and the Head of Business Assurance, have direct
access to the commitiee

Responsibilities

The committee recommends the financial statements to the Board and
reviews the Group’s financial reparting and accounting policies including
formal announcements and trading statements relating to the Company’s
financil performance It oversees the relationship with KPMG and the role
and effectiveness of the internal audrt function {(business assurance) The
committee reviews the Group's procedures for detecting, monitoring and
managing the rsk of fraud and the Group’s nternal controls and systems
for assessing and miigating risk

The committee’s terms of reference are available on the Group's website at
www rolls-royce com

The Board's review of the sk management process and its statement

on internal control as required by the ‘Tumbull gurdance’s contained
on page 69

Rolls-Rayce HoldIngs pikk Annual repon 201

Work of the committee in 2011

Financial reporong

The committee reviewed the form and content of the Group's Annual
report and financial statements, half-yearly results anncuncement and
Intenm management statemenis In conducting s reviews of these
publications, the committee considered reports prepared by
management, business assurance and the external audttor

Amongst other things, these reports covered the key areas of judgement
and sources of estimation uncertainty desaibed in note 1 of the financial
statements, such as long-term aftermarket contracts, the carrying value of
ntangible assets, including the forecasts on which these are based,
post-retirement benefits, provisions, and contingent habilities

The focus at the meetings in February and July was on the Annual report
and financial statements and half-yearly results announcement
respectively, Including the going concern statement therein The May and
November meetings reviewed the interim management statements and
considered those matters which it was expected would require
consideratton ai the following half year and full year

Business assurance

In May and Novernber, the Head of Business Assurance presented a
summary of the reviews performed in the previous six months and the
results of control self assessment returns from the businesses The
committee reviewed the effectiveness of the internal control environment
and the progress an the phased increase In business assurance resources
It noted the mtroduction of audit committees a1 business sector level,
artended by KPMG, to improve the governance structure and, at the
November meeting, reviewed and agreed the work plan for 2012

In February, the Head of Business Assurance tabled a report on the
compliance with the Group’s policies in respect of expenses incurred by
the director's and other senior executives

Audtors ‘
KPMG presented its group audit strategy and plan and the proposed audit
fee and in February, the committee reviewed the directors’ representation
letter 1o be given 1o KPMG in respect of the Annual repon and considered
the independence and objectivity of the auditors

Non-audt fees

The committee reviewed non-audn fees charged by KPMG at each
meeting and performed 1t annual review of the imits for pre-approval of
nan-audit fees

Expenditure on audit and non-audit services 1s set out n note 7 1o the
financizl staternents

Other matters '
During the year, the committee received presentations on risk

management from the Chief Information Officer and the President of the

Gas Turbine Supply Chain The commuitee reviewed and amended s own

termns of reference including the removal of its oversight of the whistle-

blowing policy This will now be the responsibiity of the ethics committee,

subject to any financlal uregularity belng reported to the audit commitiee

Private meetngs

As part of the governance structure, during the year, the committee met
with the Finance Director, KPMG and the Head of Business Assurance In
advance of each meeting, | also meet the lead audnt partner in private
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Non-audrt services provided by KPMG
In order to safeguard audrtors’ ndependence and objectrvity, the
following pelicy 1s applied in relation to services provided by the auditors

Audit related services — the auditors undertake these services as 1t 1s work
that they must, or are best suited to, perform ft indudes formalities
relating to borrowings, grants, shareholder and other arculars, risk
management services, various regulatory reports and work in respect of
acquisittons and disposals,

Tax, accounting and mergers and acquisttions — the auditors are used for this
work where they are best suited to undertake it. All other significant
consulung work in these areas 1s put cut to tender,

All other advisory services/consulting — the auditors are generally prohibited
from providing these services, and

Audit committee pre-approval — this 1s required for non-audit fees exceeding
pre-determined thresholds which vary according to the nature of the
service being proposed As noted above, the audit committee reviews the
level of non-audit fees at every meeting

External auditors’ appointment

Annually, the committee reviews the effectiveness and performance of the
external audrtors with feedback from committee members, business
assurance and group finance The lead audit partner is required to rotate
every five years and other key audr partners are required to rotate every
seven years The current lead audit partner has served four years of his
term No contractual obligations restrict the committee’s choice of
external auditors The committee and the Board has recommended the
reappomntrment of the existing auditoss

Accordingly, resolutions to reappoint the external auditors, KPMG Audit Ple,
and to authonse the directors to deterrmine the auditors’ remuneration,

will be proposed at the AGM on May 4, 2012 | hope that you will vote 1n
favour of the resolutions as the directors Iniend to do In respect of therr
own shareholdings

Lew:s Booth
Charman of the audit commuttee

Rells-Royce Holdings ple Annual report 2011
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Report from Sir Simon Robertson

Chairman of the nominations committee

My first prionty Is to ensure that Rolls-Royce
has a strong leadership team

During 2010, the nominations committee was required to find a surtable
successor to Sir John Rose as Chief Executive Following a search process
with the assistance of independent consultants, the committee
unanimously agreed that John Rishton, who had already served as a
non-executive director for the previous four years, had all of the necessary
qualines to make a success of that role John Rishton became Chief
Executive at the beginning of Apnl 2011 on John Rose’s retrement

During 2011, Andrew Shilston expressed bis wish ta retire as Finance
Drrector at the end of the year The committee behieved strongly that the
new Finance Director should know the business well and therefore ideally
would be an existing employee Mark Morris 1s an ouistanding individual,
having served the Group ably for many years across many disciplines,
latterly as the Group Treasurer Following leadership evaluations
conducted independently by Korn Ferry and Egon Zehnder, the
nominations committee recommended Mark's appomntment, which was
announced In September 2011 Mark was invited to attend Board meetings
from the date of the announcement as part of his induction before
formally taking up the post on January 1, 2012

in addmion, the committee recommended the recrustrnent of two new
independent non-executive directors An independent consultant, MWM
Boardroorm Consultng LLP, was appointed to conduct the search The
committee recommended a persan of the haghest calibre in Lewss Booth,
the Chief Flnanclal Officer of Ford Motor Company Lewis was appointed to
the Board on May 25, 2011 and, after the publication of the intenm results
in 2011, took over the charmanship of the audrt committee from lan
Strachan, who had taken over the role on a acting basis from John Rishton

The second non-executive search conducted by MWM in the year was to
find a non-executive who could fulfil a role as chairman of a new safety
committee which the Board intends to form in 2012 We selected Sir Frank
Chapman who has spent over 37 years in the oil and gas ndustry, the last 11
years as Chtef Executive of BG Group (formerly British Gas plc) Frank joined
the Board on November 10, 2011 and has an extensive engineerng and
technological background, and experience n a safety consaious industry

Rolls-Royre Holdings plc Annual report 2001

During the year, the committee considered the tenure of office of the
existing non-executive directors and discussed, at length, plans for an
orderly succession to ensure the necessary skill sets continued to be
represented on the Board, reflecting the ncreasing range and
geographical spread of activities carned out by the Group

The commmtee also invited the execuive directors to attend one of its
meetings in 2011 to discuss detatled suiccession plans for the executive
directors and the GLT The committee considered carefully arrangements
to ensure that those executlves identified as potential successors would
recenve suitable development opportunities to brcaden their experience

Following the publication of the Davies Report, the cornmittee spent
some considerable time looking at the composition of the Board and
opportunities 1o Increase diversity on the Board in its widest sense by
considenng a number of potential non-executives of high calibre who
could clearly bring an additional dimension to Board debate Rolls-Royce
continues to be committed to developing a diverse workforce and equal
opportunities for all, mproving diversity at all levels of leadership and to
making appointrments based on menit at the most senior levels of our
organisation As already noted, the development of a diverse workforce
and equal opportunities Is governed through our Global Diversity and
Inclusion Steering Group, membership of which includes Board dwectors
and senir execuiives We expect to make demaonstrable progress in this
area by 2015

In support of our executive succession planning process, we coniinue
1o participate in the FTSE 100 Cross Company Mentoring Programme,
the objective of which 15 1o increase the pool of eligible sentor female
candidates for UK Board posittons We have also ssued guidance to
executive search companies outlining the importance of diverse
candidate short hists

In the autumn of 2011, JCA Partners LLP conducted a Board review

which took the form of a facilitated self-evaluation by the Board The
review included confidential, unattributable, one-on-ane interviews with
each Board member, the Incoming Finance Director and the HR Director
which covered corporate governance, Board effectiveness, strategy
development, sk management and Board and committee organisation,
composition, operation and dynamics All Board members unanimously
agreed that the Board was working as an effective whole The Board
reviewed the way it had operated dunng the Qantas inadent and
conducted a thorough lessons leamt’ exercise Following the arrival of a
new Chief Executive, and Finance Director, the Board 1s reviewing fuiure
key performance indicators and areas for discussion, which will enable it
10 assess how the agreed Group strategy is being executed The Board 1
reviewing the committee structure to optimise Its focus on safety Also, the
nominations commtiee will give increased focus to long-term succession
plannmng for both executives and Board members
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The principal role of the committee 1s to consider, and recommend for
approval to the Board, the appointment of surtable persons as directors
of the Company and to lead the process for such appointments The
committee ts also responsible for reviewing and overseeing senior
management development to ensure ordery succession planning at,
and mmediately below, Board level The full terms of reference for the
committee ate available on the Group's website at www rolls-royce com

Dunng 2011, the committee met three times and details of the members
who attended can be found in the table on page 43

In addrson to the work described above, the committee alse carnied out
the following tasks duning the year

+ reviewed its terms of reference,
+ considered the iIndependence of the non-executive directors,
- agreed 1o extend the terms of office of Peter Byrom and John Neill,
dealt with the authorisation of potential conflicts of Interest, reviewed
such authorsations previously agreed by the Board and recommended
therr renewal,
+ upon the resignation of the Company Secretary, recommended the
appointment of an Acting Company Secretary,
considered ume commitments of non-executive directors who had
declared addmonal directorships, and
considered the content of this repart

In condlusion, | would like to confirm that my first priotity as chairman of
the nominations commutiee and of the Board 1s 1o ensure that Rolls-Royce
has a strong leadershup team and &t follows that the commiitee will
continue 1o review, recommend and appoint the most able and
appropriate candidates

Sir Simon Robertson
Charrman of the nominations committee
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Report from lan Strachan
Chairman of the ethics committee

Conducting our business In accordance
with the highest ethical standards 1s critical
to the long-term success, profitability and
prosperity of Rolls-Royce

The ethics committee was formed in 2008 and consists exchusively of
independent non-executive directors During 2011, the committee met
three tmes and details of its membership and attendance can be found in
the table on page 43 The Drrector of Risk, who had executive responsibility
for ethics during the year, attended the meetings as did the General
Counsel and Company Secretary The Charrman of the Board, the Chief
Exequtive, the Head of Business Ethics and the Chief Comphiance Officer
were also invited to attend meetings of the commuttee on a regular basis

Responsibilities

The Board belteves strongly that the Group's business should be
conducted in a way that reflects the highest ethical standards and
established the ethics commuttee to

« review compliance with the Groups Global Code, which sets out
the principles and rules to be followed by employees when
conducting business,
- review recommendations on ethical matters made by external
regulatory authorities, or other bodies, and make recommencations to
the Board about whether these should be applied to the Group, and
monkor reports on Issues raised through the Group's confidential
reporting line and review the results of any subsequent investigations

The full terms of reference for the committee are avarlable on the Group's
website at www rolls-royce com

The work of the committee during 2011

Duning the year, the committee recerved reports on the ethics and
compliance programmes which continued the extensive activity
undertaken in 2010 Reports were received on the following key 1opics

Ant-bribery and corruption (ABC) comphance programme

In 2014, the Group reviewed its policies and procedures ahead of the
introduction of the UK Bribery Act (the Act) This work included updating
the Group's policies covering gifts and hosputality, as well as third party
intermedhanes and other related areas The Company also created a
compllance organkaten, led by a Chief Compliance Officer, to oversee
the introduction of the new procedutes and to enswre staff receved
appropnaie traming The Group was fully compliant with the new Act
upon fis Introduction on July 1, 2011
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Use of third party intermedianes

At each meeting, the committee recenved reports upon the Group’s use of
third party intermedianes The committee ensures that agreements with
intermediaries are subject to strict and continual review These reviews
cover matters such as payments to intermediaries, ther qualifications and
the busness case behind the necessity for thew use

Global Code and supporting polictes

At the July and November 2011 meetings, the commuttee reviewed the
Global Code, 1ssued In 2009 Following internal and external scrutiny of its
quality, which demonstrated that it continued to represent best-in-class
standards, it was decided that the Global Code would not require a major
update In 2012

Nevertheless, the committee agreed that continued traming and
communications should take place to ensure the Global Code mamntained
a high profile across the organisation New and updated policies in
support of the Global Code were reviewed and endorsed These included
policies covering ‘whistle-blowing’, conflicts of interest and competitive
inteligence These policies, supparted by approprate training and
communications activity, became effective duning the year

Confidential helphine reports

At each meeting the committee recerved reports on calls made to the
confidential reporting line {Tell Us) and the helpline {Ask Us) These
reports summarised the trends in the numbers of contacts, including
analysis by category of geographical spread and the outcomes of the
investigations undertaken Information on the nature of the higher nsk
cases was also reviewed

Global Principles of Business Ethics for the Aerospace and Defence Industry

At its February 2011 meeting, the committee agreed that Rolls-Royce
should sign a statement of the Glabal Principles of Business Ethics for the
Aerospace and Defence Industry As a signatory, the Group has committed
to follow programmes and policies that foster ethical business conduct
tore information about the Global Principles can be found at

www ifbec Info

The commitiee believes that Rolls-Royce mamntains an envirenment in
which all employees understand the standards of behaviour expected of
them and feel able to report any suspected breaches of the Global Code
and that conducting business in accordance with the highest ethical
standards Is aitical to the long-term success profitability and prosperity
of Rolls-Royce

lan Strachan
Chairman of the ethics committee
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Report from John Rishton
Chairman of the risk committee

We have a well established approach
to nsk management

The nisk committee 1s responsible for developing and, following Board
review and approval, mplementing the Group’s nsk management strategy
and mitigation policy ks full terms of reference can be found on our
website at www rolls-royce com All of the executve directors are
members of the committee and, during the year, the Director of Risk, the
General Counsel and Company Secretary and all of the members of the
GLT attended the meeting In 2011, the committee met twice and detalls
of the members who attended can be found i the table on page 43

The commuttee has noted the challenges made by the Financial Reporting
Review Panel (February 2011} as well as the recent summiary on Boards and
Aisk’ssued by the FRC (September 2011} We have made a number of
improvements in this area over the year, including expanding our
employee training and enhancing our focus in the Asla-Pacific region

Work of the committee during the year

In 2011 the commiitee conunued to discuss and agree proposed
additions, defetions and amendments to the top level corporate nsk
register and considered the mitigation of those rsks This s the
commeitee’s principal item of business at each meeting

At its meeting In June 2011, the Drector of the Product Introduction and
Lifecycle Management (PILM) programme gave a presentation on the PILM
process, which applies across all product programmes covening all of our
business sectors and geographucal locations The committee also reviewed
an iniyative to improve the Group's intelligence on political and country
risks as it enters new termmtones In addrion, it discussed the Group's
preparedness in respect of business continurty and crsis management

In November 2013, the commitiee considered a report from the Dwector of
Secunty on data prvacy Inaddition, it reviewed the Group's Insurance
programme [t also reviewed and recommended certain minor changes to
its terms of reference The committee also considered the format of ts
annual report on nsk to the Board which

+ set out the significant risks that it considered might have a financlal or
reputational impact to the Group and described the associated plans
to manage/mitigate the risks,
described changes that had been made to the nature and extent of
risks since 2010,
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+

illustrated the movements in the Group's risk profile over the past

five years,

- descnbed improvements that had been made to the nisk process,
tools and reports,

- reported on the status of the business continuity programme, and

+ provided an overview of the Group’s Insurance programmes

As noted in the Charman’s introduction, the Board, with the assistance of
the risk and audit committees, has determined the Group's approach 1o
the management of risk The committee ensures all of the risks on the
register are discussed at Board meetings, either in the normal course of
business or through specific reports The Group's key risks and
uncertainties are described in the table on pages 34 and 35, together with
highlights of how the nsk will be managed

Risk management

We recognise that managing risks 15 a vrial part of delivening our business
results Risks are defined as threats to the achievement of business
abjectves or to the continuing reputation of the Group and may anse
from a varety of internal or extemal sources Our managers are responsible
for applying the global nsk palicy in their day-to-day management
activities and promoting a culture of learming from and shanng prior
experience within their teams The quality of decisions 1s Improved by
employees taking responsibility for communicating key nsks 1o
appropriate levels of management

The nsk policy and nsk management process form a key element of the
Group's internal control system The structured process is used to identify,
assess, communicate and manage fisks at all levels of the organisation,
aided by an enterprise-wide software solution A dedicated enterpase risk
management team, now reporting to the General Counsel, 1s responsible
for disserminating the risk management process and tools throughout the
organisation A global network of risk champions, mentors and facilitators
helps share and embed best practice

Govemance
I

The 1op level corporate risk register reflects the outcomes of business unit,
programme and function nisk reviews Risks and associated actions are
owned by a senior executive, reviewed and discussed by the nsk
commiitee and communicated to the Board The nsk management
process 1s continually improving and has been in place throughout 2011
and up to, and ncluding, the date of approval of this Anmual report

The Board's review of the nisk managemeant process and its statement
on internal control as required by the Turnbull guidarice’ s contained on
page 69

John Rishton
Chawrman of the nsk commitiee
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Report from Dame Helen Alexander

Chairman of the remuneration committee

Our commitment remains to align pay
with performance

Rolls-Royce has followed a consistent strategy 1owards executive
remuneration over many years We belleve that a significant proportion
of senior executives' remuneration should be made up of performance-
related incentives so that overall reward is closely aligned to the creation
of long-term stakeholder value These principles are well-established in
Rolls-Royce In our report this year, we are showing the link between
performance and remuneration i Rolls-Royce even more clearly

Base salanes

Base salaries are set by the commuittee at levels required 1o recrurt and
retain high quality senior executives with reference to the marketplace for
companies of similar size, global reach and complexity, taking account of
pay elsewhere in the Group Salanes are set annually on March 1 wrth
performance taken into account

Annual bonus outcome 2011

It s an important principle of the Rolls-Royce executive bonus
arrangements that no bonus can be paid to anyone unless the entire
Group has achieved the financial targets set by the committee During
201, the Group delivered 21 per cent growth in underlying profit before
tax and, before the cost of acquisition and foreign exchange translation
effects, a net cash inflow of £210 milllon This strong performance was
achieved In challenging economic circumstances whilst maintaining the
long-term investment programmes needed to deliver our record order
book and future growth

The committee is satisfied that the annual bonus outcome for the
executive directors for 2011 appropriately reflects these results and the
significant value delivered to all stakeholders

For executive directors, 40 per cent of the bonus s delvered in deferred
shares which must be held for a period of two years

Rolls Royee Holdings ple Annual report 2011

2011 PERFORMANCE

Underlying profit before tax (Em)

+21%

Order book (£bn)

+5%
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Performance Share Plan {(PSP) outcome 2009-2011

The long-term incentive plans at Rolls-Royce are designed to reward
long-term value creation, are calculated over three years and measured
against Total Shareholder Return {TSR), earnings per share and cash
generation Against all these measures Rolls-Royce has performed well
The Rolls-Royce share pnce, for example, has increased by 187 per cent
between March 10, 2009 {date of grant for the 2009 PSP award) and
December 31, 2011, compared to an increase in the FTSE 100 index over
the same period of 58 per cent This has benefited all Rolls-Royce
sharehclders including many employeas We have arrangerments such as
ShareSave which we put in place specifically to encourage employees to
have a long-term interest In our success The March 2009 PSP award was
made on the basis of a share price of 26042 pence By the close of the
three-year performance penod in December 2011 the share price had
increased 10 74650 pence

The following chart tracks the value of £100 invested In Rolls-Royce shares
{to be dear, without taking account of dvidends) versus the FTSE 100
index from January 1, 2009 to December 31, 2011, n ine with the
performance period for the March 2009 PSP award

Rolls-Royce TSR over the ten-year penod 1o December 31, 2011 was 372 per
cent Only 69 of the companies which made up the FTSE 100 at the
beginning of that pertod are stll trading independently and the median TSR
amongst these 69 companies over the same ten-year peried 1s 30 per cent

Total returns over the period to December 31, 2011

FTSE 100 Rolls-Rayce
Last year 1% 13% |
Last 3 years 30% 116% |
Last 5 years 4% 71%
Last 7 years 48% 217%
Last 10 years 0% 372% |

Rolls-Royce Holdings plc Anpual report 2011

LONG-TERM PERFORMANCE
Rolls-Royce versus FTSE 100 TSR growth in each performance year

FTSE 100 Rolls Royce
2009 - P95 o, %
2010 A 9% | A 3%
201 A | H13%
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QOver the three-year performance perod for the 2009 PSP grant, our
performance in terms of cash flow and earnings per share was sufficlent
to release 100 per cent of the conditional shares orniginally granted The
Company's TSR was etghth in the FTSE 100 over the three-year
performance period This TSR performance tnggers an increase of 50 per
cent In the shares released to executive directors and other members of
the GLT and an increase of 25 per cent for other executives The value of
the shares vesiing under the PSP scheme for the three-year performance
period to the end of Decernber 2011 has been estimated using the share
price as at December 31, 2011 (the actual value wilt depend on the share
price at the vesting date in March 2012) Executives must retain 50 per
cent of the shares they receive under the scheme until they retire from
the Company or achieve a minmum shareholding requirernent which is
200 per cent of salary for the Chief Executive or 150 per cent for other
executlve directors This ensures the directors have a personal financial
nterest in the long-term success of the business

Remuneration and opportunities for other employees

All employees worldwide have the opportunity to benefit fiom our
success through participation in our globat bonus and share plans All
employees who were with us throughout 2011 will be recenving a bonus of
at least two weeks’ pay as a resuk of our 2011 performance More than a
third of our employees currently participate In our global ShareSave plan
Mare than 6,000 paructpate m our SharePurchase and ShareBonus plans
which allow employees to purchase shares on a regular basis and to
convert bonus payments inta shares It is worth noting that Rolls-Royce
employees also enjoy competlihve salarles, benefits and career
opportuniites which are made possible through the Group's robust
performance In recent years

The work of the committee during 2011

In February 2011, the committee endorsed the outturn for bonus and
long-term ncentive plans h also considered a benchmarking report by
Delortte LLP and assessments of performance before approving salary
increases for senior executives The committee approved the terms for the
appointment of the Group HR Director and considered a draft of the
Directors’ remuneration report which it agreed to recommend to the
Board for approval

In May, the committee selected the Organisation for Econemic Cooperation
and Development (OECD) ndex of consumer pnces as a measure of the
earnings per share (EPS) growth hurdle for the PSP 2011 grant In 2Q11, 1t was
confirmed that the personal element of management bonuses woukd be
based on overall performance development ratings rather than on the
achlevernent of specific performance objectives, thereby strengthening the
link between overall performance and reward The committee also agreed
the basks for the launch of the 2011 ShareSave offer
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in September, the committee considered the principles to be apphed
when setting bonus targets and discussed, in particular, whether the cash
hurdie could be refined It also considered the terms of appointment for
the new Finance Director Shareholders are asked to note that in line with
the policy applied elsewhere in the Group, the Finance Director’s salary
has been set at a level which 1s at the lower end of a market competitive
range, allowing headroom for future performance-related growth

In Novernber, the commuttee discussed the Departrent of Business
Innovation and Skills (BIS) consultation paper referred to above and agreed
its response It also reviewed the ‘Principles of Remuneration' issued by the
Associanon of British Insurers (ABI) in September 2011 and resolved 10
make every effort to ensure it complied with its overarching principles

In December, the committee considered the nature of the bonus and PSP
targets to be set for 2012 The committee discussed the methodology
apphed by Deloitte LLP when benchmarking senior executive salaries
against current market practice

Directors’ remuneration report

This year's remuneration ieflects a strong performance against all
measures of success Rolls-Royce has achieved record underlying revenues,
underlying profits, and has a record order book which should ensure that
the business will remain strong for many years to come We support the
clear message on executive remuneration sent by BIS in the UK that
‘generaus rewards for leading executives are not an tssue where executive
rernuneration s wellstructured, clearly linked 1o the strategic objectives of
a company, and which rewards executives that contrbute 1o the long-
term success of that company’ The committee’s view Is that the
performance of the Group, backed by the growih in the Rolls-Royce share
price In recent years, warrants the rewards which our executives will
recewve In 2012

Dame Helen Alexander
Chairman of the remuneration commuttee
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Directors’ remuneration report

Membership of the remuneratton committee

The remuneration committee, which consists entirely of non-executve
drectors, met five times in 2011 and details of those members attending
can be found in the table on page 43 Peter Byrom retired as a member of
the remuneration committee on February 8, 2011 He continued to attend
meetings by invitation Sir Frank Chapman was apponted as a member
of the commuttee on November 10,2011 Sir Simon Rebertson, Charman,
John Rishton, Chief Executrve, the Director - Human Resources, the

HR Director - Performance, Reward and Recognition and the General
Counsel and Company Secretary routinely attended the meetings and
the committee invited the Finance Director to attend for certain tems

of business None of these executives were present during any discussion
of their own emoluments

Responsibthties

The committee 1s responsible for making recommendations to the Board
on the Group's policy regarding executive remuneration and determines,
on the Board's behalf, the specific remuneration packages of the
Chairman, the executive directors and a number of senior executives

The main components of remuneration

Acopy of the committee's terms of reference 15 available on the Group's
website at www rolls-royce com

Advice tothe committee
Duning 2011, the committee had access to advice from

- Delotte LLP !,
+ Kepler Associates, and
« Freshfields Bruckhaus Ceringer LLP, the Company's lawyers

1 Delorte LLP adwsed the Group on tax assurance pensions and corporate finance and
Deloitte MCS Limited provided consuiting services

The remuneration policy framework

The Group aperates in a luighly competitive, nternational market Its
business 1s complex, technologically advanced and has long time

honzons The Group 1s committed to achieving sustamned improvements in
performance and this depends crucilly on the indmidual contributions
made by the executive team and by employees at all levels The Board
therefore believes that an effective remuneration sirategy plays an
essential part in the future success of the Group

The main components of remuneration for all executives worldwide compnse base salary, annual Incentive arrangements, share-based long-term
incentives and benefits Executives are also entltled to participate in all-employee share plans

Companent Summary

Tune frame Main features

Set by the committee at levels required to recruit and
retain high quality senior executives with reference to the
marketplace for companies of similar size mnternational ity
and complexity and taking account of pay elsewhere in
the Group

Set with reference 1o the median of market practice

Base salary

Normally set annually on March 1 Performance I1s
taken into account

Not applicable

Annual incentive
Measures set by the committee based on underlying

Annual Performance
Related Award plan

Compulsory deferral of 40 per cent of bonus into
shares

One year plus two
year deferred

[APRA} profit, cash flow and indvidual objectves and alement Bonus potential
performance - for on target performance - 75 per cent of salary for
Strong link between performance and remuneration executrve directors, and 81 per cent for Chief Executive
Promotes share ownership and encourages decisions 1n - formaxamum performanice - 125 per cent of salary for
the long-term mnterest of shareholders executive directors, and 135 per cent for Chief Executive
Bonus can be increased by up to 20 per cent to
reflect exceptional personal perfarmance
Shares vest afier two years subgect 1o continued
employment
Performance Share Share-based long-term incentrve Three years 50 per cent must be held unul retirement or the

Plan (PSP Conditional on corporate performance
Measuras based on Cash Fow Per Share (CPS), TSR and an

undeflying earmings per ordinary share hurdle (EPS)

minimum shareholding reqguirement s met

Potential

- formaxirmum CPS performance — 100 per cent of
salary for executive duectors and 120 per cent for
Chief Executve.

- formaximum CPS and TSR performance - 150 per
cent of salary for execuuve duectors and 180 per cent
for Chief Exacutive

Shares vest after theee years provided performance

critena are met

All-employee share
plans

ShareSave Plan - & savings-related share opuion plan

discount 1o the share price at date of grant

‘Free Shate element of the Share incentive Plan (SIP} where
UK employees recenve shares as pan of any bonus paid
‘Partnership Share element of the SIP under which UK
employees may make regular purchases of shares from
pre-tax income

available to all employees allowing purchase of shares at a

ShareSave options may be exarcised 1n three or five
years from the date of grant

Shares under the SIP vest after five years free from
income tax and national insurance

Not applicable

In addaion tothe abowe pension and other benefits which are competitive in local markets are pionvided

Rolls Royce Holdings ple Annwal repart 2011
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Accordingly, we remain commiited 1o a remuneration policy which, whilst
sufficiently flexible to take account of future changes In the Group's
business environment and in remuneration practice, will continue to
reflect the following broad principles

« the remuneration of executive directors and other senior executives
should reflect thelr responsibilities and contain incentives to deliver
the Group's performance objectives without encouraging excessive
nsk taking,

remuneration must be capable of attracting and retaining the
individuals necessary for business success,

total remuneration should be based on Group and indnidual
performance, both in the short and long term,

the system of remuneration should establish a close identity of
interest between senior executives and shareholders through
measures such as encouraging the senior executives to acquire shares
inthe Company Therefore, a significant proportion of senlor executive
remuneration will comprise share-based long-term incentives, and
when determining remuneration, the remuneration committee will take
nto account pay and employment conditions elsewhere in the Group

N

The committee reviews regularly both the competttiveness of the Group's
remuneration structure and its effectiveness In incentivising executives t©
enhance value for all stakeholders over the longer term

Base salaries

The committee has commisstoned a range of salary benchmarks from
Deloitte LLP The benchmarks have been prepared using ther company
size and complexity methodology

All salary increases must be justified on the basis of performance and are
not automatic The committee s nformed of pay and condrtions
elsewhere in the Group and these are 1aken into account in determining
remuneration for the execuiive directors

Annual incentives
Executive directors and selected senior executives participate in APRA For
UK participants, APRA awards do not form part of pensicnable earnings

Target and maximum APRA bonus opportunity

The committee considers that there should be a continuing emphasis on
those at-nsk elements of remuneration, such as annual and long-term
incentives, which directly influence the performance of senior executives
For the Chief Executive, a 162 per cent maximum bonus opportunity
means that 62 per cent of combined basic pay and bonus opportunity s
directly related to annual financial and personal performance

Under APRA as operated in 2011, executive directors were eligible for
awards in accordance with the 1able below

Target bonus Maximum bonus

{as a % of salary) {as a% of salany)'
James Guyette 75| 125 |
John Rishton 81| 135 |
Andrew Shilston 75 | 125 ]
Colin Smrth 75 | 125 |
Mike Terrett 751 125 |

' Itts possible for a bonus award to be increased by a further 20 per cent to reflect exceptional
personal performance Therefore the overall maximum was 162 per cent for the Chuef Executive
and 150 per cent for the other executhve directors
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The committee has determined that the bonus in respect of 2012 will be
operated on substantially similar terms to 2011 except that access to bonus
earned through profit performance will now be determined by cash flow
based on a linear scale rather than by an alt-or-nothing hurdle The
committee s mindful of corporate, environmenial, social and governance
risks when setting personal objectives There will be no change to the
maximum bonus opportunities for executive directors

APRA performance measures
For 2011, the performance targets operated so that three Group
under lying profit targets were set 1n respect of bonus levels as follows

(% of maximum)

Base . 30
Stretch (1) 60
Stretch (2 100

The bonus payable was also subject to a cash flow hurdle

For 2011, the performance outturns which resulted in the APRA bonus
outturns were as follows

Cash flow hurdle Cash flow* for the year was £216 million which exceeded
the cash flow hurdle

Group underlying Group underlying profit* was £1,119 milion which

profit exceeded the Base and the Stretch (1) target but was less
than the Stretch (2} target The performance resulted in
achievement of 90 per cent of the maximum

= Cash flow and Group underlying profit are prior 10 the impact of unbudgeted acquisition
adjustments and exclude the effect of unbudgeted foreign exchange translation where material

Deferred APRA

For executive directors and other senior executives, 40 per cent of APRA 15
delivered in the form of a deferred share award in the Company’s shares
For other participants n APRA, 33 per cent 1s delivered in the form of
deferred shares Details of deferred shares held under the plan are shown
in the table on page 63

A participant who is granted a deferred share award under APRA must
normally continue to remain an employee of the Group for two years from
the date of the award in order for the shares to vest, although shares will be
released early n certan crcumstances including retirement or redundancy

The value of any deferred share awards ts denved from the annual bonus
alterla and is therefore dependent on personal and bustness financial
performance This arangement provides a strang link between
performance and remuneration, promaotes a culture of share ownership
amongst the Group's senior management and encourages decisions in
the long-term interest of shareholders
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Other annual incentives

The same financial targets as set for APRA are used for the Managers’
Bonus and All-Employee Bonus Scheme (AEBS) The Managers' Bonus
typically enables managers warldwide 1o recerve a bonus of up to ten per
cent of pay and the AEBS up 1o two weeks' pay, based on corporate and
business performance Participants In APRA or the Managers’ Bonus do not
participate in the AEBS

PSP

The PSP 15 designed 1o reward and incentivise selected sentor executives
who can influence the long-term performance of the Group The size of
awards under the PSP take into account competitive levels within the
marketplace for UK companies of a similar size and complexity to the
Group In 2011, John Rishton received a conditional award of shares with a
market value at the time of grant of 120 per cent of his annual salary
prorated to his date of appointment as an executive director on March 1,
2011 He also receved a special award detalled on page 65 The 2011 grant
for other executive directors was 100 per cent of therr annual salary, for
business heads 80 per cent, and 65 per cent for other members of the
Group Leadership Team

Under the rules of the PSP selected senior executives are granted
condtional share awards entitling them o a number of shares deterrmined
by reference 1o corporate performance over a three-year performance
penod The measures of corporate performance are CPS, EPS and TSR
These measures are considered particulary important in generating
shareholder value and are explamned in more detall In the following table
There 1s no retesting of the performance critena and no automatic vesting
in the event of a takeover In the three-year perniod to December 31, 2011
the Company’s financial and TSR performance generated 100 per cent of
the number of shares conditionally granted in 2009

Ralls-Royee Holdings plc Annual report 2011

Performance measures

Performance condition over

three-year penod
If EPS growth exceeds the hurdle
the number of shares vesting will
be determined in accordance
with the CPS targets
If EPS growth does not exceed
the hurdle - zero vesting
Below threshold cash flow target
-zerovesting
Threshoid cash flow target -
30 per cent vesting
Vesting will increase on a
straight-ine basis between
30 per cent and 100 per cent
50th percentile [median} and
below - no additional vesting
Above 50th percentife (median}
-vesting will be enhanced by
25 per cent For executve
directors and selected senior
executives a straight-ine basis
will operate from 25 per centto
50 per cent enhancement for
upper quartle T5R performance

Vesting citena

EPS growth

Purpose of the measure
Hurdle 1o ensure any

payouts are supported
by sound profitability

Aggregate CPS | Incentivise generation
of cash flow In line with
the Group's strategy

TSR performance| Align interests with
aganst FTSE 100 | shareholders by
index rewarding aut-
performance of
FTSE 100 returns

The profit hurdle for the 2012 grant will require EPS to show real growth by
exceeding the OECD index of consumer prices

The following CPS targets will apply to the grants to be made in 2012

Aggregate {PS over Percentage of maximum
three-year performance penod award released

56p 30
83p 100

The commitiee believes that these (PS targets are challenging and that
the performance necessary to achieve awards towards the upper end of
the range s stretching They should not, therefore, be interpreted as
providing guidance on the Group's performance over the relevant period

PSP awards granted in 2012

For 2012, the size of awards under the PSP will be unchanged from 2011
{except for the addiional special award made to John Rishton on his
appointment) and will be as follows

PSP award

PSP award maximum

(as a % of salary) {as a % of salary)
James Guyette 1. 100 | 150 |

Mark Moirs ] 100 | 150
John Rishton ] 120 | 180 |
Colin Smith 1 w00 | 150 |
Mike Terrett 100 | 150 |
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Share retention policy

The commiitee believes it 15 important that the interests of the executve
directors should be dosely aligned with those of shareholders The
defened APRA award and the PSP provide considerable aignment
However, paruicipants in the PSP are also required to retain at least one half
of the number of after 1ax shares released from the PSP, unul the value of
therr shareholding reaches 200 per cent of salary for the Chief Executive
and 150 per cent for other execuive directors When this level is reached, it
must be retained until retirernent or departure from the Group Details of
the executive directors’ share interests are set out on pages 61 to 65 The
current executive directors have each complied with the minimum
shareholding requirement

All-employee share plans

The committee believes that share-based plans make a significant
contribution to the close nvolvement and interest of all employees in the
Group's performance Executwve directors are eligible to participate in the
Group's all-employee share plans on the same terms as other employees

1) the ShareSave Plan - a savings-related share option plan avatlable to all
employees In the UK, this plan operates within UK tax legislation
{including a requirement to finance the exercise of the option using the
proceeds of a monthly savings contract) but the key principles are
applied globally The exeruse of the option 18 not subject 1o the
achievernent of a performance target,

1)) the ‘Free Share’ elernent of the SIP under which UK employees may
receive shares as part of the Company component of any bonus pard
The SIP attracts tax benefits for UK employees, and

w)the ‘Partnership Share’ element of the SIP under which UK employees
may make regutar purchases of shares from pre-tax income

Benefits

Executive directors and senior executives are entitled to a company caror
car allewance, private medical insurance and financial counselling James
Guyette s entrtled to a housing allowance and the costs of additional
housing are met for Joha Rishton and Mike Terrett

Service contracts

The commuttee’s policy is that executive directors appointed to the Board
are offered notice perods of 12 months The commiittee recognises that in
the case of 2ppointments 10 the Board from outside the Group, it may be
necessary to offer a longer inltial notice period, which would subsequently
reduce to 12 months after that iniial period

The committee has a defined policy on compensation and mitigation to
be applied in the event of a UK director's contract being terminated
prematurely In these circumstances, steps are taken to ensure that poor
performance 15 not rewarded When calculating termination payments, the
committee takes into account a range of factors including the drector’s
obligation to mitigate his or her own loss
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The following table summarises the terms of the executive directors’
service contracts

Date of Unexpired Notice petlod Notice period
<contract term Gfoup Ingividual
lames Guyette { 29 Septernber 1997|  Indefinite 30days|  30days
Mark Morns | 1January 2012] 1zmonths| 12months|  &months
JohnRishton | 10 March 201 | _12momths|  12months] 6 months
ColinSmeh | 1July 2005] 12months| 1Zmeonths| 6 months
Mike Terrett | 1 September 2007) 12 months] 12 months) 6 months |

' James Guyette has a contract with Rolls-Royce North Amaerica Inc, drawn up under the laws of
ihe Siate of Virginia, US. ik provides that on termination without cause heis entitled to
12 months severance pay without mitigation and th additlon apprepriate relocation costs

External directorships of executive directors

During 2011, James Guyette was chairman of PrivateBancorp Inc and a
director of priceline com Inc Andrew Shilston was appointed as a
non-executive director of Circle Holdings plc on August 5, 2011 In each
case the diector retained the relevant fees from secving on the boards of
these companies, as shown in the table below

External directorship fees

Pay ment received £000
James Guyette ' ? 10z |
Andrew Shilston 16 |

! James Guyette was pad in US dollars translated at £1=U5$1 5037

¥ Inadditiontcanannualfee James Guyette recerved 3.621 Restncted Stock Units (RSUs) at US$13 81
per share In PrivateBancorp Dunng 2011 3,651 RSUs vested He was granted 366 shares of
restncted stock at US$464 79 per share n pnceline com During 2003 832 shates of restntied stock
vested at US546913 per share and 333 shares of restricted stock vested at US5464 79 per share,

TSR over five years

The Company’s TSR performance over the previous five years compared to
a broad equity market index 1s shown inthe graph betow The FTSE 100
has been chosen as the comparator index because it contains a broad
range of other leading UK listed companies

The graph shows the plc growth in value of a hypothetical £100 holding

n Rolls-Rayce Heldings plc {previously Rolls-Royce Group plc) ordinary
shares over five years, relative to the FTSE 100 index The values of the
hypothetical £100 holdings at the end of the five-year period were £19400
and £10790 respectively
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Directors’ aggregate emoluments (audited)

The indmidual directors’ emoluments are analysed as foliows

0m 2010
Annual
Basic Bonus Cash Taxable Aggregate Aggregate
salary/fees (APRA) . e benefits * I . ents *

£000 £000 £000 £000 £000 £000

Executive directors | j
James Guyettes 499 561 - 64 1,124 | 1120
John Rishion ® 739 898 125 148 1,910 | &
S John Rose? 217 - - 9 226 2,299
Andrew Shilston ® 580 657 - | 18 1,255 1308
Colin Smith 455 546 14 20 1,135 1,027
Mike Terrett 543 619 - 115 1,277 1270
3,033 3,281 239 374 6,927 7093

Non-executive directors

Dame Helen Alexander 74 - - - 74 &7
Lewis Booth® 44 - - - 44 -
Peter Byrom 60 - - - 60 55
Sir Frank Chapman " - - - 1 -
fain Conn 72 - -1 - 72 | 65
Sir Peter Gregson 60 | - - | - 60 | 55
JohnMcAdam 60 | - - -1 60 | 55
John Neill CBE 60 | - -1 -1 50 55
Sir Simon Robertson 370 - - 15 385 386
lan Strachan 86 - — — 86 71
3,930 3,281 239 389 7,839 7902

date of award The Trustee will acquire the required number of shares atthe prevailing market price by March 31 20i2

annyal allowance kmits with any excess paid as a cash allowance

Fon executive directors, 60 per cent of APRA 1s delivered incash and 40 per cent 15 delivered in the form of a deferred share awarg Shares forming part of the bonus under AFPRA have been valued at the
Colin Smah recetved a cash allowance in lleu of future pension accrual John Rishten recesved employer contributions into the executlve defined contribution pension arrangement restricted to the

Taxable benefits may include the following a car or caraflowance the use of a driver private medical insurance and financial counselling i the case of James Guyette, a housing allowance and cub

membership fees inthe case of John Rishton the figure above includes school fees (for ane school term following his appointment) pald on his behalf snd the tax charge onthat benefit paid by the

Group, inthe case of John Rishton and Mike Temest the figure In the above table includes additionat housing costs paid on their behalf and the tax charge on that benefit paid by the Group
Aggregate h exclude contrib s Detalls of the directors pensicns are set out on pages 60 and 61

tames Guyette was paigin US dollars translated at £1 = US$1 6037

John Rishton was apponted as an executive director on March 1 2011
Str John Rose reured as an executive director on March 31 2011

Andrew Shilston retired as an executive director on Becember 31 2011
Lewls Booth was appointed as a non executive director on May 25 2011

> = e

® Sirfrank Chapman was appointed as a non executive directar on November 10, 201

Payments made to former directors of the Company (audited}
John Cheffins retired from the Board on September 30, 2007 He has continued in his role as Chairman of Rolls-Royce Fuet Cell Systems Limited and
provided non-executive advice to the energy business He was paid £47,617 and benefits totalling £4,770 in 2011 (paid iIn Canadian dollars translated at

1= CADS15862) Dr Mike Howse retired from the Board on June 30, 2005 He has continued to be retained by the Group for his expertise in engineering

and was paid £34,650 in 2011

Aol Royce Holdings plc Annual report 2013
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Pensions (audited)

The Group's UK pension schemes are funded, registered schemes and were
approved under the regime applying until Apnil 6, 2006 They iInclude
defined benefit pension schemes, providing at retirement, a pension of up
1o two thirds of final remuneration, subject to HM Revenue & Customs limits

Sir John Rose retired on March 31, 2011 and was zlready in receipt of his
pension John Rishton was appointed to the Board on March 1, 2011 and
recetved employer contributions inte the executive defined contribution
pension arrangemernt restricted to the annual allowance fimits with any
excess paid as a cash allowance The cash allowance is calculated as
equnvalent to the cost of the pension contributions allowing for naucnal
Insurance costs

Andrew Shilston was a member of one of the Group's UK pension
schemes unul his reurement on December 31, 2011 He was also a member
of the Rolls-Royce Supplementary Retirement Scheme (the Scheme) The
purpose of the Scheme 15 to fund pension provision above the
pensionable earrings cap which was imposed on approved pension
schemes by the 1989 Finance Act Membership of the Scheme 1s restricted
to executive directors and to a mited number of senior executves
Employer contributions to the Scheme dunng 2011 have been added to
the increase in transfer value over 2011 for the registered defined benefit
plans, and are therefore Included in the figures shown in the final two
columns of the first table below Andrew Shilston was replaced on the
Board by Mark Marms with effect from January 1, 2012 His pension
disclasures will be reported in the 2012 Annual report

Mike Terrett opted out of future pension accrual with effect from April 1,
2006 and started to recerve his pension from November 1, 2009 Since
starting to recerve his pension, he does not accrue any further pension
benefit or allowance in lieu of pension benefit from his ongoing
employment with the Group

Colin Smith opted out of future pension accrual with effect from Apnil 1,
2006 He recerves a cash allowance in lieu of future pension accrual Had
he elected to continue to accrue pension the estimated cost of that
accrual would be tugher than the cash allowance being paid in lieu

James Guyette parncipates in pension plans sponscred by Rolls-Royce
North Amerka Inc He Is a member of two defined benefit plans in the US,
one qualified and one non-qualfied He accrues a retirement lump sum
benefit In both of these plans The aggregate value of the retirement iump
sums accrued in these two plans, and the transfer values of these benefits,
are shown In the second table below In addition, James Guyette 1s a
member of two 401(k) Savings Pians In the US, one quakfied and one
non-qualified, to which both he and his employer, Rolls-Royce North
Amenca Inc, contribute He is also a member of an unfunded non-
quahfied deferred compensation plan in the US, to which his employer
makes notional contrnbutions Employer contrnibutions to these three plans
during 2011 have been added 10 the ncrease tn iransfer value over 2011 for
the defined benefit plans, and are therefore inciuded in the figures shown
in the final two columns of the second table below

The transfer values in the tables below have been calculated on the basis
of actuarial advice

Detatls of the pension benefits, which accrued over the year in the Group's registered UK defined benefit pension scheme', are given below:

Transfer value of
Increase/decrease Increase in Increase/decrease
Increasein accrued n accrued Total accrued Transfer value as at transfervalue over naccrued
pension during the pension during the  pernsion enttlement Transfer value of Dec 31 2010 0f 2011 net of the pension over 2011
yearended year ended atthe yearended accrued pengion as accrued pension at membersown  net of the member's
Dec 31 2011 Dec 31 20112 Dec 3 201t at Dec 3t 2011 ¢ that date * contributions own connbunons ®
£000p2 £000pa £000pa £00Q £000 £000 £000
S John Rose ® 4 (o] 457 10457 | 8628 | 1629 | (199)
Andrew Shilston ? . 3 2] 20 575 | 42 ] 327 | 233
Colin Srnith 2 2| 302 6002 | 4267 1535 | 613
Mike Terrett t [3]] 241 5666 | 4739 927 | [iL:}
Transfer value of
Total accrued Transfer vatlue as at increase in increase In accrued
Increase 1n socroed Increaseinaccrued  retirement lurmp sum Transfer value of Det 31 2010 of transfervalue over  retirement lump sum
fetirement lump sum tetrement lump enutlenent at the accrued retirement accfued retrement 2031 net of the over 2001 netof the
dunngtheyear  sumdunngiheyeas year ended lump sum as at lump sum atthat member’s own members own
ended Dec 31 2011 ended Dec 31 20117 Dec 31 2001 Dec 3t 2011 date contibutiors contnbutiors *
£000pa £000pa 1000pa £000 £000 £000 £000
James Guyette 125 | 52 | 965 | 965 | 839 | 520 | 486 |

-

enhanced protection from A day For Sir John Rose and Mike Terrett, the pensiors shown 15 Lhe annual pension in payment at December 31 2011

IS

Members of the schemes have the option to pay Additienal Yaluntary Contributions Neither the contributions nor the resutting benefits are included in the above table.
This column shows the increase/decrease in pensionvreturement lump sum during the year ended December 21 2011 but in this case excluding the effect of inflation
The pension entitlement shown is that which would be paid annually on retliement, based on service to the end of the year orta Apnl 1 2006 for members with

The ransfervalues stated represent Batuliues of the Rolls-Royce sponsored pension schemes and are not sums paid 1o the individuals The transfer values of the accrued

pensions a5 at December 31 2010 and December 31 2011 have been calculated on a basls adopted by the trustees on Octaber 6, 2008 following receipt of actuanal advice

“

and net of the member 5 own contnibutions.

PR RVY

Benefits are translated at £1 = USS1 5541
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Sir John Rose retired as an executive director on March 31 2011
Andrew Shilston retired as an execuuive director on December 31 2011
The lump sum entizlement shawn 15 that which would be pad on immed.ate retirement based on service to the end of the year

This column shows the transfer value of the ncreaseAdlecrease in pension/retirement lump sum during the year ended December 31 2001 excluding the effect of inflation
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Detalls of the maney purchase pension contrbutions pasd by the Group on behalf of the following executive directors are given below

201 2010

£000 £000
James Guyette ! 381 | 373 |
John Rishton 15 | - |
Andrew Shilston ' 171 | 166 |

1 Employer contributions for the defined contribution plans during 2011 have been included in the increase in transfer value over 2011 for the defined benefit plans and shown in the final two columns

of the tables on page 60 for James Guyette and Andrew Shilston.

Directors’ share interests (audnted)

The directors who held office at December 31, 2011 and thelr connected persans had the following intetests In the ordinary shares and C Shares * of the

Company in respect of which transactions are notifiable to the Company under OTR 3 1 2R of the Disclosure Rules and Transparency Rules

Ordinary shares € Shares

January 1 Changesin December 31 January 1 Changesin December 31

20014 2011 201§ 2011#% 201 201§

James Guyette 324,231 (49434) 274797 - - -
John Rishton 8996 690 9686 - - -
Sir Sohn Rose ? 914,478 153320 1,067,798 - - -
Andrew Shilston * 525427 87830 613257 - - -
Colin Smith 175,179 43,375 218,554 - - -
Mike Terrett 428,295 78,871 507166 - - -
Dame Heten Alexander 1,071 - 1,01 - 102 816 102 816
Peter Byrom 28017 5304 22331 - - -
Lewis Booth * - 5,000 5,000 - - -
SirFrank Chapman ® - - - - - -
lain Conn 17918 2292 20,210 - - -
Sir Peter Gregson 3407 BN 4218 - - -
John McAdam 1124 447 1,571 116,769 10931 226,080
John Neill CBE 24 614 11,850 36464 350100 1,508,652 1,858,752
Sir Simon Robertson 40 846 993 41,839 - - -
fan Strachan 11500 — 11 500 — - -

# Or date of appointment if later
§ Or date of retirement f eadier

1 Non-cumulative redeemable preference shares of 01p each.

 SirJohn Rose retred as an executive director on March 31 2013

* Andrew Shilston retized as an executive director on December 31 2011
* Lewis Booth was appaointed as a non-executive director on May 25 2001

5 SitFrank Chapman was appointed as a non executive directaron November 10, 2011

Drrectors’ interests in the Company's share plans are shown separately on pages 62 (SIP), 63 (share options), 63 (APRA), and 64 (PSP) No drector had any
other interests, beneficial or ctherwise, in the share capital of the Company or any of Its subsidiaries as at December 31, 2011

Changes in the interests of the executive directors and nan-executive direciors between December 31, 2011 and February 8, 2012 are listed below

QOrdinary shares CShares
Dame Helen Alexander - 73899 |
Peter Byrom 2020 -1
lain Conn 819 1178 |
SirPeter Gregson 137 - l
James Guyette 2488 -
John McAdam 61 103776
John Nel 254 2025578 |
John Rishton 87 -1
Sir Simon Robertson _ 378 -1
Colin Sraith = 2115 332166 |
Mike Terrett 4,593 12815 |

Rolls-Royce Holdings pic Annual report 2011
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Partnership shares held in trust under the SIP'

Ordinary shares CShares
January 1 Changesin December 31 January 1 Changes in December 31
208 2001 20118 2011 2011 201
Sir John Rose? 1734 30 1,704 - - -
Andrew Shilston? 1734 (123) 1,611 382,710 (382710} -
Cobn Smith * 1,734 (124) 1610 382,533 (382 533) -
Mike Terrett * V733 (124) 1609 392 243 382241} -
§ Or date of retirement f earher
Free shares beld in trust under the SIP’ Ordinsry shares C5hares
January 1 Changesin Decembe: 31 January 1 Changes in December 31
2011 2011 2011 201 2011 20018
Andrew Shitston ? 3381 (201} 3580 839168 (839,168) -
Cobn Smith 3,38} (202} 3179 839,168 (839168) =
§ Ordate of retirement if earller
Unrestricted shares held under the SIP’ Ordinary shares C Shares
January 3 Changesin December 31 January 1 Changes in December 31
200 2041 2004 201 2011 201V
Sir John Rose ? 9638 89 9727 - - -
Andrew Shilston 3 6,108 1,039 7237 90,59 (90 591) -
Colin Smzh 3977 1,041 5018 90,298 {90.298) -1
Mike Tesrett 4186 359 4,545 90,500 (90,500) -

§ Ordate of retirement if eariier

' Under the SIP free shares and partnership shares held in trust for more than five years are classified as unrestricted and are no longer subfect te Income tax or

national insurance coninbutions on withdrawal Unrestncted shares can be held in Trust under the SIP for as long as the participant remalns an employee of the Group

* Sit John Rose retred as an executive director on March 31 2011
* Andrew Shuston retired as an executive director on December 31 2011
* On fanuary 9 2012 and February 7 2012 the ordinary shares held as partnership shares by Colin Smith 28 and 28 and Mike Terrett 27 and 28 respectively were classified as unrestricted shares

Rolls Royce Holdings plc Annualreport 2011




63

Governance
Directors’ remuneration report

Share options (audited)
The directors held options under the Rolls-Royce Sharesave plans

Market pnce Aggregate Aggregate

January 1, Granted Lapsed Exercised December3, Exercise at date gains 2013 gains 2010  Exercisable

201 in 2011 In 201 in2011 201 price exercised £000 £000 dates

James Guyette 683 - - (683} -] 4i6p |~ 61300p | _ 11 -1 -

John Rishton - 1450 - - 1,450 525p - -1 - 2017
Colin Smith 1,233 - - (1,233) - 298p 651 50p | 41 -1 - |

The market price of the Company’s ordinary shares ranged between 55750p and 746 50p dunng 2011 The closing price on December 31, 2011 was
74650p

Long-term incentive awards (audited)
The directors as at December 31, 2011 had the following share awards anising out of the operation of APRA!

Cividend Value of shares

January 1 enhancement Vested Granted December 31, vested In 2011

201 during 2011 during 2011 during 2011 20115 £000

James Guyette _ 42,397 1,645 (27770} 35595 51,867 158
Sir John Rose ? - 73 804 2,772 (46,791) 93481 123266 283
Andrew Shilston? . 41009 1524 {25,735) 48540 65338 156
Colin Smith R 23816 1490 (18 426) 32,197 44677 12
Mike Tefrett 37996 1,412 {23 853) 44,127 59,682 144
Total value of shares vested 853

§ Ordate of retirement if earher

* Under APRA shares vest after two years Shares went into trust in 2009 2010 and 201 at prices of 289 65p, 537 2Cp and 601 00p respectively At December 31 2011 the amounts stated in the
emolumentstable representing the 2011 APRA deferred shares had not yet been apphed by the Trustee (o purchase shares The market value per share which vested under APRA dunng 2011 was
60547p. The effective market value per share which vested under APRA for James Guyette was 569 86p.

* S John Rose reured as an executive direcior on March 31 2011

3 Andrew Shilsion reured as an executive duector on December 31 2011

Conditienal awards, granted under the PSP to executive directors are shown on page 64 The number of shares released will be dependent upon the
achievernent of the EPS and CPS 1argets over the three-year performance period In respect of awards made up to and including 2008, the number of
shares released will be increased by 25 per cent if the TSR exceeds the median for the FTSE 100 index over the three-year performance period For the
2009, 2010 and 2011 grants, if the Company's TSR is above the median of the FTSE 100 index, the number of shares due to be released to an executive will
be increased by between 25 per cens and 50 per cent This increase 1s on a straight-line basis between the median and upper-quartle TSR performance in
the performance period

Rolls Royce Haldings ple Annual repert 201
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PSP
Value of shares
January 1, Granted during TSR uphft at Total vested December 31,  vestedin 2011 Performance Market priceat
20N 201 vesting’ during 2011 20118 £000 period Date of grant date of grant
Jan 1,2008to March 3,
James Guyette 70,672 - 17668 (88,340) - 504 | Dec 31,2010 2008 43920p
Jan 1 2009 10 March 10,
207,845 - - - 207845 -] Dec3120m 2009 26042p
Jan 1,2010to March 1,
91,383 | -1 - -] 91383 - | Dec312012 2010 544 70p
Jan 1,201 to March 9,
- 82404 - - 82404 - | Dec3t 2013 2011 601 50p
369900 82 404 17,668 {88 340) 381,632 504
Jan 1, 2011 to March 9,
John Rishton ? - 164 866 = — 164 866 — Dec 31,2013 2011 601 50p
Jan 1 20081t0 March 3
S john Rose ? 212,888 - 53222 {266,110} - 1615 | Dec31,2010 2008 43920p
Jan 1,2009 to March 10
351675 - -1 391675 -{ Dec3l2om 2009 26042p
1 | Jan 1 2000 to March 1,
191,005 - — - 191, 005 - Dec 31, 2012 2010 544 70p
795,568 - 53222 (266,110) 582 680 1615
Jan 1,2008 0 March 3,
Andrew Shilston * 160183 - 25046 (125,229) - 760 | Dec31,2010 2008 43920p
Jan 1,2009to March 10,
211198 - - - 211198 - Dec 31 2011 2009 260429
Jan i, 201010 March 1,
102993 - - - 102993 - | Dec 31,2012 2010 544 70p
Jan 1,2011to March S,
- 97091 - - 97,091 Dec 31,2013 201 601 50p
414 374 57091 25046 (125,229) 411,282 760
Jan 1 200810 March 3
Colin Smith 70356 - 17589 (87.945) - 534 | Dec3) 2000 2008 43920p
Jan 1 200910 March 10
148,319 - - - 148319 -1 Dec31 201 2009 26042p
Jan 1,201010 March 1
78,025 - - -] 78025 - Dec 31 2012 2010 544 70p
Jan 14,2011 to March 9,
- 74813 - - 74,813 Dec 31,2013 201 601 50p
296 700 74813 17,589 (B7945) 301,057 534
Jan 1,2008 to March 3
Mike Terrent 91,075 - 22769 (113,844} - 91 Dec 31 2010 2008 43920p
Jan 1,2009 to March 10
191998 - - - 191998 - | Dec31 201 2009 26042p
Jan 1,2010 0 March 1,
93,630 | - - - 93,630 -| Dec31,2012 2010 544 70p
Jan 1 2011 to March 9,
- 91,438 - - 91438 Dec 31 2013 201 601 50p
376,703 51438 22,769 {113 844) 377066 691
Total value of
shares vested 4104

& Or date of retirement «f earlier

' Under the rules of the PSP the number of shares vesting in 2011 was increased by 25 per cent as the TSR exceeded the median of the FI5E 100 ndex during the three-year performance perod 1o
December 51 2011 The market vatue per share which vested under the PSP during 2011 was 60703p For James Guyette the market value per share which vested under the PSP was 570 76p
? john Rishton was appointed as an executive directar on March § 2011

¥ Sir John Rose retired as an executive director on Match 31 2611

* Andiew Shifston retired as an executive director on December 31 2011

Rolls-Royce Holdings plc Annual repert 2011
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Grant of shares

John Rishton recetved a special grant of shares on joining the Company intended to mirror the falr value and vesting profile of the incentives he forferted
on resigning from his previous employer This award was reported in the 2010 Annwal report and is detalled below

Number of shares Performan ce period Vesting date Market price at date of grant
Performance related 49,099 Jan 1 2009 to Dec 31, 2011 | March 1,2012 | 601 50p |
Restrnicted shares 126019 n/a | March 1,2012 | 601 50p |
Performance related 76,365 Jan 1,2010 to Dec 31 2012 | March 1,2013 | _ 601 50p |
Restnicted shares 76143 na March 1, 2013 601 50p |
Performance related 63397 Jan 1 2011 to Dec 31,2013 March 1,2014 601 50p |
Performance refated 40,565 Jan 1, 2012 to Dec 31 2014 March 1 2015 601 50p
Total 431,588

Non-executive directors’ remuneration

Policy

The committee determines, on the Board's behalf, the remuneration
package of the Chairman The Board determines the remuneration of the
other non-executive directors

The Charman and the non-executive directors have letters of
appointment rather than service contracts No compensation Is payable to
the Chatrman or to any non-executive director if the appointment 1s
terminated early

Currentletterof Currentletter of
Aosol "

o date "mn date i and date
Dame Helen Alexander 017092007 | 23/05/201 31/08/2013
tewis Booth 25/05/2011 ; 25/05/201 24/05/2014
Peter Byrom 01/0i/1997 i 01/01/2012 3141272012
Sir Frank Chapman 10/11720M | 10/11/201 09/11/2014
fain Conn 20/01/2005 | 23/05/20m | 19/01/2014
Sir Peter Gregson 01/03/2007 i 23/05/201 28/02/2013
John McAdam 19/02/2008 i 237057201 18/02/2014
John Neilt CBE 13/11/2008 ] 13111201 12/11/2014
SirSmon Robertson 01/01/2005 | 23/05/2011 3112/2013
lan Strachan 19/0G/2003 23/05/2011 18/09/2012

Non-executive directors’ fees
The Board takes account of independent market surveys in determining
the fees payable to the Chairman and the non-executive directors

The fees payable to the non-executive directors are reviewed annually by
the Board The iable below shows the current fee structure with effect
from February 1, 2011

Fee

£000
Charman 370 |
Other non-executive directors 60 |
Chairman of audt committee - 20|
Chairman of femuneration committee 51
Charman of ethics committee 15 |
Senior Independent Director 12 |
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The Charman and the non-executive directors are not ehgible to
participate 1n any of the Group's share schemes, incentive arrangements or
pension schemes A facility 15 in place which enables non-executive
directors to use some or all of their fees, after the appropriate statutory
deductions, 1o make market purchases of shares in the Company on a
monthly basis

Statutory requirements
The remuneratton report has been prepared on behalf of the Board by the
remuneration committee

The committee adopts the principles of good governance as set outin the
Code and complies with the Listing Rules of the Financial Services
Authonty and the relevant schedules of the Comparnies Act 2006 and the
Directors’ Report Regulations in Schedule 8 of the Large and Medium-
sized Companies and Groups (Accounts and Reports) Regulations 2008

The report 1s dvided into audited and unaudited information The above
regulations require the Company's auditors to report on the audited
nformation N their report on page 125 and to state that this section has
been properly prepared in accordance with these regulations The report
15 subject to shareholder approval at the AGM on May 4, 2012

The Directors’ remuneration report was approved by the Board on
February 8, 2012 and signed on 1ts behalf

Dame Helen Alexander
Chairman of the remuneration comrmittee
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Shareholders and share capital

Share capital and voting nghts

On December 31, 2011 there were 1,872,240,012 ordinary shares,
6,371,021,124 C Shares and one Special Share in 1ssue The ordinary shares
are Iisted on the London Stock Exchange

The Annual General Meeting

This year's AGM will be held at 11 00am on Friday May 4, 2012 at the

QEll Conference Centre, Broad Sanctuary, Westminster, London SW1P 3EE
The Notice of AGM and the Annual report will be available to view on the
Group'’s website

Shareholders unable to attend the AGM are invited to vote on the business
of the meeting by completing a proxy form and returning 1t to the
Regstrar If you have elected to receive electronic commurnicatians, you
will be able to vote online

Payments to shareholders
At the AGM on May 4, 2012, the directors will recommend an issue of 106
C Shares with a total nominal value of 10 6 pence for each ordinary share

The final issue of C Shares will be made on July 2, 2012 Together with the
ntenm issue on January 3, 2012 of 69 C Shares for each ordinary share with
a total nominal value of 69 pence, this 1s the equivalent of a total annual
payment to ordinary shareholders of 175 pence for each ordinary share

The payment to shareholders will, as before, be made i the form of
redeemable C Shares which shareholders may esther choose to retain or
redeem for a cash equivalent The Registrar, on behalf of the Company,
operates a C Share Reinvesirnent Plan (CRIP) and can, on behalf of
shareholders, purchase ordinary shares from the market rather than
delivenng a cash payment Shareholders wishing to redeer their C Shares
or else redeem and parucipate in the CRIP must ensure that their
instructions are lodged with the Regustrar no later than 5pm on Friday
June 1, 2012

Share class rights
The rights and obligations attaching to the different classes of shares are
set out In the Company's Articles of Association

Ordinary shares

Holders of ordinary shares are entitled to receive the Company's Annual
report They are also entitled to attend and speak at general meetings of
the Company, to appomt one or more proxies of, If they are corporations,
corporate representatives, and to exercise voting nghts They have the
nght to ask questions at the AGM relating to the business of the meeting
and for these to be answered, unless such answer would interfere unduly
with the business of the meeting, Involve the disclosure of confidentlal
wformation, ff the answer has already been published on the Group's
website or If It 15 not in the interests of the Group or the good order of the
meeting that the question be answered Holders of ordinary shares may
receive a bonus issue of C Shares or a dvidend and on iguidation may
share in the assets of the Company

Rolls-Royce Haldings plc Annual report 2011

CShares
The Company issues non-cumulative redeemable preference shares
{C Shares) as an alternative to paying a cash dividend

Shareholders can choose to

+ redeem all C Shares for cash,

+ redeem all C Shares for cash and reinvest the praceeds in additional
ordinary shares using the CRIP operated by the Registrar, or
keep the C Shares

Any C Shares retained attract a dividend of 75 per cent of LIBOR on the
0 1p nomina! value of each share, paid on a twice-yearly basss, and have
Iimited voting nghts The Company has the aption to compulsorly
redeem the C Shares, at any time, if the aggregate number of C Shares in
1ssue 15 less than ten per cent of the aggregate number of all C Shares
1ssued, or on the acquisition or capital restructunng of the Company

On a return of capital on a winding-up, the holders of C Shares shall be |
entitled, in priority to any payment to the holders of ordinary shares, to the

repayment of the nrominal capital paid-up or credited as pard-up on the

C Shares held by them, together with a sum equal 1o the outstanding

preferential dvidend which will have been accrued but not been pard

until the date of retum of caprtal

The holders of C Shares are entitled 1o atiend, speak and vote at a general
meeting only If a resolution to wind up the Company 15 o be considered,
in which case they may vote only on such resoluton

Special Share

Certain nghts attach to the special nghts non-voting share (Special Share}

1ssued to MM Government (Special Shareholder) Subject to the provisions

of the Companies Act 20086, the Treasury Solicter may redeem the Special

Share at par at any time The Special Share confers no nights to dmdends |
but in the event of a winding-up it shall be repaid at ts nomina! value in

prionty to any other shares

Certain Articles (in particular those relating to the foreign shareholding
himit, disposals and the nationality of directors) that relate 1o the nghts
attached to the Special Share may only be alered with the consent of the
Speaal Shareholder The Specil Shareholder s not entitled 10 vote at any
general meeting or any other meeting of any class of shareholders

The latest copy of the Articles of the Company can be found on the
Group's website www rolls-royce. com

Restrictions on transfer of shares and imtations on holdings

There are no restrictions on transfer or imitations on the helding of the
ordinary shares or C Shares other than under the Articles of Assocation
(as described here), under restrictions imposed by law or regulation {for
example, insider trading laws) or pursuant to the Company’s share dealing
code The Articles of Association provide that the Company should be and
remain under United Kingdom control As such, an individual foreign
shareholding mit s set at 15 per cent of the aggregate votes attaching to
the share capitai of all classes (taken as a whole) and capable of being cast
on a poll and to all other shares that the directors determine are to be
included in the calculation of such holding
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Shareholder agreements and consent requirements

There are no known arrangerments under which financial rights carried by
any of the shares in the Company are held by a person other than the
holder of the shares and no known agreements between the holders of
shares with restrictions on the transfer of shares or exercise of votng rights
No disposal may be made to a non-Group member which, alone or when
aggregated with the same or a connected transaction, constitutes a
disposal of the whole or a material part of either the nuclear business or the
assets of the Group as a whole, without consent of the Special Shareholder

Authority to issue shares

At a general meeting In 2011, authority was given to the directors to allot
new ordinary shares up to a nominal value of £124,811,895, equwvalent to
one-third of the issued share caphal of the Company This Is called the first
sectlon 551 amount 1n addition, a special resolution was passed to effect
a disapplication of pre-emptiontights for a maximum of five per cent of
the sssued share caprtal of the Company These authonties are valid until
the AGM in 2012 and the directors propose to renew these authorities at
that AGM

In fine with revised guidance issued by the Association of British Insurers in
November 2009, it s proposed to seek a further authority, as last year, at
the AGM in 2012 to alfot up to two thirds of the total 1ssued share capnal,
but only in the case of a rights issue This 1s called the second section 551
amount The Board believes that this additional authorry will allow the
Company to retain the maximum possible flexibility {consistent with
evolving market practice) to respond to arcumstances and opportunities
as they arise

Also at a general meeting n 2011, authority was given 1o the directors to
allot new C Shares up 1o a nominal value of £350 million as an altermative
to a cash dwvidend Such authority expires at the condusion of the AGM in
2012 The directors propose to renew an authonty to allot new C Shares at
the AGM In 2012 at an increased level of £400 million to provide headroom
for potental future payments to shareholders

Authonty to purchase own shares

At a general meeting in 2011, the Company was authonsed by
shareholders to purchase up to 187,217,843 of its own ordinary shares
representing ten per cent of its 1ssued ordinary share capital The Company
drd not make use of this authority durng 2011

The authority for the Company to purchase its own shares exprres at the

conduston of the AGM 1n 2012 or 18 months from May 16, 2011, whichever
15 the earher A resolution to renew it will be proposed at that meetng

Ralls Rayce Holdings ple Arnua report 2011

Voting rghts

Deadlines for exerasing voting rights

Electronic and paper proxy appointments, and voting instructions, must
be receved by the Company’s Registrar not less than 48 hours before a
general meeting

Viotng nghts for employee share plan shares

Shares are held In various employee benefit trusts for the purpose of
sansfying awards made under the vanous employee share plans For
shares held in a nominee capacsy of if plan/trust rules provide the
participant with the right to vote inrespect of specifically allocated shares
the trustee votes In line with the participants’ Instructions For shares that
are not held absolutely on behalf of specific individuals, the general policy
of the trustees, In accordance with investor protection guidelines, 1s to
abstain from voting i respect of those shares

Major shareholdings

At February 8, 2012, the foliowing companles had notified an interest In
the issued ordinary share capital of the Company In accordance with the
Financizl Services Authomty's Disclosure and Transparency Rules

% of issued

ordinary share

Company Date notified capital
AXAS A January 11 2010 | 450
BlackRock Inc September 3 2010 | 502
Invesco Limsted February 4 2008 | 691
Legal & General Group plc QOctober 14, 2009 3%

Governance
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Poltical donations

In hne with s establshed policy, the Group made no polrical donations
pursuant 1o the authonty granted at the 2011 AGM Although the
Company does not make, and does not ntend to make, donations to
political parties, within the normal meaning of that expression, the
definition of poltical donations under the Companies Act 2006 1s very
broad and includles expenses legtimately incurred as part of the process
of talking to members of parliament and opinion formers to ensure that
the issues and concerns of the Group are consikdered and addressed These
actvities are not Intended 10 support any political party and the Group's
policy 1s not o make any donations for poliical purposes in the normally
accepted sense

Aresolution will therefore be proposed at the 2012 AGM seeking
shareholder approval for the directors to be given authorrty to make
donations and ncur expenditure which might otherwise be caught by the
tetrns of the Companies Act 2006 The authonity sought will be limited 1o a
maximum amount of £25,000 per Group company but so as not to exceed
£50,000 for the entire Group In aggregate

Duning the year, the business expenses ncurred by Rolls-Royce North
Amenca Inc towards the operation of the Rolls-Royce North America
Polinical Acvion Committee (RRNAPAQ) in the USA was US$44,436 (2010 nil)
PACs are a common feature of the US political system and are governed by
the Federal Elecuon Campaign Act

The PAC 5 Independent of the Company and independent of any poltical
party The PAC funds are contributed voluntarily by employees and the
Company cannot affect how they are applied, although under US Law, the
business expenses are pard by the Company

Such contributions do not require authorisaton by shareholders under the
Companies Act 2006 and therefore do not count towards the £25,000 and
£50,000 {imits for political donations and expenditure for which
shareholder approval will be scught at the AGM

Change of control

Conwracts and joint venture agreements

There are a number of contracts and joint venture agreements which
would allow the counterparttes to terminate or alter those arrangements
in the event of a change of control of the Company These arrangements
are commercially confidentlal and thelr disclosure could be seriously
prejudicial 1o the Company

Borrowings and other financial nstruments

The Group has a number of borrowing faciliies provided by vanous
banks These faciliies generally include provisions which may require
any outstanding borrowings to be repaid or the alteration or termination
of the faciity upon the occurrence of a change of controt of the
Company At December 31, 2011 these facilittes were less than

20 per cent drawn

Rolls-Royce Holdings ple Annual report 2011

The Group has entered into a setles of financial instruments to hedge its
currency, Interest rate and commodity exposures These contracts
provide for termination or alteration in the event that a change of control
of the Company matenally weakens the creditworthiness of the Group

Employee share plans
in the event of a change of control of the Company, the effect on the
employee share plans would be as follows

- PSP - awards would vest pro rata to service In the performance
peried, subject to remuneration committee Judgerment of
Company performance,

- APRA deferred shares - the shares would be released from
trust immediately,

ShareSave — options would become exercisable immediately
The new company might offer an equivalent option in exchange
for cancellation of the exisung opuon, and

+ SIP - consideration recewved as shares would be held within the
SIP, if possible, otherwise the consideration would be treated as
a disposal from the SIP

Essential commercial relationships

Supply chain

Certain supplers to the Group contribuie key components or services, the
loss of which could cause disruption to the Group's deliveries However,
nane are so vital that ther loss would affect the viability of the business as a
whole When dealing with suppliers, the Group 15 guided by the Supply
Chain Relatonships in Aerospace (SCRIA} initiative It seeks the best possible
terms from suppliers and when entering nto binding purchasing contracts,
gives consideration to guality, delivery, price and the terms of payment In
the event of disputes, efforts are made to resolve them quickly

Customners

The increasingly global nature of the business, balanced across the cwvil
aerospace, defence aerospace, marine and energy segments, ensures that
the Group 15 not overly dependent on any individual customer

Matenal litigation

During the year the imgation with United Technolegies Corporation in
connection with an alleged patent infringerment was withdrawn, without
financial Impact

Credrtor days

As the Company 15 a holding company and does not itself trade, it owed
No amounts to trade creditors at December 31, 2011 and therefore the
number of creditor days required to be shown in this report to comply
with the prowvistons of the Companies Act 2006 1s nil
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Internal control and nsk management

The Board's responsibility for internal control and nsk management

The directors are responsible for the Group's system of internal control and
for maintaining and reviewing Its effectiveness from both a financial and
an operational perspective The system of intemal control s designed to
manage, rather than eliminate, the risk of failure to achieve business
objectives and to provide reasonable but not absolute assurance against
material misstatement or loss

The Group’s approach to internal cantrol 15 based on the underlying
principle of line management’s accountability for control and risk
management In reviewing the effectiveness of the system of internal
control, the Board has taken account of the results of the work carried out
to audit and review the activities of the Group

There 15 an ongoing process 1o wdentify, assess and manage risk, including
those risks affecting the Group's reputation This process is subject 1o

continuous Improvernent and has been in place throughout the financial
year to which these statements apply and up to the date of their approval

In 2011, the effectiveness and consistency of risk management at all levels
of the organusation has been measured, mproved and reported via the
sector and function assurance framework

The Board has reviewed the risk management process and confirms that
ongoing processes and systems ensure that the Group continues to be
comphant with the Tumbull gurdance’ as contamed in Internal Control
Gurdancefor Directors on the Combined Code'

Finanoadl reporang

The Group has a comprehensive budgeting system with an annual budget
approved by the Board Revised forecasts for the year are reparted at least
quarterly Actual results, at both a business and Group level, are reported
monthly against budget and vanances reviewed

Financial managers are required to acknowledge in wiiting that therr
routine financlal reperting is based on reliable data and that thelr resufts
are properly stated in accordance with Group requirements

In addition, for annual reporting, business presidents and finance directors

are required 1o acknowledge that their business has complied with the
Group Finance Manual

Rolls-Royce Holdings ple Annual report 2041

Annual report and financlal statements

Statement of directors’ responsibilities in respect of the Annual report and the
financial statements

The directors are responsible for preparing the Annual report and the
Group and parent company financi! statements in accordance with
applicable law and regulations

Company law requires the directors to prepare Group and parent
company financial staterments for each financial year Under that law they
are requrred to prepare the Group financial statements in accordlance with
IFRS as adopted by the EU and applicable law and have elected to prepare
the parent company financial statements in accordance with UK
Accounting Standards and applicable law (UK Generally Accepted
Accounting Practice)

Under company law the directors must not approve the financlal
statements unless they are satisfied that they give a true and fair view of
the state of affairs of the Group and parent company and cf their profit or
loss for that penod

In preparing each of the Group and parent company financial statements,
the directors are required to

« select suitable accounting policies and then apply them consistently,

+ rnake Judgements and estimates that are reasonable and prudent,

« for the Group finandial staterments, state whether they have been
prepared n accordance with [FRSs as adopted by the EU,

- for the parent company financial statements, state whether applicable
UK Accounting Standards have been followed, subject to any material
departures disclosed and explained in the parent company financial
staterments, and

+ prepare the financlal statements on the going concern basis unless it
Is Inappropnate to presume that the Group and the parent company
will continue i business

The directors are responsible for keeping adequate accounting records
that are sufficient to show and explain the parent Group's transac tions and
disclose with reasonable accuracy at any time the financal position of the
parent company and enable them t¢ ensure that its financial statements
comply with the Cornpanies Act 2006 They have general responsibility for
taking such steps as are reascnably open to them to safeguard the assets
of the group and 1o prevent and detect fraud and other imegularmies

Under applicable law and regulanons, the directors are also responsible for
prepaning a Directors’ repart, Directors’ remuneration report and Corporate
Governance statement that complies with that law and those regulations

The diectors are responsible for the matntenance and integrity of the
corporate and financial information Included on the Group's website
Legislation in the UK governing the preparation and dissemination of
financial statements may differ from leglslation In other jurisdictions

Governance
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Going concern

The Group's business actvities, together with the factors likely to affect tis
future developmeni, performance and pesition are set out on pages 1 to
70 of the business review and a summary of the principal nsks affecting
the business are shown on pages 34 to 35

The financial position of the Group, its cash flows, liquidity position,
borrowing facilities and financial risks are described in pages 14 1o 17 and
36 to 37 of the business review

Inadditlon, notes 1, 13,15 and 17 of the consolidated financial statements
include the Group's objectives, policies and processes for financiat risk
management, details of its cash and cash equivalents, Indebtedness and
borrowling facilitles and its financial instruments, hedging activities and its
exposure to counterparty credit nsk, hquidity nsk, currency risk, interest
rate risk and commodity pricing risk

As described on page 36, the Group meets Its funding requirements
through a mixture of shareholders' funds, bank bortowings, bonds, notes
and finance leases The Group has facilties of £2.3 billlon of which

£11 billion was drawn at the year end None of these facilities expire

n 2012

The Group's forecasts and projections, taking into account reasonably
possible changes in trading performance, show that the Group has
sufficlent financial resources As a consequence, the directors have a
reascnable expectation that the Company and the Group are well placed
to manage thew busmness nsks and to continue In operational existence for
the foreseeable future, despite the current uncertain global economic
outlook

Accordingly, the directors continue to adopt the gotng concern basis (in
accordance with the guidance ‘Going Concern and Liquidity Risk Guidance
for Directors of UK Companies 2009 ssued by the FRQ) in preparing the
consolidated financial statements

Disclosure of information o auditors
Each of the persons who 1 a director at the date of approval of this report
confirms that

i) so faras the director 1s aware, there is no relevant mformation of which
the Company’s auditors are unaware, and

1j) the director has taken all steps that he or she ought to have taken as a
director n order to make himself or herself aware of any relevant audit
information and to establish that the Company's auditors are aware of
that information

This confirmation is given, and should be interpreted, in accordance with
the provisions of Sectton 418 of the Companies Act 2006

Rolls Roycs Holdings plc Annual repent 2001

Responsbility staternent
Each of the persons wha s a director at the date of approval of this report
confirms that to the best of his or her knowledge

1) each of the Group and parent company financial statements, prepared
n accordance with IFRS and UK Accounting Standards respectively,
glves a true and falr view of the assets, liabillties, financial position and
proft or loss of the issuer and the undertakings included in the
consolidation taken as a whole, and

1 the Directors' report on pages 1 to 70 includes a fair review of the
development and performance of the business and the position of the
Company and the undertakings included in the consofidation taken as a
whole, together with a descriptton of the principal nsks and
uncertanties that they face

By ordO e Board

/

Paul Davies
Acting Company Secretary

February 8 2012
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Consolidated income statement
For the year ended Decernber 31, 2011

2010 2010
Notes im im
Revenue ? 11,124 11085
Cost of sales (8,676) (8885)
Gross profit 2,448 2,200
Other operating income 69 95
Commeraal and administrative costs (984} (836}
Research and development costs {463) 422y
Share of results of joint ventures and associates o 116 93
Qperating profit 1,186 1130
Profit on disposal of busingsses 3 4
Profit before financing and taxation 2 1,189 1134
Financing mcome 3 456 453
Financing costs k] (5490) (885}
Net financing {84) 432
Profit before taxation’ 1,105 702
Taxation 4 {257) (15%)
Profit for the year 848 543
Attnibutable to
Ordinary shareholders 850 339
Non-controlling interests (2) 4
Profitforthe year 848 543
Earnings per ordinary share attnbutable to ordinary shareholders 5
Basic 45 95p 2920p
Diluted 45 33p 2882p
Payments to ordinary shareholders in respect of the year 17
Per share 17 5p 160p
Total 328 299
* Underlying profit before taxaton 2 1,157 955
Consolidated statement of comprehensive income
For the year ended December 31, 2011
2011 2010
Notes £m £m
Profit forthe year 848 543
Other comprehensive income
Foreign exchange translation differences on foreign operations 102) 22
Maovements In post-retirement schemes 9 123 (94)
Share of other comprehensive Income of jont ventures and associates 10 4 L0]] 6
Related tax movements 4 {54) 29
Total comprehensive income for the year 805 484
Attnbutable to
Ordinary shareholders 808 480
Non-controlling interests 3) 4
Total comprehensive income for the year 805 484

Rolls-foyce HoldIngs plc Annuyal report 2011
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Consolidated balance sheet

At December 31, 2011
b0 2010
Notes im im
ASSETS
Non-current assets
Intangible assets 8 2,882 2884
Property, plant and equipment 9 2,338 2136
Investments — Joint ventures and associates L] 1,680 353
Investrents — other e 10 1
Other financial assets 7 327 n
Deferred tax assets 4 368 451
Post-retirement scheme surpluses 19 503 164
8,108 640
Current assets
Inventories n 2,561 2,429
Trade and other receivables 12 4,009 3943
Taxation recoverable 20 6
Orther financial assets 17 91 250
Short-term investments n 328
Cash and cash equnalents 3 1.310 2,858
Assets held for sale 14 313 9
8,315 9824
Total assets 16,423 16,234
LIABILITIES
Current labilities
Borrowings 15 {20) {717)
Other financial habilities 7 {111) {105)
Trade and other payables 16 (6,236) (5910)
Current tax habilties (138) (170)
Provisions for habilities and charges 18 {276) (276)
Liabilinies associated with assets held for sate 14 (135) -
(6,916) (7178}
Non-current liabilities
Borrowings 15 (1,184) {1135)
Other financial habdities 7 (919) (945)
Trade and other payables [ (1,314} {1,271
Deferred tax labilities 4 (445) (438)
Previsions for habiliies and charges 18 (226) (268)
Past-retrement scheme deficits 19 (900} {1020)
(4,988) (5 077)
Total liabilities {11,904) (12,255}
Net assets 4,519 3979
EQUITY
Equity attributable to ordinary shareholders
Called-up share capital 20 374 374
Share premium account - 133
Capnal redemption reserve 173 209
Cash flow hedging reserve (52) @an
Other reserves 433 527
Retained eamings 3.590 2,765
4,518 3975
Non-controlling interests 1 4
Total equity 4,519 3979

bn Robertson Charman

Fjf yce Haldings plc Annual report 2010

Mark Momis finance Director

S

ancial statements on pages 72 to 118 were approved by the Board on February 8 2012 and signed on its behalf by

Financlal stziements
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Consolidated cash flow statement
For the year ended December 31, 2011

* Restated
20m 2010
HNotes £m £m
Reconciliation of cash flows from operating activities
Prafit before taxation 1,105 702
Share of results of joint ventures and assoclates 10 (116) {93)
Profit on disposal of businesses 3) @)
Profit on disposal of property, plant and equipment (8) a0
Net financing 3 84 437
Taxatton pawd (208) (168)
Amortisation of Intangible assets 8 169 130
Depreciation and impairment of property plant and equipment 9 24 237
Impairment of investments ¢ - 3
{Deqiease)/increase in provisions (28) 99
(Increase)/decrease in inventories (140} aQ
(Increase)/decrease in trade and other recervables (62) 39
Increase In trade and other payables 416 248
Moverentinother financial assets and labilites 68 (299)
Net defined benefit post-returement (credit)cost recognised in profit before ﬁnancmg 43) 147
Cash funding of defined benefit post-retirement schemes (304) (282)
Share-based payments 2 59 50
Dwidends recewved from joint ventures and associates 10 76 68
Net cash inflow from operating activities 1,306 1,340
Cash flows from investing activities
Additions of unlisted investments - m
Disposals of unlisted investments 1 46
Additions of ntangible assets (363) (321)
Disposals of intangble assets 6 -
Purchases of property plant and equipment 412) (354)
Govemment grants seceved 38 38
Disposals of praperty plant and equipment N 38
Acquisiians of businesses 19) 050
Disposals of businesses 7 2
Investments in joint ventures and associates (1,329) (19)
Loan to Engine Holding GmbH (167} -
HNet cash outflow from investing activities (2,207 {721)
Cash flows from financing activities
Repayment of loans (567} {108)
Proceeds from mcrease in foans - 63
Net cash flow from decrease in borowings (567) “0)
Interest receved 19 23
Interest paid {(50) (e8]
Decrease/(increase) in short-term investrnents 316 | (326)
Issue of ordinary shares (net of expenses) m 67
Purchase of ordinary shares (57) (124)
Redemption of C Shares (315) (266)
Net cash outflow from financing activities (655) (743}
Net decrease in cash and cash equivalents (1,556} {124)
Cash and cash equivalents at January 1 2,851 2958
Exchange {losses)/gains on cash and cash equivalents 4) 17
Cash and cash equivalents at December 31 1,29 2 851

* Restated 1o show government grants, previously Included tn trade and other payables separately

Rolls-Royce Holdings plc Annual report 201
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Consolidated cash flow statement
For the year ended December 31, 2011

201 2010
£m fm
Reconciliation of movements in cash and cash equivalents to movements in net funds .
Decrease in cash and cash equivalents (1,556) (124)
Cash flow from decrease in borrowings 567 40
Cash flow from (decrease)/increase tn short-term invastments {316} 326
Change in net funds resulting from cash flows (1,305) 242
Net funds (excluding cash and cash equivalents) of businesses acquired R -l 0]
Exchange {lossesl/gains on net funds (5) 7
Farr value adjustments 92 26
Movement in net funds 218 284
Net funds at January 1 excluding the fair value of swaps 1,335 1,051
Net funds at December 31 excluding the farr value of swaps 17 | 1335
Fair value of swaps hedging fixed rate borrowings 106 198
Net funds at December 31 223 1,533
The rmovernent in net funds (defined by the Group as including the tems shown below) s as follows
At At
lanuary 1, Funds Exchange Falrvalue  December 31,
20M flow differences adjustments 20m
£m £m £m £m £m
Cash at bank and in hand 1,266 26 7 - 1,285
Money-market funds 381 (370) - - 11
Short-term depostis 1,212 1,201) 3 - 14
Overdrafts (8) 1 - - 19
Cash and cash equwvalents 2,851 {1,556} {4y - 1,291
Short-term Investments 328 {316} (1) - n
Other current borrowings (709) 566 - 142 n
Non-current borrowings {1,134) 1 - {50} (1.183)
Finance leases (1) ~ - - 4]
1,335 (1,305) (5) 92 1nz
Fair value of swaps hedging fixed rate borrowings 198 (92) 106
1,533 {1,305) (5) - 223
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Consolidated statement of changes in equity
For the year ended December 31, 2011

Attributable to ordinary shareholders

Capital Cash flow Non-
Share Share redemption hedging Other Retained controlling Tatal
capital  premium reserve reserve reservas’  eamings’ Total interests equity
Notes £m £m £m £m {m Em £m £m £m
At January 1, 2010 3N 98 19 (19) 506 2,635 3782 - 3,782
Total comprehensive income for the year - - - (18) 21 477 480 4 484
Anising on issues of ordinary shares . o 3 64 - - - - 67 - 67
Issues of C Shares Y - (29) (249) - - 1 (277) - | (277)
Redemptions of C Shares . - - 267 - - 267) - - | -
Ordinary shares purchased - - - - - (124) (124) - | (124)
Share based payments - direct to equity * - - - - - - 42 42 - 42
Related 1ax movements 4 - - - - - 5 5 - 5
Other changes in equity In the year 3 35 18 - - {343) (287) - (287)
Atl y 1,2011 374 133 209 137) 527 2,769 31,975 4 3,979
Total comprehensive income for the year - - - {15) (94) 917 808 (3) 805
Arsing on Issues of ordinaty shares A - 1 - ~ — - ] -] 1
Issues of C Shares v - (120) - - - 76} (296) - (296)
Redemptions of C Shares . v - - N7 - - 317 - - -
Qrdinary shares purchased A - - - - - [cy) 57 -] 57
Share-based payments - direct to equity * - - - - - 77 77 - 7
Effect of scheme of arrangement ® : 2434 (14) (353) - - (2 069) () -] 2)
Effect of capital reducton : (2434) ~ —- - - 2,434 - - -
Related tax movements 4 - - - - - 12 12 - 12
Other changes in equity in the year - (133) (36) - - {96) {265) - {265)
At December 31, 2011 374 - 173 {52} 433 3,590 4.518 1 4,519

' See accounung policies note |

Other reserves include a merger reserve of £3m (2010 £3m, 2005 £3m} and a translation reserve of £430m (2010 £524m 2009 £503m}

At December 31 2011 22 341 187 ordinary shares with a net book value of £116m (2010 28 320962 2009 7156 457 ardinary shares with net boak values of £125m and £25m respectively) were held for the
purpese of share-based payment plans and wicluded in retained earnings Dunng the year, 14 822,563 ordinary shares with a net book value of £66m (2010 6 586 568 shares with a net book value of
£24m)} vested in share-based payment plans Dunng the year the Company acquired 9,042 788 of its ordinary shares through purchases on the London Stock Exchange

Share based payments - direct10 equlty 1s the net of the credit to equity n respect of the share-based payment charge to the income statement and the actual cost of shares vesung excluding thase
vesting from own shares

QnMay 23 2011 under a scheme of arrangement between Rolls-Royce Group ple the farmer holding company of the Group, and its shareholders under Pant 26 of the Companies Act 2006, and as
sanctloned by the High Court, all the Issued ordinary shares in that company were cancefled and the same number of new ordinary shares were issued to Rolls-Royce Holdings plc in considerauan for
the allastment 1o shareholders of one ordinary share in Rolls Royce Holdings pic for each ardinary share In Rolls-Royce Group plc held on the record date {(May 20 2011) Pursuant to the scheme of
arsangement, 1 872 188,709 ordinary shares of 150 pence were issued As required by $ection 612 of the Companies Act 2006, no share premium was recogrised

OnMay 24 2031 the share capitat of Rolls-Royce Holdings ple was reduced by reducing the nominal value of the ordinary shares from 150 pence ta 20 pence as sanctioned by the High Court

x
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Notes to the consolidated financial statements

1 Accounting policies

The Company

Rolls-Rayce Holdings ple {the ‘Company?} 1s a company domiciled in the United Kingdom The consolidated finanaal statements of the Company for the
year ended December 31,2011 comprise the Company and 1ts subsidiaries (together referred to as the ‘Group’} and the Group's interest in jointly
controlled and associated entiues The financial statements were authonsed for issue by the directors on February 8, 2012

Basis of preparation and statement of compliance

In accordance with European Union (EL) regulations, these financial statements have been prepared in accordance with International Financial Reporting
Standards (IFRS) issued by the Intermational Accounting Standards Board (IASB), as adopted for use in the EU effective at December 31,2011 {Adopted IFRS)
The Company has elected to prepare its parent company accounts under UK Generally Accepted Accounting Practices {GAAP)

The financial staterents have been prepared on the historical cast basis except where Adopted IFRS requires the revaluation of financial instruments to
falr value and certain other assets and labilities on an alternative basis — most significantly post-retirement schemne liabilities are valued on the basis
required by 145 19 Employee Benefits — and on a going cancern bass as described on page 70

The preparation of financial staternents in canformity with Adopted IFRS requires the use of certam critical accounting judgements and estimates, which
are set out below

The Group’s significant accounting policias are set out on the following pages These accounting policies have been applied consistently to all periods
presented in these consolidated financial statements and by all Group entiies

Key areas of judgement
The directors consider the potential key areas of jJudgements required to be made in applying the Group's accournting policies to be

Alarge proportion of the Group’s actvities relate to long-term aftermarket contracts The determination of appropnate accounting pohaes for
recognising revenue and costs In respect of these contracts requires Judgement, In particular (i) whether an aftermarket contract is linked, for
accounting purposes, to the related sale of eriginal equipment and (i) the appropnate measure of stage of completion of the contract

« As sel out in note 8, the Group has significant intangible assets The decision as to when to commence capitalisation of development costs and
whether sales of criginal equipment give rise to recognisable recoverable engine costs 1s a key jJudgement

« As set out in note 23, the Group has contingent liabilities in respect of financing support provided to customers Judgement Is required 1o assess
the likellhood of these crystallising, in order to assess whether a provision should be recognised

Key sources of estimation uncertainty

tn applying the above accounting policies, management has made appropriate estimates in many areas, and the actual outcome may differ from those
calculated The key sources of estimation uncertainty at the balance sheet date, that have a significant sk of causing material adjustment to the carrying
amounts of assets and Labllitles within the next financial year are set out below The estirmation of the relevant assets and liabilities involves the
combination of a number of assumpuions Where appropriate and practicable, sensitivities are disclosed in the relevant notes

Current economic environment

The current economic environment could impact a number of estimates necessary to prepare the financial statements, in particular, the recoverable
amount of assets and contingent labilities The Group has taken these factors into account In assessing the estimates set out below
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Notes to the consolidated financial statements

1 Accounting policies (continued)

Forecasts and discountrates

The carrying values of a number of ftems on the balance sheet are dependent on the esimates of future cash flows arising from the Group’s operations,
in particutar

+ The assessment as to whether there are any indications of impairment of development, participation, certification and recoverable engine costs

recognised as intangible assets is dependent on forecasts of cash flows generated by the relevant assets {carrying values at December 31, 2011

£1,442m, Decernber 31, 2010 £1,472m)

The financial llabilies arising from financial risk and revenue sharing partnerships are valued at each reporting date using the amortised cost

method (carrying values at December 31, 2011 £230m, December 31, 2010 £266m) This iInvolves calculating the present value of the forecast cash

flows of the arrangement using the internal rate of return at the nception of the avangement as the discount rate

« The reahisation of the deferred tax assets {carrying values at December 31, 2011 £368m, December 31, 2010 £451m) recognised 1s dependent on the
generation of sufficient future taxable profits The Group recognises deferred tax assets where it is more likely than not that the benefit will be realised

.

Assessment of long-term contractual arrangements

The Group has kang-term contracts that fall into different accounting periods In assessing the allocation of revenues and costs to Individual accounting
penods, and the consequential assets and hiabilities, the Group estimates the total revenues and costs forecast to anse inrespect of the contract and the
stage of completion based on an appropriate measure of performance as described in the revenue recognition accounting policy below

Post-retirement benefits

The Group's defined benefit pension scheimes and similar arrangements are assessed annually In accordance with AS 19 The accounting valuation, which
was based on assumptions determined with independent actuarial advice, resulted in a net deficit of £397m before deferred taxation being recognised
onthe balance sheet at Decermnber 31, 2011 {December 31, 2010 £856m) The size of the net defich Is sensitive 1o the market value of the assets held by the
schemes and to actuarial assumptions, which include price inflation, pension and salary increases, the discount rate used in assessing actuarial liabilities,
mortalty and other demographic assumptions and the levels of coninbutions Further details are included i note 19

Provisions
As described In the accounting policy below, the Group measures provisions (carrying value at December 31, 2011 £502m, December 31, 2010 £544m) at

the drrectors’ best estimate of the expenditure required to setile the obligation at the balance sheet date These esumates are made, taking account of
Informaiion avallable and different possible outcomes

Taxatron
The tax payable on profits is determined based on tax laws and regulations that apply in each of the numerous jurisdictions in which the Group operates

Where the prease impact of these laws and regulations s unclear then reasonable estimates may be used 1o determine the tax charge included m the
financial staternents

Basis of consolidation
The Group financlal staterents include the financial statements of the Company and all of s subsidiary undertakings made up to December 31, together
with the Group's share of the results of joint ventures and associates up 1o December 31

Asubsidiary Is an entity contiolled by the Company Control exists when the Company has the powes, directly or indirectly, to govern the financlal and
operating policles of the entity 5o as to derive benefits from tts activities

A)oint venture 1s an entrty in which the Group holds a long-term interest and which 1s jointly controlled by the Group and one or more other venturers
under a contractual arrangement An assodiate 15 an entity, being neither a subsidiary nor a joint venture, in which the Group holds a fong-term nterest
and where the Group has a significant Influence The resulis of joint ventures and associates are accounted for using the equity method of accounting
Any subsidiary undertakings, jont ventures or assocates sold or acquired dunng the year are included up 1o, or from, the dates of change of control

All intra-group transactions, balances, income and expenses are elminated on consolidation Adusiments are made 1o ellminate the profit or loss arising
on transactions with joint ventures and associates to the extent of the Group's interest in the entrty
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1 Accounting policies (continued)

Significant accounting policies
Revenue recognition
Revenues comprise sales to outside customers after discounts, excluding value added tax

Sales of products are recognised when the significant risks and rewards of ownership of the goods are transferred to the customer, the sales price agreed
and the receipt of payment can be assured On occasion, the Group may participate In the financing of englines in conjunction with aliframe
manufacturers, most commonty by the provision of guaraniees as descnbed in nate 23 In such crcumstances, the contingent obligations arnsing under
these arrangements are taken Into account in assessing whether significant risks and rewards of ownership have been transferred to the customer

Sales of services are recognised by reference to the stage of completion based on services performed to date The assessment of the stage of completion
1s dependent on the nature of the contract, but will generally be based on costs incurred 1o the extent these relate to services performed up to the
reporting date, achlevement of contractual milestones where appropriate; or flying hours o equivalent for long-term aftermarket armrangements

Linked sales of products and services are treated as a single contract where these components have been negotiated as a single commercial package and
are so closely interrelated that they do not operate independently of each other and are considered 1o form a single project with an overall profit margin
Revenue 1s recognised on the same basis as for other sales of products and services as described above

Provided that the outcome of construction conwracts can be assessed with reasonable certainty, the revenues and costs on such contracts are recognised
based on stage of completion and the overall contract profitability

Full provision 15 made for any estimated losses to completion of contracts, having regard 1o the overall substance of the arrangements

Progress payments recewved, when greater than recorded revenue, are deducted from the value of work In progress except 1 the extent that payments
on account exceed the value of wotk in progress on any contract where the excess 1s included i trade and other payables The amount by which
recorded revenue of long-terim contracts is In excess of payments on account is classified as amounts recoverable on contracts and Is separately disclosed
within trade and other recewvables

Risk and revenue sharing partnerships (RRSPs)

From time to time, the Group entars Into arrangements with partners who, In return for a share In future programme revenues or profits, make cash
payments that are not refundable Cash sums received, which reimburse the Group for past expendrture, are credited to other operating income The
arrangements also require partners to undertake development work and/or supply companents for use in the programme at ther own expense No
accounting eniries are recorded where partners undertake such development work or where programme components are supphied by partners because
no obligation anses unless and until programme sales are made Instead, paymenits to partners for their share In the programime are charged to cost of
sales as programme revenues arise

The Group has arrangements with partners who do not undertake development work or supply parts Such arrangernents are considered to be financial
Instiuments as defined by IAS 32 Fingnaial Instruments Presentanion and are accounted for using the amortised cost method

Government investment
Where a government or similar body has previously invested in a development programrme, the Group treats payments to that body as royalty payments,
which are matched to related sales

Government grants

Government grants are recognised in the income statement so as to match them with the related expenses that they are ntended to compensate Where
grants are recerved in advance of the related expenses, they are included in the balance sheet as deferred iIncome Non-monetary grants are recogrised
at far value

Interest

Interest recevable/payable is crediied/charged to the Income staternent using the effective interest method Where borrowing costs are attributable to
the acquisition, construction o producilon of a qualifying asset, such costs are capitalised as part of the specific asset
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1 Accounting policies (continued)

Taxation
The tax charge on the profit or loss for the year comprises current and deferred tax Current tax is the expected tax payable for the year, using tax rates
enacied or substantively enacted at the balance sheet date, and any adjustrnent to tax payable in respect of previous years

Deferred tax is provided using the balance sheet flability method, providing for temporary differences between the cammying amounts of the assets and
liabilitles for financial reporting purposes and the amounts used for taxation purposes

Deferred tax liabilitles are recogmised for taxable temporary differences ansing on investments tn subsidiarles and joint ventures, except where the Group
Is able to controd the reversal of the temporary difference and it 1s probable that the temporary difference will not reverse in the foreseeable future
Deferred tax Is not recognised on taxable temporary differences arlsing on the mitial recognition of goodwill or for temporary differences arising from the
Initial recognition of assets and liablltles in a transaction that is not a business combination and that affects neither accounting nor taxable profit

Deferred tax 1s calculated using the enacted or substantively enacted rates that are expected to apply when the asset or hability s settled Deferred tax 1s
charged or credited in the Income statement or staterment of comprehensive Income as appropriate, except when it relates to items credited or charged
directly to equity In which case ihe deferred tax 1s also deal with In equity

Deferred tax assets are recognised only to the extent that it is probable that future taxable profits will be available against which the assets can be utlised

Foreign currency transiation

Transactions i overseas currencies are translated into local currency at the exchange rates ruling on the date of the transaction Monetary assets and
liabilitles denominated in foreign currencies are translated into local curmency at the rate ruling at the year end Exchange differences arising on foreign
exchange transactions and the retranslation of assets and labiliies into sterling at the rate ruling at the year end are taken into account in determining
profit before taxation

The trading results of overseas undertakings are translated at the average exchange rates for the year The assets and habtlttes of overseas undertakings,
including goodwill and fair value adjustments arising on acquisition, are translated at the exchange rates ruling at the year end Exchange adjustments
arising from the retranslation of the opening net investrments, and from the translation of the profits or losses at average rates, are taken (© equity

Financial instruments
IAS 39 Finanaal instruments Recognitton and Measurement requires the classification of financial Instruments into separate categories for which the
accounting requirement is different The Group has classified its financial instrurnents as follows

« Short-term investments are classified as available for sale

+ Short-term deposits (principally comprising funds held with banks and other financial institutions), trade receivables and short-term Investments
not designated as available for sale are classified as loans and receivables

+ BoriowlIngs, rade payables, financial RRSPs and C Shares are classified as other llabilities
Derivatives, compriing foreign exchange contracts, interest rate swaps and commodity swaps are classified as held for rading

Financial instruments are recognised at the contract date and inltially measured at far value Theli subsequent measurement depends on thel classification.

Loans and recevables and other llabihities are held at amortised cost and not revalued (except for changes in exchange rates which are included in
the incame statement) unless they are included in a fair value hedge accounting relationship Where such a relationship exists, the instruments are
revalued in respect of the nsk being hedged, with the change in value included in the iIncome statement
Avallable for sale assets are held at farr value Changes in farr value ansing from changes in exchange rates are induded m the ncome statement All
other changes in far value are taken to equity On disposal, the accurnulated changes in value recorded in equity are included in the gamn or loss
recorded tn the Income statement

+ Held for trading instruments are held at far value Changes in farr value are included in the income statement unless the mstrument 1s included N a
cash flow hedge If the instruments are Included In a cash flow hedging relatienship, which Is effective, changes In value are taken o equity When
the hedged forecast transaction occurs, amounts previously recorded in equity are recognised in the iIncome statement

Financal mstruments are derecogrised on expiry or when all contractual nghts and obligations are transferred
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1 Accounting policies (continued)

Hedge accounting

The Group does not generally apply hedge accounting in respect of forward foreign exchange contracts held to manage the cash flow exposures of
forecast transactions denominated in foreign currencies (n 2011, the Group has applied cash flow hedge accounting in respect of foreign exchange
contracts entered into to hedge the cost of its Investment N Engine Holding GmbH

The Group does not apply hedge accounting in respect of commodity swaps held to manage the cash flow exposures of forecast transactions in
those commodities

The Group applies hedge accounting in respect of transactions entered into to manage the far value and cash flow exposures of its borrowings Forward
foreign exchange contracts are held to manage the far value exposures of borrowings denominated in foreign currencies and are designated as fair value
hedges Interest rate swaps are held to manage the interest rate exposures and are designated as far value or cash flow hedges of fixed and floating rate
borrowings respectively

Changes In the farr values of dervatives designated as fair value hedges and changes in far value of the related hedged rtem are recognised directly in
the income statement

Changes in the fair values of dertvatives that are designated as cash flow hedges and are effective are recognised directly in equity Any ineffectiveness in
the hedging relationships is Included in the income statement The amounts deferred n equny are recognised in the income statement to match the
recognion of the hedged tem or, Inthe case of the cash flow hedges of the investment in Engine Holding GmbH, included in the initial carrying value of
the joint venture

Hedge accounting 1s discontinued when the hedging instrument expires or is sold, terminated, exercised, or no longer qualifies for hedge accounting

At that time, for cash flow hedges and if the forecast transaction remains probable, any cumulative gain or loss on the hedging instrument recognised in
equrty 1s retained in equity unul the forecast transaction occurs If a hedged transaction 1s no longer expected 1o occur, the net cumulative gain or loss
previously recogmsed in equity s transferred to the Income statement

The portion of a gain or loss onaninstrument used to hedge a net investment in a foreign operation that Is determined to be an effective hedge Is
recognised directly in equity The ineffective portion 1s recognised immediately in the income staternent

Purchased goodwill
Goodwill represents the excess of the fair value of the purchase consideration for shares in subsidiary undertakings, joint ventures and associates over the
far value to the Group of the net of the identifiable assets acquired and the liabilities assurned

1) To December 31, 1997 Goodwill was written off to reserves in the year of acquisition

1y From January 1, 1998 Goodwill was recognised within intangible assets in the year in which it arose and amortised on a straight-line basis over its
useful economic ife, up to a maximum of 20 years

my From January 1, 2004, in accordance with IFRS 3 Bustness Combinations, goodwill 1s recogrised as per (1) above but s no longer amortised

Certification costs and participation fees

Costs incurred intespect of meeting regulatory certification requirements for new civil aerc-engne/arcaraft combinations and payments made to
arrframe manufacturers for this, and participanon fees, are carned forward In intangible assets 1o the extent that they can be recovered out of future sales
and are charged to the Income statement over the programme life, up to 2 maximum of 15 years from the entry into service of the product

Research and development
In accordance with IAS 38 intangible Assets, expenditure incurred on research and development, excluding known recoverable amounts on contracts, and
conmbutions to shared engmneering programmes, is distinguished as relatng erther 1o a research phase or to a development phase

All research phase expenditure 1s charged to the iIncome statement For development expenditure, this i1s capitalised as an internally generated intangible
asset only If It meets strict criteria, relating in particular to technical feasibility and generation of future economic benefits

Expenditure that cannot be classified into these two categories is treated as being incurred in the research phase The Group considers that, due to the
complex nature of new equipment programmes, it 1s not possible to distinguish reliably between research and development activities until relatively late
nthe programime

Financlal statements

Expenditure capitalised 1s amortised over its useful economic life, up to a maximum of 15 years from the entry into service of the product
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1 Accounting policies (continued)

Recoverable engne costs

On occasion, the Group may sell ariginal equipment to customers at a price below its cost, on the basis that this deficit will be recovered from future
aftermarket sales to the onginal customer Where the Group has a contractual right to supply aftermarket parts to the customer and 1ts intellectual nghts,
warranty arrangernents and statutory alrworthiness requirements provide reasonable control over this supply, these arrangements are considered to
meet the definibon of an intangible asset Such intangible assets are recognised to the extent of the deficit and amorused on a straight-line basis over the
expected period of utilisation by the onginat custormer

Software
The cost of acquinng software that 1s not specific 1o an iterm of property, plant and equipment Is classified as an intangible asset and amortised over its
useful economic 1ife, up to a maximum of five years

Property, plant and equipment
Property, plant and equipment assets are stated at cost less accumulated depreciation and any provision for impament n value

Depreciation 15 provided on a straight-line basis to write off the cost, less the estimated residual value, of property, plant and equipment over their
estimated useful Iives No depreciation s provided on assets in the course of construction Estimated useful ives are as follows

1} Land and bulldings, as advised by the Group's professional advisors
a) Freehold buildings - five to 45 years (average 24 yeats)
b) Leasehold buildings — lower of advisor’s estimates or peried of lease
<) No deprectation i1s provided on freehold land

1} Plant and equipment - five 1o 25 years (average 13 years)

) Avrcraft and engines - five to 20 years (average 16 years)

Operating leases
Payments made and rentals recenved under operating lease arrangements are charged/credited to the income statement on a straight-line basis

Impairment of non-current assets
Impairment of non-current assets is considered in accordance with IAS 36 Impairment of Assets Where the asset does not generate cash flows that are
independent of cther assets, iImpatrment 1s considered for the cash-generating unit to which the asset belongs

Goodwill and ntangible assets not yet available for use are tested for impairment annually Other intangible assets, property, plant and equipment and
nvestments are assessed for any indications of imparment annually If any indication of impairment is dentified, an imparrment test 1s performed to
estimate the recoverable amount

Recoverable amount Is the higher of value in use or farr value less costs to sell, if this 1s readily available The value in use &5 the present value of future cash
flows using a pre-tax discount rate that reflects the time value of money and the risk specific 1o the asset

If the recoverable amount of an asset (or cash-generating unit) 1s estimated to be below the carrying value, the camying value 1s reduced to the
recoverable amount and the Impairment loss recognised as an expense

Inventones

Inventones and work in progress are valued at the lower of cost and net realisable value on a first-in, first-out basis Cost comprises direct materials and,
where applicable, direct labour costs and those overheads, including depreciation of property, plant and equipment, that have been incurred in bringing
the tnventories to ther present location and condition Net realisable value represents the estimated selling prices less all estmated costs of completion
and costs to be incurred in marketing, selling and distribution

Cash and cash equivalents

Cash and cash equivalents incdlude cash at bank and in hand, investments i money-market funds and short-term deposits with a maturity of three
months or less on inception The Group considers overdrafts {repayable on demand) to be an integral part of its cash management activities and these
are included in cash and cash equivalents for the purposes of the cash flow statement

Provisions

Provssions are recognised when the Group has a present obligation as a result of a past event, and it 1s probable that the Group will be required to settle
that obligation Provisions are measured at the director's best estimate of the expenditure required to settle the obligation at the balance sheet date, and
are discounted to present value where the effect 1s matenal
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1 Accounting policies (continued)

Post-retirement benefits

Pensions and similar benefits (principally healthcare) are accounted for under IAS 19 Emplayee Benefits For defined benefit plans cbligations are measured
atdiscounted present value whilst plan assets are recorded at fair value The service and financing costs of such plans are recognised separately inthe
Income statement, current service costs are spread systematically over the lives of employees and financing costs are recognised in the periods in which
theyarise Actuarial gains and losses are recognised iImmediately in the statement of comprehensive income

Surpluses In schemes are recognised as assets only If they represent economic benefits available to the Group in the future A lability is recognised to the
extent that the minimum funding requirements in respec of past service will give rise to an unrecognisable surplus Movements In unrecognised
surpluses and minrmmum funding labilities are included n the statement of comprehensive income

Payments to defined contnbution schemes are charged as an expense as they fall due

Share-based payments

The Group provides share-based payment arrangements to certain employees These are principally equity-settled arangements and are measured at
fair value (excluding the effect of non-market based vesting conditions) at the date of grant The fair value s expensed on a straight-line basis over the
vesting period The amount recognised as an expense 1s adjusted 10 reflect the actual number of shares or options that will vest, except where additicnal
shares vest as a result of the TSR pexformance condition in the PSP

Cash-settled share options (grants in the International ShareSave plan) are measured at far value at the balance sheet date The Group recognises a
lability at the balance sheet date based on these fair values, taking into account the estimated number of options that will actually vest and the relative
completion of the vesting perod Changes n the value of this liabilty are recognised in the income staternent for the year

The far values of the share-based payment arrangements are measured as follows

1) ShareSave plans - using the bmormial pricing model,
1) PSP -using a pricing medel adjusted to reflect non-entitlement to dividends (or equivalent) and the TSR market-based performance condition, and
m) APRA plan deferred shares - share price on the date of the award

See note 21 for a further descnption of the share-based payment plans

Contingent rabilities

in connection with the sale of its products, the Group will, on occasion, provide financing support for its customers These arrangements fall into two
categories credit-based guarantees and asset-value guarantees In accordance with the requirements of I1AS 39 and IFRS 4 Insurance Contracts, credit-
based guarantees are treated as Insurance contracts The Group considers asset-value guarantees to be non-financil llabilities and accordingly these are
also treated as insurance contracts Provision is made as described above

The Group’s contingent liabilites relating to financing arrangements are spread over many years and relate to a number of customers and a broad
product portfolio, and are reported on a discounted basis

Revisions to Adopted IFRS in 2011
There were ne revisions to Adoptad IFRS that became applicable In 2011 which had a significant impact an the Group’s financial staterments

Revisions to IFRS not applicable in 2011
Standards and interpretations issued by the IASB are only applicable if endorsed by the EU The following may be applicable in the future

- IFRS 9 Finanaial Instruments will simphfy the classification of financial assets for measurement purposes, but is not anticipated to have a significant
impact on the financial statements If endorsed, this will be effective for 2015

- Amendments to 1AS 19 Employee Benefits will require the financing on post-retirement benefits to be calculated on the net surplus or deficit using
an'AA’ corporate bond rate This will Increase the net post-retirement scheme financing cost This will be effective for 2013
IFRS 11 Joint Arrangements may result in certain entities currently classified as joint ventures being classified as joint operations This would result n
the Group's share of the individual assets and habilities of these entities being included n the financial statements rather than the equity method
accounting adopted under the requirements of 1AS 31 Interests in Joint Ventures This will not affect the Group's net assets or profit for the penod
This will be effective for 2013

The Group does not consider that any other standards, amendments or interpretations issued by the JASB, but not yet apphcable, will have a sigmficant
Impact onthe financel statements
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2 Segmental analysis

The analysis by business segment 15 presented in accordance with IFRS 8 Operating Segments, on the basis of those segmenis whose operating results are
regutarly reviewed by the Board (the Chief Operating Decision Maker as defined by IFRS 8}, as follows

Cvil aerospace — development, manufacture, marketing and sales of commercial aero engines and aftermarket services

Defence aerospace  — development, manufacture, marketing and sales of miltary aero engines and aftermarket services

Marnne - development, manufacture, marketing and sales of manne power and propulsion sysiems and aftermarket services

Energy - development, manufacture, marketing and sales of power systems for the offshore ol and gas industry and electrical power

generatian and aftermarket services

Technology and operations, discussed in the business review, operate on a Group-wide basis across all the above segments The equity accounted share
of the Engine Holding GmbH business acquired during the year 1s shown separately

The operating results reviewed by the Board are prepared on an underlying basis, which the Board considers reflects better the economk substance of
the Group's trading during the year The principles adopted to determine undertying resulis are

Underlying revenue ~ Where revenues are denominated in a curiency other than the functional currency of the Group undertaking, these reflect the
achieved exchange rates arising on setiled dervative contracts There 1s no inter-segment trading and hence all revenue 1s from external customers

Underlying profit before financing — Where transactkons are denominated in a currency other than the functional currency of the Group undertaking, this
reflacts the transactions at the achleved exchange rates on settled derivative contracts tnaddition, adjustments have also been made to exclude one-off
past-service credits an post-retirement schemes and the effect of acquisition accounting

Undetlying profit before taxation — In additlon to those adjustments in underlying profit before financing

Includes amounts realised from settled dervative contracts and revaluation of relevant assets and habiities to exchange fates forecast to be
achieved from future settlement of derivative contracts

. Excludes unrealised amounts ansing from revaluations required by IAS 39 Ainancral Instruments Recognition and Measurement, changes in value of
financlal RRSP contracts arlsing from changes in forecast payments and the net impact of financing costs related to post-retirement scheme benefits
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2 Segmental analysis (continued)

Thisanalysis also includes a reconciliation of the underlying results to those reported in the consolidated income statement

Tatal

Civil Defence Engine reportable

BETQipACE  ACTOSPACE Marine Energy Holding segments

Year ended December 31, 2011 £m £m £m £m £m £m
Underlying revenue from sale of onginal equiprment 2,232 1,102 1,322 602 5,258
Underlying revenue from aftermarket services 3,340 1,133 949 597 6,019
Total underlying revenue 5,572 2,235 2,271 1,199 1,277
Underlying opesating profit exclud:ng share of results of joint ventures and associa1es 384 367 318 14 1,083
Shate of results of joint ventures and associates 15 9 2 10 36 172
profit on disposal of businesses - - 3 - - 3
Underlying profit before financing and taxation 499 376 323 24 36 1,258
Segment assets 8218, 1,333 2,219 1,243 169 12,182
Investments 1n jont ventures and associates 403 22) 8 42 1,249 1,680
Segment habiliies (5,982) (1,83%) (1,544) {617) - (9,974)
Net assets 2,639 {520} 683 668 1418 4,888
Investment in ntangible assets, property plant and equipment and joint ventures and associates 620 70 75 84 1,37 2,166
Depreciation and amortisation 267 48 57 38 - 410

Year ended December 31 2010

Underlying revenue from sale of oniginal equipment 1.892 1020 1719 691 5322
Underlying revenue from aftermarket services 3027 1,103 872 542 5.544
Total underlying revenue 4919 2,123 250 1,233 10,866
Underlying operating profit excluding share of results of joint ventures and associates 315 300 330 18 963
Shate of results of joint ventures and associates A 9 2 5 93
Profit on disposal of businesses - - - 4 4
Undertying profit before financing and taxation 392 309 332 27 1,060
Segment assets 7790. 1359 2357 1152 12658
Investmenits in Joint ventures and associates 372 (i5) 6 30 393
Segment Jlabilites (5 435) (1,867) (1.548) (748) (8.598)
Net assets 2727 {523} 815 434 3,453
Investment In ntang ble assets, propenrty, plant and equipment and joint ventures and associates 568 53 65 16 702
Depreciation and amortisation 246 35 58 28 367
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2 Segmental analysis (continued)

Reconciliation to reported results

Total Underlying
reportable central Total  Underlying
segments ltems underlying adjustments Group
Year ended December 31, 2011 £m £m £m £m £m
Revenue from sale of onginal equipment 5,258 - 5,258 (19} 5,239
Revenue from aftermarket services 6,019 - 6,019 (134) 5,885
Total revenue 11,277 - 11,277 {153) 11,124
Operatlng proﬁl excluding share of results of joint ventwres 2nd associzies 1,083 (s2y 1,031 39 1,070
Share of results of joint ventures and assoclates 172 - 72 (56} 116
Profit on disposal of businesses 3 - 3 - 3
Profit before financing and taxation 1,258 (52) 1,206 7 1,189
Net financing (49} 49) (35) 84)
Profit before taxation (101) 1,157 (52) 1,105
Taxatign (261) (261) 4 (257)
Profit for the year {362) 896 148) 848
Year ended December 31 2010
Revenue from sale of onginal equipment 5322 - 5322 12 5434
Revenue from aftermarkes services 5.544 - 5544 107 5651
Total revenue 10 866 - 10 866 219 11,085
Operaung profit excluding share of results of oint ventures and associates 863 50 913 124 1,037
Share of results of jont ventures and associates 93 - 93 - 93
Profit on disposal of businesses 4 - 4 - 4
Profit before financing and taxation 1060 (50) 1010 124 1,134
Net financing (55) {55) (377) 432)
Psofit before taxation (105) 955 (253) 702
Taxation {236) {236) 77 {158}
Profit for the year {341) 719 (176) 543
* Central corporate Costs
Underlying adjustments
2013 2010
Prefit Profit
befare Net befare Net
Revenue  financing  financing Taxation Revenue financing financing Taxaton
£m £m £m £m £m £m im fm
Underlying performance 1,277 1,206 {49) (261) 10 866 1010 {55) {236)
Revenue recognsed at exchange rate on date of transaction (153) - - - 219 - - -
Realised (gansy/losses on settled dervative contracts ' - (116} 24 - - 180 [6)] -
Net unrealised fair value changes to denvatve contracts ? - (5) (49) - - - (341} -
Effect of currency on contract accounting - 4 - - - (56) - -
Revaluation of trading assets and labilties - - - - - - 8 -
Financial RRSPs - foreign exchange differences and changes
in forecast payments - - - - - 6 -
Effect of acquisition accounting * - (64) - - - - . - -
Post-reurement scheme past-service crechts ** - 164 - - - - - -
Net posi-retwernent scheme financing - - 012) - - - (39 -
Related tax effect - - - 4 - - - 77
Total undertying adjustments (153 (17} (35) 4 219 124 (377 77
Reported per consolidated tncome statement 11,124 1,189 (84) (257) 11085 1,134 {432) (159)

- -

falr value changes are recognised immed.ately in underlying profit

from underlying profit

The adjustment eliminates charges recogrised as » result of recognising assetsin acquired businesses at fairvalue
In 2000, the UK Government announced changes o the bass of the statutory indexation for penwon increases As a result, the selevant arrangements have been amended, resutting in a gain in the
ncome statement of £130m, which has been excluded from underlying profit

The Group has agreed revised post retrement healthcare arrangements on certam of its overseas schemes This has resutted in a net gain in the income statement of £34m which has been exciuded

The reconcliauon of underlying earmings per ordinary share s shown in note 5
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2 Segmental analysis (continued)

20m 2010
£m £m
Reportable segment assets 13,182 | 12658
Investrments in joing ventures and assoclates 1,680 393
Eliminations (757) (823)
Cash and cash eguwvalents and short-term investments 1,311 3187
Fair value of swaps hedging fixed rate bomowings 106 198
Income tax assets 388 | 457
Post-fetirernent scherne surpluses 503 164
Total assets 16,423 16,234
Reportable segment liabalities (9,974) (9,598}
Ehminations 757 823
Borrowings (1,204) (1852)
Income tax habiities (583) 608
Post-retirement scheme deficits {900) (1,020}
Total liabilities (11,504} (12,255)
Net assets 4,519 3979
Geographical segments
The Group's revenue by destination 1s shown below
2011 2010
£m £m
Unrted Kingdom 1,361 1,594
Norway 374 486
Germany 409 413
Span 189 | 23
laty 183 187
France 143 101
Russia 143 133
Rest of Eurcpe 547 830
USA 3,578 | 3,096
Canada 301 299
China 934 890
South Korea 210 355
Middle East and South East Asia 1778 ) 1585
Rest of Asia 290 | 228
Africa 261 109
Australasia ns 153
Other 195 395
11,124 11085

In 2011, revenue (included in all reportable segments) of £1,143m (2010 £1,131m) was recenved from a single customer

The carnrying amounts of the Group's non-current assets, excluding financial instruments, defesred tax assets and post-employment benefit surpluses, by
the geographical area in which the assets are located, are as follows

20m 2010
£Em £m

United Kingdom 2,980 2925
North Amenca . 670 )
Nordic countries 902 908
Germany 1,907 625
Cther 441 344
6,900 5413
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3 Netfinancing

2011 2010
Per Per
consolidated consolidated
Income Underlying income Underfyng
statement finandng’ statement firancing
Notes £m £m £m im
Financing income
Interest receivable 20 20 23 23
Fnancial RRSPs - foreign exchange differences and changes in forecast payments 17 2 - - -
Fair value gains on commodity dervatrves ? 7 - - 29 -
Expected return on post-retirement scheme assets 19 410 - 400 -
Net foreign exchange gains 24 - 1 -
456 20 453 22
Financing costs
Interest payable (51) (s1) 63) 63)
Fair value fosses on foreign currency contracts * 17 21} - (370} -
Financial RRSPs - foreign exchange differences and changes in forecast payments 17 - - © -
Financial charge relating to financial RRSPs 17 an {11} 13) (13)
Fair value losses on commodity dervatives ? 17 (28) - - -
Interest on post-retwement scheme liabilities 19 422) - 431 -
Gther financing charges (vd} ) 2) 2
(540) (69) (885) 78
Net financing {84) 49) (432) (55)
Analysed as
Net nterest payable 31} 31) 40) (40)
Net post-retrement scheme financing 12) - B1 -
Net other financing {41) (18) (361) {15
Net financing {84) {49) {432) (55}
' Seencte?
? Net loss on items held for trading 49) - {341) -
4 Taxation
UK Overseas Total
2011 2010 20m 2010 20M 2010
£m £m £m £m £m £m
Current tax _
Curreng 1ax (credit)/charge for the year m 2) 177 124 176 172
Less double tax relief {2) 2} - - {2) {2
3) @ 177 174 174 170
Adjustments in respect of prior years 1 1 (8} 2 {7} 3
2) 3 159 176 167 173
Deferred tax
Charge/{credn) for the year 69 (53} 37 Ll 106 (12}
Adjustments in fespect of prior years 2 - (7} 1 (5} 1
Credit resutting from reduction in UK tax 1ate (1) [E)] - - 11} 3)
60 £56) 30 42 90 (14)
Recognised in the iIncomae statement 58 (59) 199 218 257 159
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4 Taxation {continued)}
Other tax {charges)/credits

00 Equity
2011 2010 2011 2010
£m £m £m £m
Current tax
Share-based payments - direct to equity - - 6 -
Deferred tax
Net investment hedge n (4] - -
Movements in post-retvement schemes (53) 3 - -
Share-based payments — direct to equity - - 6 5
{54) 29 12 5
Tax reconchation
201 2010
£m im
Profit before taxation 1,105 702
Less share of resuits of joint ventures and associates (note 10} (11e) 93)
Profit before taxation excluding joint ventures and associates 989 609
Nominal tax charge at UK corporation tax rate 26 5% (2010 28 0%) 262 | 171
UK R&D crednt (29) 29
Rate differences 40 16
Other permanent differences 8 2
Benefit to deferred tax from previously unrecognised tax losses and temporary differences {1 (5)
Tax losses in year not recogrused in deferred tax - 3
Adjustments in respect of prior years 12)] 4
Reducuon in closing deferred taxes resulung from decrease in UK tax rate an [€)]
257 159
Underlying tems (note 2) 261 236
Non-underlying items ) on
257 159
Deferred taxation assets and habilities
2011 2010
£m £m
At January 1 13 ©)
Amount {charged)/credited to income statement (90) 14
Amount (charged)/credned to other comprehensive income (54) 29
Amount charged to equay 6 5
Acqutsition of businesses 3) (32)
Transferred to assets held for sale 46 -
Exchange differences 5 3
At December 31 (77) 13
Deferred 1ax assets 368 451
Deferred tax habilities {445) (438)
77) 13
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4 Taxation (continued)

The analysis of the deferred tax posttion 15 as follows

At flecognised Acquisition Transferred At
January 1, inincome Recognised Recognised of to assets Exchange December 31,
2om statement In OCI In equity businesses heldforsale differences w;on
£m £m £m £m £m £m £m £m
Intangible assets (282) 9} - - - a6 2 (243)
Property plant and equipment {150) 16 - - - - 1)} (135)
Other temporary differences (64) (3) n (3) - 4 {61)
Amounts recoverable on contracts (229) (21) - - - - - (250)
Pensions and other post-retirement scherne benefits 263 an {53) - - - - 99
Foreign exchange and commodity financial assets and labilities 94 27 - - - - - 121
Losses 37 1 - - - - - 32g
Advance corporation tax 64 - - - - - - 64
13 (90) (54) 6 (3) 46 5 (77)
AL Recognised Transferred At
January 1 inicome  Recognised  Recogrised  Acquisition 1o assets Exchange  December 31
2000 staternent inOCI inequity ofbusinesses held forsale  differences 2000
im £m £m im £m £m £m £m
Imangible assets (250) (19) - - n - (2) (282)
Property, plant and equipment {160) 10 - - - - - (150)
Other temporary differences (22) (25} - 5 (21 - (1} 649
Amounts recoverable on contracts (243) 14 - - - - - (229)
Pensions and other post-retirement scheme benefits 265 (3%} 31 - - 6 263
Foreign exchange and commodity financial assets and liabilities 54 40 - - - - - 94
Losses 286 33 (2} - - - -1 37
Advance corparation 1ax 64 - — - - = - 64
6} 14 29 5 32 - 3 13
20m 2010
£m £m
Advance corporation tax ns ns
Losses and other unrecognised deferred tax assets 41 51
Deferred tax not recognised on unused tax losses and other items on the basis that future economic benefit 1s uncestain 159 169

The 2010 Emergency Budget and the 2011 Budget announced that the UK corporation tax rate will reduce from 28 per cent 1o 23 per cent over a period
of four years from 2011 The reductions to 26 per cent effective from April 1, 2011 and 25 per cent effective ffom April 1, 2012 were substantively enacted
on March 29, 2011 and July 5, 2011 respectively As the rate change to 25 per cent was substantively enacted prior to the year end, the closing deferred tax
assets and labilties have been calculated at this rate The resuluing charges or credits have been recogmised in the ncome statement except 10 the extent
that they relate to items previously charged or credsted to OCl or equity Accordingly, in 2011, £11m has been credited 1o the income statement, £5m has

been charged to the OCl and £3m has been charged directly to equity

Had the further taxrate changes been substantively enacted on or before the balance sheet date it would have had the effect of reducing the deferred
tax asset by £23m and reducing the deferred tax hability by £22m

There are no unrecognised deferred tax llabilties ansing on the aggregate temporary differences associated with investments n subsidiaries, branches,
associates and joint ventures (2010 £nil) Any withholding tax due on the remittance of future earnings is expected to be insignificant
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5 Earnings per ordinary share

Basic earnings per ordinary share (EPS) are calculated by dividing the profit attributable o ordinary shareholkders by the weighted average number of
ordinary shares in issue during the year, excluding ordinary shares hefd under trust, which have been treated as if they had been cancelled

Diluted EPS are calculated by adjusting the weighted average number of ordinary shares in 1ssue during the year for the bonus element of share options

201 2010
Potentially Potentially
ditutive dilutive
share share
Basic options Diluted Basic options Diluted
Profit attributable to ordinary shareholders (£m) 850 850 539 539
Weighted average number of erdinary shares (rmillions) 1,850 25 1,875 1846 24 1870
EPS {pence} 45 95 (0 62} 45 33 2820 (0 38) 28 82
The reconcihation between underlying EPS and basic EPS 15 as follows
2011 2010
Pence £m Pence £m
Undertying EPS/Underlying profit atinbutable 1o ordinary shareholders 48 54 898 3873 715
Total underlying adjustments to profit before tax {note 2) (280 (52) (13 70} {253}
Related tax effects 022 4 417 77
EPS/Profit attnbutable to ordinary shareholders 4595 850 2920 539
Diluted underlying EPS 47 89 3824
6 Employee information
2011 2000
Number Number
Average number of employees
United Kingdom 21,600 21000
Rest of the world 18,800 17900
40,400 38,900
Chl aerospace 20,600 19 500
Defence aerospace 6,800 5900
Marme 9,400 5,000
Energy 1,600 3,500
40,400 318900
£m im
Group empleyment costs®
Wages and salanes 2,037 1847
Social secunty costs 245 212
Share-based payments (note 21) 59 50
Pensions and other post-retrement scheme benefits (note 19) 23 22
2,364 2330

' Remuneration of key management personnel is shown 1n note 24
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7 Auditor’s remuneration

Fees payable to the Company's auditors and its associates were as follows

20m 2010
£m £m
Fees payable 1o the Company's auditors for the audit of the Company’s annual financial statements ' 02 01
Fees payable to the Company’s auditors and its associates for the audit of the Company's subsidiaries pursuant to legislation 43 43
Total fees payable for audst services 45 44
Fees payable to the Company's auditors and its associates for other services
Other services pursuant to legistation 10 05
Other services relating to taxation 05 05
All other services 02 -
62 54
Fees payable in respect of the Group s pension schemes
Audn 02 02
Other services relating 1 taxation = 01

' The level of fees payable to the Company s auditors for the audit of the Company s annual &nancial statements reflects the fact that mited incremental wock Is required in respect of the audit of these
financial statements. Rolls Royce plc a subsidiary of the Company is also required to prepare conschdated financlal statements and the fees payable to the Company's auditors for the audit of those
financial staternents including the audit of the sub-consclidation is included in the audit of the Company s subsldiaries pursuant to legislation

8 Intangible assets

Certification
costsand Recoverable
participation Development engine Software
Goodwill fees expenditure costs and other Total
Em £&m £m £m £m £m

Cost
At January 1, 2010 99N 631 751 586 273 3,232
Exchange differences [ (2) - - m 3
Additions - 57 m m 46 325
Acquisitions of businesses 18 - - - 96 214
Disposals - - - - m m
At January 1,2011 1,115 686 862 697 a3 3,773
Exchange differences 20 {2) 0] - ) (25)
Additions - 44 93 135 95| . 367
Acquisitions of businesses n - - - 8 19
Transferred to assets held for sale - - - (368) - (368)
Disposals - (8) - - {24) (32)
At December 31, 2011 1,106 720 954 464 490 3,734
Accumulated amortisation
At January 1, 2010 7 177 205 296 75 760
Charge for the year ' - 13 27 55 35 130
Disposals - - - - [(}] {1
At January 1,2011 7 190 232 35 109 839
Charge for the year ' - 5 36 62 56| 169
Transferred 10 assets held for sale - - - {182) - (182}
Disposals - (8) - - ({16 24)
At December 31,2011 7 197 268 231 149 852
Net book value
At December 31,2011 1,099 523 686 233 341 2,882
At December 31, 2010 1,108 456 630 346 304 2,884
At January 1 2010 984 454 546 290 168 2472

' Chargedto cost of sales except development costs, which are charged o research and development costs
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8 Intangible assets (continued)

Goodwill
In accordance with the requirements of IAS 36 Imparrent of Assets, goodwill is allocated to the Group's cash-generating units {CGUs), or groups of CGUs,
that are expected to benefit from the synergies of the business combination that gave rise to the goodwill as follows

CGU or group of CGUs
Primary

reporting 20m 200
segment £m {m
Rolls-Royce Deutschland Ltd & Co KG Civil aerospace 230 236
Commercial manne — ansing from the acquisitions of Vinters plc and Scandinavian Electnic Holding AS Manne 645 657
Commercial manne - ansing from the acquisition of ODIM ASA Manne 112 114
Other Vanous 112 101
1,099 1108

Goodwill has been tested for impairment during 2011 on the following basis

- The carnrying value of goodwill has been assessed by reference to value in use These have been estimated using cash flows from the most recent
forecasts prepared by management, which are consistent with past experience and external sources of information on market condimions Given the
long-term and established nature of many of the Group's products {product lives are often measured in decades), these forecast the next ten years
Growth rates for the period not covered by the forecasts are based on a range of growth rates (2 0-2.5 per cent) that reflect the products, industries
and countries in which the relevant CGU or group of CGUs operate

The key assumptions for the impalrment tests are the discount rate and, in the cash flow projections, the programme assumptions, the growth rates
and the impact of foreign exchange rates on the relationship between selling prices and costs Impairment tests are performed using prevailing
exchange rates

The pre-tax cash flow projections have been discounted at 13 per cent (2010 13 per cent), based on the Group's welghted average cost of capltal

The principal value In use assumptions for goodwilll balances considered to be iIndividually significant are

+ Rolls-Royce Deutschland Ltd & Co KG - Volume of engine deliveries, flying hours of installed fleet and cost escalation, these are based on current
and known future programmes, estimates of customers' fleet requirements and long-term economic forecasts The prinaipal foreign exchange
exposure Is on translating US dollar income Into euros For the purposes of the impairment test only, cash flows beyond the ten-year forecasts are
assumed to grow at 2 5 per cent (2010 2.5 per cent) The directors do not consider that any reasonably possible change in the key assumptions
would cause the value in use of the goodwilt to fall below its carrying value The overall level of business would need to reduce by more than

75 per cent to cause an imparment of this balance

Viniers plc = Volume of equipment delveries, capture of aftermarket and cost escalation, these are based on current and known future
programmes, estimates of customers’ fleet requirements and long-term economic forecasts The principal foreign exchange exposures are on
wanslating income tn a varlety of non-functional cunrencies into Norwegian kroner For the purposes of the Imparment test only, cash flows
beyond the ten-year forecasts are assumed to grow at 2 5 per cent (2010 two per cent) The directors do not consider that any reasonably possible
change In the key assumptions would cause the value in use of the goodwill to fall below its carrying value The overall level of business would
need to reduce by more than 80 per cent to cause an impairment of this balance

Other intangible assets
Certlfication costs and participation fees, development costs and recoverable engine costs have been reviewed for impairment in accordance with the
requirements of IAS 36 Impairment of Assets Where an impairment test was considered necessary, it has been performed on the following basis

The carrylng values have been assessed by reference to value in use These have been estimated using cash flows from the most recent forecasts
prepared by management, which are consistent with past expenence and external sources of information on market condiuions over the lives of the
respective programmes

+ The key assumptions underlying cash flow projections are assumed market share, programme timings, unit cost assumptions, discount rates, and
foreign exchange rates

- The pre-tax cash flow projections have been discounted at 11 per cent (2010 11 per cent), based on the Group's welghted average cost of capital

+ Noimpairment 1s required on ths basis However, a combination of changes in assumptions and adverse movements in vanables that are outside
the Group's control {discount rate, exchange rate and atrframe delays), could result n iImpairment in future years
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9 Property, plant and equipment

Land and Plant and Afrcraftand in course of
bulldings i gl construction Total
Em £m £m £m £m
Cost
At January 1,2010 806 2387 163 276 3632
Exchange differences 6 16 - 1 23
Additions " 94 35 prdl 381
Acquistions of businesses 17 7 - - 24
Reclassifications a 108 5 (154) -
Disposals/winie-offs 4 {74) (14) {2) 94)
At January 1,2011 877 2,538 189 342 3,946
Exchange differences @) (13) - 1 06
Additions 17 80 52 318 467
Acquisitions of businesses - 2 - - 2
Reclassifications 78 123 5 (206) -
Transferred from/(to) assets held for sale 15 - (13) - 2
Disposalsiwrite-offs (2) (84} a7 () (104)
At Decermber 31, 2011 981 2,646 216 454 4,297
Accumulated deprecation
At January 1, 2010 23 1358 34 - 1,623
Exchange differences 4 n - - 15
Charge forthe year’ 37 190 10 - 237
Disposalsiwnte-offs (1) {62} {2) - 65)
At January 1, 2011 2n 1,497 a2 - 1.810
Exchange differences 2 €3] - - Q)
Charge for the year ' 39 185 15 - 239
Impairment - - - 2 2
Reclassifications 3 (3 - - -
Transferred from/(to} assets held for sale 6 - 7 - (1
Disposals/wnte-offs (2) {74) 6) - (82)
At December 31, 2011 315 1,598 44 2 1,959
Net book value
At December 31,2011 666 1,048 172 452 2,338
At December 31,2010 606 104 147 342 2136
Al January 1, 2010 575 1,029 129 276 2009
! Depreciation charged dunng the year s presented in the income statement orneluded in the cost of inventory as appropnate
Property, plant and equipment includes
2041 2010
im
Net book value of finance leased assets
Land and buildings 7 8
Plant and equipment 5 S
Assets held for use in operating leases
Cost 235 159
Depreciation {60) (35)
Net book value 175 124
Capital expendrture commitments 196 215
Cost of fully depreciated assets 655 584

The Group's share of equity accounted entmies’ capital commitments 1s £25m (2010 £24m)

Ralls Royee Holdings plc Annud report 2011




95

Financal statements

Notes to the consolidated financial statements

10 Investments

laint Total equity Other -
| a d unlisted
£m £m [ £m
At January 1, 2010 . 363 74 437 58
Exchange differences i} 4 2 & -
Additons _ 16 - 16 1
Taxation paid by the Group _ 3 - 3 -
Impairment . V] - (1} e}
Share of retaned profit . 24 1 25 -
Transferred to subsidiary B - 77 77 -
Disposals _ - - - (46)
Share of QCI of joint ventures and associates (16} - (16} -
AtJanuary 1,201 ~ 393 - 393 | 1
Exchange differences . 62} - ©2)] -
Addinons® _ 1,329 - 1329 -
Taxation paid by the Group N 3 - 3 -
Share of retained profit R 40 - 40 -
Transferred to assets held for safe N (13) - 03) -
Disposats _ - - - U]
Share of OC| of joint ventures and associates (0 - (i -
At December 31, 2011 1,680 - 1,650 10

On August 25 2011 Rells Royce and Daimler AG iDaimler) received allthe relevant regulatory approvals far the acqumition of Tognum AG (Tognum) The public tender offer by Engine Holding GmbH

(Engine Helding ~the jointly held acquisition vehicle) was concluded in September 2011 At December 31 2011 Engine Holding hek] $9 per cent of the Tognum shares giving the Group an effective
interest of 49 5 percent The results for the four menth period from September 2011 have been included after taking account of acquisition fair value adjustments Subject to certain conditions being
fulfilled the Group has the cption to exercise rights that would result in Engine Holding being classified as a subsidiary and consalidated It is anticipated that these ¢onditions will be fulfiled during

2012 As part of the Engine Holding shareholders’ agreement Daimler has the option to sell for a specified penod at a specified price s shares [n Engine Hokding to Rolls Royce The value of this option

was net significant at December 31 2014

The summarsed aggregated financial information of the Group's share of equity accounting investrnents s as follows

Jolint ventures Associates Total
Engine 2011 2010 FI 200 2011 2010
Holding Other £m £m £m im £m im
Assets
Non-curent assets 1,687 1,529 3,216 1405 - - 3,216 1,405
Current assets 818 891 1,709 1161 - - 1,709 1,161
Liabilities ?
Current labilitzes 4r7) [793) {1,270) (1150 - - {1,270) {115%)
Non-current habilimes {779) {1,196) (1,975) {1022) - - 1,975} {1,022
1,249 431 1,680 393 - — 1,680 393
Liabilties include borrowings of {176) (1,175) {1,352) (1,043} - - {1,352) {(1043)
Revenue 491 3,055 3,546 2914 - 26 3,546 2540
Profit before financing and taxation (13) 165 152 128 - 1 152 129
Net financing (12) (19} 31) (19 - - (31) (19)
Taxation 10 (15) (5) 17 ~ - (5} {17}
Resulis recognised in the consolidated income statement (15) 131 16 92 - 1 116 93
Drvdends receved - {76} (76) (68) - - (76) (68)
Retatned profit {15) 55 40 2 - 40 25

The principal jont ventures and associates at December 31, 2011 are listed on pages 123 and 124
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11 inventories

20m 2010
£m £m
Raw rnatenals 319 377
Work In progress 921 943
Lang-term contracts work in progress 12 42
Finshed goads 1267 | 1024
Paymeris on account 42 43
2,561 2429
Inventores stated at net realisable value 169 202
Amount of Inventory wrte-down 1n4 135
Reversal of Inventory wrte-down 3 2
12 Trade and other receivables
01 2010
£m £m
Trade recevables 1,123 1,210
Amounts recaverable on contracts ! 1,665 1580
Amounts owed by joint ventures and associates 421 518
Loan to Engine Holding GmbH 169 -
Other recevables 475 449
Prepayments and accrued income 156 186
4,009 3,943
Analysed as
Financial instruments (note 17}
Trade recevables and similar items 1,655 1,801
Other non-dervative financial assets 550 419
Non-financial instruments 1,804 1723
4,009 3943
Trade and other recevables expected to be recovered in more than one year
Trade receivables 4 7
Amounts recoverable on contracts 1,314 1176
Amounts owed by Joint ventures and assoclates 20 5
QOther recenvables 60 56
Prepayments and accrued income 28 27
1,426 1271

' The balance at December 31 2011 includes an allowance of £63m (2010 £55m), being the ditectors best estimate of the koss that willoccur from the Group s contract with EPI Euraprop International
GmbH 1o parucipate in the development of the TP400 engtne for the Airbus A400M military transport aircraft
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13 Cash and cash equivalents

20m 2010
£m im
Cash at bank and in hand 1,285 1,266
Money-market funds n 38
Short-term deposits 14 1,212
1,310 2,859
Overdrafts {note 15) {19) (8
Cash and cash equivalents per cash flow statement {page 74) 1,291 2 851
Cash held as collateraf against third party obligations (note 23) 67 68
14 Assets held for sale
2041 2010
£m im
Intangible assets — Recoverable engine costs 186
Property plant and equipment 6
Investment in joint venture 13 -
Amounts recaverable an cantracts 59 -
Amounts owed by joint ventures 49 -
Assets held for sale 313 9
Accruals and deferred income (54} -
Other payables (26) -
Provisions for lizbilities and charges 9) -
Deferred 1ax habilities 146} -
Liabilities associated with assets held for sale (135} -

On Octeber 12, 2011, the Group announced an agreement to form a new partnership wath Pratt &Whney, a United Technologies Corporation company,
to develop new engines for the next generation of mid-size acraft (120-230 seats) As part of this agreement, the Group and Pratt & Whitney wall
estructure therr participation n JAE, which produces the V2500 engine for the Airbus A320 family of arrcraft Under the terms of the agreement, whichis
subject to requlatory approvals, Rolls-Royce will sell its equity, programme share and related goodwall in |AE to Pratt & Whitney for US51.5 billion

The assets and lkabilities shown above are those, indluded in the civil aerospace segment, that will be derecognised on the completion of the transaction

However, as Rolls-Royce will continue to be respensible for the manufacture of high-pressure compressors, fan blades as well as the provision of engine
support and final assembly of 50 per cent of V2500 engines, the transaction is not considered to give rise to a discontinued operatlon

Rolls Royce Holdings ple Annual report 2011
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15 Borrowings

Current Non-current Total
20m 2010 201 2010 20M 2010

£m im £m £m £m £m
Unsecured
Overdrafts 19 8 - - 19 8
Bank loans 1 67 204 206 205 273
73/% Notes 2016 £200m - - 200 200 200 200
6 38% Notes 2013 U55230m ! - - 160 162 160 162
6 55% Notes 2015 US$83m ! - - 62 60 62 60
47,96 Notes 2011 €750m ? - 642 - - - 642
6 75% Notes 2019 £500m - - 557 506 557 506
Secured
Obligations under finance leases? - - 1 1 1 1

20 717 1,184 1135 1,204 1,852

' These notes are the subjact of interest rate swap agreements under which the Group has undertaken to pay floating rates of interest, and currency swaps which form a fair value hedge

2 These notes are the subject of swap agreements under which counterparties have undertaken to pay amounts at fixed rates of interest and exchange in consideration for amounts payable at vanable

rates of interest and at fixed exchange rates

¥ Cbbgatons under finance leases are secured by refated leased assets

16 Trade and other payables

Current Non current
2011 2010 201 2010
£m im £m £m
Payments received on account ! 1,396 1,560 487 475
Trade payables 1,028 891 - -
Amounts owed to joint ventures and associates 215 267 1 7
Other taxation and soctal securnty 88 81 - -
Other payables 1,623 1,294 58 94
Accruals and deferred income 1,886 1817 768 695
6,236 5910 1,314 1271
' Includes payments recetved on account from joint ventures and associates 58 258 147 243

Included within rade and cther payables are government grants of £104m (2010 £44m) During the year, £2m (2010 £2m) of government grants were

released to the income staternent

Trade and other payables are analysed as follows

20m 200
£ £m

Financil instruments (note 17}
Trade payables and similar tems 2,356 2212
Other non-dervatve financial liabilites 718 521
Non-financ@l instruments 4,476 4448
7,550 7181
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17 Financial instruments

Carrying values and fair values of financial instruments

Assets Liabilities Total
Basis for Heldfor Loansand Avallable Held for
determining trading receivables for sale Cash trading Other
Notes fair value £m £m £m £m £m £m £m
At December 31, 2011 -
Unlisted non-current asset mvestments _ 1o A - 10 - -1 - - 10
Trade recewvables and similar tems _on 8 - 1,655 - -1, - - 1,655
Cther non-demvatve financial assets oon B - 550 - -1, - - 550
Denvative financial assets R C 418 - - -~ - - 418
Short-term investments . B - n - - - - n
Cash and cash equivalents o3 B - 14 n 1,285 - - 1,310
Borrowings s D - - - - - (1,204) (1,204)
Denvatve financial labilites . C - - - - (796) - (796)
Financial RRSPs R Dj_ - - - - - (230) (230)
C Shares R B - - - - - 4) )]
Trade payables and simular tems .18 B - - - - - (2,356) {2,356)
Other non-dervative financial labilities 16 B - - - - - {718} {718)
418 2,240 11 1,285 {796) 4.512) {1,354}
At December 31, 2010 . . -
Unlisted non-current asset Investments _w A - 1 - - - - n
Trade recevables and similar tems L2 B - 1,80 - - - - 1801
Ozher non-denvative financial assets L2 B - 419 - - - - 419
Dervatwve financal assets . C 621 - - - - - 621
Short-term investments _ B - 328 - - - - 328
Cash and cash equivalents R B - 1.212 381 1266 - - 2859
Borrowings .15 D - - - - - (1852} {1,852)
Derwvatve financial labilities - C - - - -|. {761) - (761)
Financial RRSPs _ D - - - - - (266) (266}
C Shares R B - - - - - 23 (23
Trade payables and similar tems . e B - - - - - ay (2,212
Other non-derwvative financial labilies 16 B - - - - - (521 (521
621 3,71 381 1,266 (761) (4,874) 404
Far values equate to book values for both 2011 and 2010, with the following exceptions
2011 2010
Book value Fair value Book value Fait value
£m im £m £m
Borrowings _ {1,204) {1,311) {1852) (1963}
Financial RRSPs (230) (254) {266} (296}

The fair value of a financial Instrumnent Is the price at which an asset coukd be exchanged, or a liabiliy settled, between knowledgeable, willing parties in
an arms-length transaction Faw values have been determined with reference to avallable market mformation at the balance sheet date, using the
methodologies described below

A Thesa primarity comprse floating rate convertible kean steck. The conversion conditions are such that falr value appraxdmates to the beok value

B Fair vatues are assumed o approximate to cost either due to the shart term matunty of the instruments or because the interest rate of the Investmenzs 1s reset after penods not exceeding six months

C Fair values of derivative financial assets and liabilies are estimated by discounting expected future contractual cash flows using prevailing interest rate curves Amounts denominated in foreign
currencles are valued at the exchange rate prevailing at the balance sheet date These financial Instruments are included on the balance sheet at farr value derived from cbservable market prices
{Level 2 as defined by IFRS 7 Ainancial Instruments Disclosures)

D Borrowing and financial RRSPs are camed at amaortised cost Falr values are estimated by discounting expected future contractuat cash flows using prevalling interest rate curves Amoumts denominated

n foreign currencies are valued at the exchange rate prevalling at the balance sheet date For financlal RRSPs the contractual cash flows are based on future trading actinly which is estimated basedon
Latest forecasts

Rolis-Royce Holdings ple Annwal report 2011

Finandal statermnents




100

Financial staterments
Notes to the consohidated financial statements

17 Financial instruments (continued)

Carrying values of other financial assets and liabilities

Foreign Interest
exchange Commodity rate Totat Financial
contracts contracts contracts  dervatives RR5Ps CShares Total
£m im £m £m £m £m £m
At December 31, 2011
Non-current assets 237 7 83 327 - - 327
Current assets 84 7 - k.l - - N
kr3) 14 83 18 - - 418
Current habilities (85) 7) - 92) (15) @) an)
Non-current liabilities {683) {19} (2) (704) {215) - (919)
(768} {26} {2} {796) {230) 4) (1,030}
{447) {12) 81 (378) {230) 4) {612)
At December 31, 2010
Non-current assets 17 18 36 3N - - 37
Curent assets 98 10 142 250 — — 250
415 28 178 621 - - 621
Current habilities 38) 5) - @3 (39) (23} {105}
Non-current habilties (713) 2 [E)] (718) (227 - 545)
{751) ) (3) (764} (266) {23} (10500
{336) 21 175 (140) {266) {23) 429)

Derivative financial instruments

The Group uses various financial Instruments t© manage its exposure to movements In foreign exchange rates Where the effectiveness of a hedging
relatienship in a cash flow hedge Is demonstrated, changes inthe fair value that are deemed effective are Included In the cash flow hedge reserve and
released to match actual payments on the hedged item The Group uses commodity swaps 1o manage Its exposure to movemnents in the price of
commedities {jet fuel and base metals) To hedge the currency nisk associated with a barrowing denominated in US dollars, the Group has currency
derivatives designated as part of far value hedges The Group uses interest rate swaps, forward rate agreerments and interest rate caps to manage s

expasure 1o movements N INterest rates

Movemenits in the fair values of derivative financial assets and habilities wete as follows

Foreign
exdhange Commodity nterest rate

instruments Instruments Instruments Total

£m £m £m £m

At January 1 2010 . {144) an 199 44
Movements in fair value hedges' . 7 - 21 (14)
Movements in other denvative contracts * _ (370) 29 n (342)
Contracts settled ? 171 3 2) 172
AtJanuary 1, 20N . (336) Fal 175 (140)
Movements in fair vatue hedges * _ 2 - 83 85
Moverments in cash flow hedges _ M - - m
Movements in other denvative contracts ? . @n 28 1 a8)
Contracts settled 1) 5 arg) (274)
At December 31, 2011 (447) (12) 81 {378)

! Lass on related hedged items £85m (2010 £14m net galn)
? Included in financing
3 Includes contracts settled in fair value hedges £1m loss (2010 £10m gain)
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17 Financial instruments (continued)

Finanaal nsk and revenue sharing partnerships (RRSPs}

The Group has financial liabilities ansing from financial RRSPs These financial liabilities are valued at each reporting date using the amortised cost method
This involves calculating the present value of the forecast cash flows of the arrmngements using the internal rate of return at the inception of the
arrangements as the discount rate

Movements in the amontised cost values of financial RRSPs were as follows

200 2010
£m im
At January 1 (266) (363}
Cash pard to partners 46 n4
Exchange adjustments included in OCI m 2
Financing charge ! 1) a3
Excluded from underlying profit
Exchange adjustments * 1 (6}
Changes in forecast payments ! 1 -
At December 31 {230) (266)

! Included in financing

Risk management policies and hedging activities
The principal financial risks to which the Group s exposed are foreign currency exchange rate risk, hquidity nsk, credrt risk, interest rate risk, and
commodity price nsk The Board has approved policies for the management of these risks

Foreign currency exchange rate risk - The Group has significant cash flows gmost significantly US dollars, followed by the euro) denominated in currencies
other than the functional currency of the refevant trading entity To manage 1ts exposures to changes in values of future foreign currency cash flows, so as
to maintain relatively stable long-term foreign exchange rates on settled transactions, the Group enters into dervative forward foreign currency
transactions For accounting purposes, these dervative contracts are not designated as hedging instruments

The Group also has exposures to the fair values of non-dervative financiat nstrurments denorminated in foreign currencies To manage the nisk of changes in
these far values, the Group enters into denvative forward foreign exchange contracts, which are designated as farr value hedges for accounting purposes

The Group regards s Interests in overseas subsidiary companies as long-term investments The Group aims to match its translational exposures by
matching the currencies of assets and labilities Where appropnate foreign currency financial habilities may be designated as hedges of the net
Investment

Liquidity risk — The Group’s policy 1s 1o hold financial investments and maintain undrawn committed faalities at a level sufficient to ensure that the Group
has available funds to meet its medium-term capral and funding chligations and 1o meet any unforeseen obligations and opportunities The Group
helds cash and short-term investments, which together with the undrawn committed facilities, enable the Group to manage its liquidity risk The profile
of the maturity of the Group's comemitted facilitles is discussed Inadditional financial information on page 36

Credit nsk - The Group 1s exposed to credt nisk to the extent of non-payment by either its customers or the counterparttes of its financial Instruments The
effective monitoring and controlling of credit risk Is a key component of the Group's risk management activities The Group has credit policies covering
both trading and financial exposures Credit risks arising from treasury activities are managed by a central treasury function in accordance with the Group
credr: policy The objective of the policy 1s to diversify and minimise the Group's exposure 1o credi nsk from its treasury actvities by ensuning the Group
ransacts strictly with *88B+ or higher rated financlal institutions based on pre-established limits per financial institution At the balance sheet date, there
were no significant concentrations of credit nsk 1o Indvidual customers or counterparties The maximum exposure to credit nsk at the balance sheet date
15 represented by the carying value of each financial asset, induding dervative financial insiruments

Interest rate nsk — The Group’s interest rate risk s pnimanly in refation to ts fixed rate borrowings (faw value risk), floating rate borowings and cash and cash
equivalents (cash flow risk) Interest rate dervatives are used to manage the overall interest rate profile within the Group policy, which s to maintan a
higher proportion of net debt at floating rates of Interest as a natural hedge to the net cash position These are designated as erther far value or cash flow
hedges as approprate

Commodtty nsk - The Group has exposures 1o the price of jet fuel and base metals ansing from business operations To minimise its cash flow exposures
to changes in commodity prices, the Group enters Intc derivaiive commodity transactions For accounting purposes, these dervative contracts are not
designated as hedging instruments

Other price nisk - The Group's cash equivalent balances represent mvestments in money-market nstruments, with a term of up to three months The
Group does not consider that these are subject to significant pnce risk
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17 Financial instruments (continued)

Derivative financial instruments

The pominal amounts, analysed by year of expected matunty, and fai values of denvative financial Insiruments are as follows

Expected maturity Falr value
Between Between
Nominal Within oneand tweand After
amount one ytar  twoyears fiveyears five years Assets Liabilities
£m £m £m £m £m £m £m
At December 31,2011 .
Foreign exchange contracts .
Fair value hedges 175 - 129 46 - 23 -
Nen-hedge accounted 17,563 5,438 3,625 7,568 932 298 (768)
Interest rate contracts
Faw value hedges 701 - 148 53 500 a3 -
Non-hedge accounted 43 - - 43 - - 2)
Commodity contracts
Non-hedge accounted 220 68 59 93 - 14 (26)
18,702 5,506 3,961 7,803 1,432 418 (796)
At December 31 2010
Foreign exchange contracts
Fair value hedges 175 - - 175 - 20 -
Non-hedge accounted 15561 3,806 3,285 7427 1,043 395 750
Interest rate CORtracts
Fairvalue hedges 1200 500 - 200 500 178 -
Non-hedge accounted 46 - - 46 - - 3
Commodity contracts
Non-hedge accounted 138 60 43 35 - 28 (7)
17120 4,366 3328 7883 1543 621 (761)
As described above, all denvative finanoial instruments are entered into for nsk management purposes, although these may not be designated into
hedging relattonships for accounting purposes
Currency analysis
Derivative financial instruments related to foreign exchange risks are denominated in the following currencies
Currencles purchased forward
Sterling US dollar Euro Other Tatal
£m £m £m £m £my
At December 31, 2011 _
Currencies sold forward .
Sterling . - 814 - 147 961
US dollar R 14,401 - 1,193 834 16,428
Euro ) - - - 197 197
Other 36 26 67 23 152
At December 31 2010 - .
Currencies sold forward .
Sterling - - 175 - 35 210
US dollar _ 13195 - AL 642 14,998
Euro . - - - 285 285
Other 76 35 106 26 243
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17 Financial instruments (continued)

Other dertvative financial tnstruments are denominated in the following currencles

201 2010
£m im
Sterling 510 514
US dollar 4an 337
Euro . - 500
Other 33 33
Non-derivative financial instruments
Non-derivative financial instrurnents are denominated in the following currencies
Sterling US deflar Euro Other Total
£m £m £m £m £m
At December 31, 2011
Assets
Unlisted non-current investments ¥ - 4 5 10
Trade recelvables and similar tems 204 1,201 133 nz 1,655
Other non-dervative financial assets 112 87 217 134 550
Short-term investments 5 - - 6 n
Cash and cash equwalents 50 657 367 236 1,310
372 1,945 2 498 3,536
Liabibities
Borrowings {977) {222) {5) - 1,204)
Financial RRSPs - {(173) (57) - (230)
C Shares (4) - - - (4)
Trade payables and similar tems {1,095) (812) 275} (174) (2.356)
Other non-dervative financial labilities {252) {308) (18} {140) {718)
(2,328) [1,515) {355) (314) {4,512)
{1,956) 430 366 184 [976)
At December 31, 2010
Assets
Unlisted non-current investments i - 4 6 n
Trade recervables and similar tems 312 1,120 210 159 1801
Other non-dervative financial assets 155 46 40 178 419
Short-term investrnents 325 - - 3 328
{ash and cash equivalents 1299 634 473 453 2 859
2092 1,800 727 799 5418
Liabilties
Borrowings ©72) (222) 656} 2 (1852
Financsal RRSPs - (208} (58) - (266}
C Shares (23) - - - (23}
Trade payables and similar tems (1040) (705) {219) {248) (2,212)
Other nondenvative financial liebilities 211 {166) (35) (109 (521)
(2,246) {1.301) {968) (359) (4 874)
{154) 499 (241} 449 544
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17 Financial instruments (continued)

Currency exposures

The Group's actual currency exposures after 1aking account of derrvative foreign currency contracts, which are not designated as hedging instruments for
accounting purposes are as follows

Sterling Us dollar Euro Other Total
Functional currency of Group operation £m £m £m £m £m
At December 31,201
Sterling - 1 - 3 4
Us dollar 3 - (2) 10 1"
Euro (1) {1 - - (2}
Other 1 4 1 3 9
At December 31,2010
Sterling - 3 ] 1 5
US dollar 1 - [th] 6| 16
Euro - )] - mj. {2)
Other 1 - ] 2 4
Ageing beyond contractual due date
The ageing beyond contractual due date of the Group's financial assets is
Between
Up to three
three months and Morethan
Within months one year one year
terms overdue overdue overdue Total
£m £m £m £m £m
At December 31, 2011
Unlisted non-current asset Investrents 10 - - - 10
Trade recesvables and similar items 1,377 184 68 26 1,655
Qther non-dervative financial assets 532 15 - 3 550
Derwvatve financial assets 418 - - - 418
Short-term investments n - - - n
Cash and cash equivalents 1,310 - - - 1,310
3,658 199 68 29 3,954
At December 31, 2010
Unlisted non-current asset investments 11 - - - 1
Trade receivables and similar tems 1,505 180 86 30 1801
Other non-derivative financial assets 396 19 1 3 419
Dervatwve financial assets 521 - - - 621
Short-term nvestments 328 - - - 328
Cash and cash equivalents 2859 - - - 2,859
5,720 199 87 33 6039
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17 Financial instruments (continued)

Coentractual maturity analysis of financial liabilities

Gross values

Between Between
Within oneand twoand After Carryilng
one year twoyears five years five years Discounting values
£m £m £m £m £m £m
AtDecember 31, 2011
Borrowings (85) 213) (608) (603) 305 {1,204)
Dernvatve financial habilities 92) {199) 419) 48) (38) (796)
Financial RRSPs 37) (37) o1 (2n 62 (230
C Shares 7)) - - - - 4)
Trade payables and simdar tems (2,353) n {n {1) - (2,356)
Other non-dervative financial labiliues {715} 2 - {1 - {718)
(3,286} {452) (1,119) (780) 329 (5,308)
At December 31, 2010
Borrowings {812) (68) (575) (887) 490 {1852)
Dervative financial labilities (43) ma (525} 8 (75) (769)
Financial RRSPs @7 (39) (10) (152) 82 {266)
C Shares (23) - ~ - - 23)
Trade payables and simitar tems (2199} (7 @ 2 - 222
Other non-dervative financial labilities 516) (3 0] (1 - (521)
(3 640) {227) (1,215} {1050} 497 (5,635)

Interest rate risk

In respect of ncome earmng financial assets and interest bearing financial iabilitles, the following table indicates their effective Interest rates and the
penods in which they reprice The value shown is the carrying amount

20m
Perlodin which interest rate reprices
Effective & months More than
interest rate Total orless & 12 months 1-2 years 2-5 years 5 years
9% £m im £m £m £m £m
Shorm-term investments ! 43782% 11 9 2 - - -
Cash and cash equivalents ? 1,310 1,310 - - - -
Unsecured bank loans
€2m floating rate loan 05000% 2} - - - - @
€5m floating rate loan EURIBOR +075 (3} (3) - - - -
Oveidrafts ! 19 (19) - - - -
Interest rate swaps 10 8775% - 10 - - {10 -
£200m floating rate loan GBP LIBOR + 0 267 {200) (200) - - - -
Unsecured bond 1ssues
749 Notes 2016 £200rm 73750% {200) - - - {200) -
6 38% Notes 2013 US$230m 63800% {160) - - (160) - -
Effect of interest rate swaps USD LIBOR +1 26 - (160) - 160 - -
6 55% Notes 2015 USS83m 65500% {62) - - - (62) -
Effect of interest rate swaps USD LIBOR + 124 - 62) - - 62 -
6 75% Notes 2019 £500m 6 7500% {557) - - - - (557}
Effect of interest rate swaps GBP LIBOR + 29824 - (557) - - - 557
Other secured .
Obhgations under finance leases 5 0000% (L] - - - - (1)
117 328 2 - (210) 3}
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17 Financial instruments (continued)

2000
Penod n which interest rate reprces
Effective 6 manths More than
Interest rate Total orless 6-12 months 12years 2 5years 5 years
% £m im £m £m £m £m
Shost-term investments ' 11654% | 328 327 1 - - -
Cash and cash eguvalents ? 2859 2,859 - - - -
Unsecured bank ioans i
£66m floating rate loan GBP LIBOR +07 | (66) 665) - - - -
€5m floating rate loan EURIBOR + 05 | _ (5) (5} - - - -
Overdrafts * ] 8 [} - - - -
73m Indian rupee fixed rate loan 112467% | m m - - - -
Effect of interest rate swaps 72237% | | {1 12 - - 13) -
£200m flosting rate loan GBP LIBOR + 0 267 (200} {200} - - - -
Unsecured bond issues ]
7/y% Notes 2016 £200m 7.3750% | (200) - - - - (200)
6 38% Notes 2013 US$230m 6 3800% | (162) - - - (162) -
Effect of interest rate swaps USD LIBOR + 126 | - (162) - - 162 -
6 55% Notes 2015 USS83m 6 5500% | 60 - - - {60} -
Effect of intarest rate swaps USDLIBOR +124 | - {60 - - 60 -
4'/,% Notes 2011 €750m 4 5000% | (642) 642) - - - -
Effect of interest rate swaps GBP LIBOR + 0911 | - - - - - -
6 75% Notes 2019 £500m 67500% | (506) - - - - (506)
Effect of interest rate swaps GBP LIBOR +298 - (506) - - - 506
Other secured )
Obligations under finance leases 5 0000% (1} - - - - a
1335 1,548 1 — {13) {201}

! Interest on the short term investments are at fixed rates

1 Cashand cash equivalents comprises bank balances and demand deposwts and earns interes: at sates based on daily depasit rates.

? Overdrafts bear interest at rates linked 1o applcable LIBOR rates that fluctuate in sccordance with local practice.

Some of the Group's borrowings are subject to the Group meeting certamn obligatons, ncluding customary financial covenants If the Group fails to meet
its obligations these arrangements give nghts to the lenders, upon agreement, 1o accelerate repayment of the facilities There are no rating triggers
contained m any of the Group's facihties that could require the Group to accelerate or repay any facility for a given movement in the Group’s credit rating

In addmon, the Group has undrawn committed barrowing facilies available as follows

201 2010

£m £m

Expinngin one to two years - 250
Expiring after two years 1,200 200
1,200 450
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17 Financial instruments (continued)

Sensmivity analysis
The Group is exposed to a number of foreign currencies The most significant transactional cunrency exposures are US dollar with sterling and US dollar
with euro

At December 31, 2011 if sterling had weakened ten per cent against the US dollar with all ather variables held constant, profit after tax for the year and
equity would have been £1,083m lower (2010 £989m) If sterling had strengthened ten per cent agamnst the US dollar with all other vanables held
constant, profit after tax for the year and equity would have been £886m hugher (2010 £809m) There would have been no change to the underlying
results that exclude unrealised gains and losses on foreign exchange dervatives

At December 31, 2011 If the euro had weakened ten per cent aganst the US dollar with all other variables held constant, profit after tax and equity for the
year would have been £93m lower (2010 £82m) If the euro had strengthened ten per cert against the US dollar with all other varables held constant,
profit after tax for the year and equity would have been £78m higher (2010 £66m) There would have been no change te the underlying results that
exclude unrealised gains and losses on foreign exchange dervatives

At December 31, 2011 If the price of commeditles had been ten per cent kower, with all other varlables remaining constant, profit after tax for the year and
equity would have been £15m lower (2010 £11m) K the price of commodities had been ten per cent higher, with all cther variables remaining constant,
prefit after tax and equity would have been £15m higher (2010 £11m} There would have been no change to the underlying resufts that exclude
unrealised gans and losses on commodity dervatives

At December 31, 2011 the Group had no material sensitivity to changes in Interest rates on that date The main interest rate sensitivity for the Group anses
as a result of the gross up of net cash and this 1Is mitigated as described under the interest rate nsk management polictes on page 101

CShares and payments to shareholders

The Company {and Rolls-Royce Group plc, the previous helding company) issues non-cumutative redeemable preference shares (C Shares) as an
alernatve to paying a cash dividend C Shares in respect of a year are issued in the following year Shareholders are able to redeem any number of thew
C Shares for cash Any C Shares retained atiract a dwvidend of 75 per cent of LIBOR on the 0 1p nominal value of each share, paid on a twice-yearly basis,
and have imited voung nghts In certan circumstances the Company has the option 1o compulsorily redeem the C Shares, at any time, if the aggregate
numnber of C Shares in issue 15 less than ten per cent of the aggregate number of C Shares issued, or on the acquisition or capttal restructunng of the
Company As part of the scheme of arrangement described on page 76, all outstanding C Shares were compulsiorly redeemed on April 6, 2011

Movements in the C Shares during the year were as follows

2011 2010
Nominai vatue Nominal value —

Millions £m Milhons £m
tssued and fully paid
At Januasy 1 ) 23,380 23 12577 13
Issued : 299,522 300 27815 278
Redeemed } (316,531) M7 (267.312) (267}
Held in employee share trust {1,999) (2) - -
At December 31 4,372 4 23,380 23

Payments to shareholders in respect of the year represent the value of C Shares to be 1ssued in respect of the results for the year issues of C Shares prior 1o
the scheme of arrangement (May 23, 2011} were made by Rolls-Royce Group plc and subsequently by Rolls-Royce Holding plc Issues of C Shares were
dedlared as follows

201 2010 &

Pence per Pence per .fig

share £m share £m =

Intenm i 69 129 64 1% 2

Final 106 199 96 180 2
175 328 160 299 -
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18 Provisions for liabilities and charges

Transferred
toassets Acquisitions Unused Chargedto At
At fanuary 1, Exchange held for of amounts income December 31,
on differances sale  busi r d Udlised 20m
£m £m £m £m £m £m £m £m
Warranty and guarantees 298 (5) - - {21) 72 (59) 285
Contract loss 72 - - 1 {1 L} (31) 52
Restructuring 14 - - - (s) 1 () 6
Customer financing 78 - @) - - 14 (2) 81
Insurance 55 - - - - 7 an 51
Cther 27 - - - (7) 10 (3) 27
544 [5) 9) 1 (34) 115 {110} 502
Current habilities 276 276
Non-current liabilities 268 226

Provisions for warranties and guarantees primanly relate to products sofd and generally cover a penod of up to three years
Provisions for contract loss and restructuning are generally expected to be utilsed within two years

Customer financing provisions cover guarantees provided for asset value and/or financing These guarantees are considered to be tnsurance contracts in
nature and provision is made in accordance with IFRS 4 insurance Contracts and 1AS 37 Prowistons, Contingent Liabilines and Contingent Assets These
guarantees, the risks arising and the process used to assess the extent of the risk are described under the heading ‘Customer financing’ in the Finance
Director's review on page 16 The related contingent liabilitres ansing from these guarantees and the sensitvity to movements in the value of the
underlying security are discussed i note 23 It 1s estmated that the proviston will be utilised as follows

20m 00
fm fm
Potential claims with specific claim dates

In one year or less 12 8
In more than one year but less than five years 62 47
In more than five years 6 4]

Potential claims that may arise at any time up to the date of expiry of the guarantee
Up toone year - 9
Up to five years 1 5
Thereafter - 3
81 78

The Group's caplive insurance company retains a portion of the exposures it insures on behalf of the remalnder of the Group Significant delays occur in
the natification and settlement of claims and jJudgement is involved In assessing outstanding liabilities, the uftimate cost and timing of which cannot be
known with certainty at the balance sheet date The insurance provisions are based on information currently avadable, however it 1s inherent in the nature
of the business that utmate habilries may vary Provisions for outstanding claims are established 1o cover the outstanding expected liability as well as
claims incurred but not yet reported

Cther provisions comprise a number of habilities with varying expected utilisation rates
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19 Post-retirement benefits

The Group operates a number of defined benefit and defined contribution schemes

For the UK defined benefit schemes, the assets are held in separate trustee administered funds and employees are entitled to retrement benefits based
on either therr final or career average salaries and length of service

Overseas defined benefit schemes are a mixiure of funded and unfunded plans Addionally In the US, and to a lesser extent in some other countries, the
Group's employment practices include the provision of healthcare and life Insurance benefits for retred employees These schemes are unfunded

The valuations of the defined benefit schemnes are based on the most recent funding valuations, updated by the scheme actuaries to December 31, 201
The most recent funding valuations of the mamn UK schermes were

Scheme Valuation date
Rolls-Rayce Pension Fund . March 31 2009
Rolls-Royce Graup Pension Scheme _ Apnl 35,2010
Vickers Group Pension Scheme March 31,2010

Amountsrecognised in the income statement

20m 2010
UK Overseas UK Overseas
schemes schemes Total schemes schemes Total
£m im £m £m £m im
Defined benefit schemes
Curient service cost 19 34 153 18 34 152
Past-service (credit/cost (126) (68) {194) - 1 1
Curtallment - {2) (2) - 6) {6)
(g] {36) 43) 18 29 147
Defined contnbution schemes 16 38 54 " 32 43
Operating cost 9 2 1 129 61 190
Financing in respect of defined benefit schemes
Expected return on assets (381) 129) 410) (374) (26) 400)
Interest on labibties 372 50 422 375 56 431
{9) 21 12 1 30 31
Total income statement charge - 23 23 130 91 221
The operating cost 1s charged as follows
Defined benefit Defined contribution Total
20M 2000 20m 2010 2011 2010
£m fm £m im £m £m
Cost of sales —included in underlying profit . 14 106 | L 3 152 137
Cost of sates — excluded from underlying profit . (204) - - - (204) -
Commercial and administrative costs ; 36 g 12 9 48 40
Research and development 1 10 4 3 15 13
(43) 147 54 43 1 190

The Group operates a PaySave scheme in the UK. This is a salary sacnfice scheme under which employees elect to stop making employee contributlons
and the Group makes additional contributions in return for a reduction in gross contractual pay As a result, there 1s a decrease In wages and salanes and
a coresponding increase 10 pension costs of £35m (2010 £35m) in the year

Amountsrecogmised n the other comprehensiveincome

201 2010

£m £m

Actuaral gain on scheme assets B 1,426 450
Expenence losses on scheme liabilities . (720) (303)
Maovement In unrecognised surplus - (683) (300)
Movement in minimum funding liability 100 49
123 G4}
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19 Post-retirement benefits {continued)

Defined benefit schemes
Assumptions
The principal actuarial assumptions used at the balance sheet date were as follows
2011 2010
UK Overseas [§:.4 Overseas
schemes schemes schemes schemes
% % % %
Rate of Increase in salanes _ 42 40 47 39
Rate of increase of pensions in payment R 17 17 30 17
Discount rate ~ 47 45 55 54
Expected rate of return on scheme assets _ 34 56 50 72
Inflation assumpuon ! 31 25 36 25

' For the UK schemes, this s the assumption for the Reta:! Price Index The Censumer Price Index is assumed tc be one per cent lower

The discount rates are determined by reference to the market yieids on AA rated corporate bonds For the main UK schemes, the rate s determined by
using the profile of forecast benefit payments to derive a werghted average discount rate from the yield curve For overseas schemes, the rate is
determined as the market yield at the average duration of the forecast benefit payments The discount rates above are the weightaed average of those for
each scheme, based on the value of their respective labilities

The overall expected rate of retum 1s calculated by weighting the individual returns expected from each asset class (see below) in accordance with the
actual asset balance in the schemes’ iInvestrent portfolios

The mortality assumptions adopted for the UK pension schemes are denived from the SAP actuaral tables, with 80 per cent of long cohort and an
underpin of one per cent, published by the Institute of Actuaries, projected forward and, where appropriate, adjusted to take account of the relevant
scheme’s actual expentence The resufing range of life expectancies in the principa! UK schemnes are as follows

Life expectancy from age 65

Current pensioner 222 years
Future pensioner currently aged 45 243 years

Other demographic assumptians have been set on advice from the relevant actuary, having regard to the latest trends in scheme expernience and other
relevant data The assumptions are reviewed and updated as necessary as part of the penodic actuarial valuation of the schemes

Assumptions In respect of overseas schemes are also set in accordance with advice from local actuanes

The future costs of healthcare benefits are based on an assumed healthcare costs trend rate of 8.4 per cent grading down to five per cent over 6 3 years
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19 Post-retirement benefits (continued)

Amountsrecognised in the balance sheet

2011 2010
UK Overseas UK Overseas

schemes schemes Total schemes schemes Toral

£m £m £m £m £m m

Present value of funded obligations (7.713) (557) 18,270) (7039) _ (484) (7523

Fair value of scheme assets 9,519 457 10,016 7783 434 8217

1,806 (60} 1,746 744 (50 694
Present value of unfunded cbligations - (495) {49s) - 579 {579)

Unrecognised past-service credit ! - (94) {94) - - -
Unrecognised surplus ? {1,318) - {1,318) (628) N (635)
Minimum funding liabilty ? (236) - (236) (336) - (336)
Net asset/(liability) recognised in the balance sheet 252 (649) (397) (220) 636} (856}

Post-retirement scheme surpluses 495 8 503 164 - 164
Post-retirernent scheme deficits (243) [657) {500) {384) {636) (1 020)

' The unrecagrised past service credi has arlsen as a result of revisions ta post retirement healthcare schemes It will be amortised over the remaining service lives of the participants {12 3 years}

T Where 3 surplus has arisen on a scheme in accordance with 1AS 19 and IFRIC 14 the surplus Is recognised as an asset only f @ represents an uncondrional economic benefit avallable to the Group in the:
future Any surplus in excess of this benefit is not recognised in the balance sheet

1 A minimum funding fiability arises wherte the statutory fundiag requirements require future contnibutions in respect of past service that will result in a future unrecogrisable surplus

Changes in present value of defined benefit obligations

2on 2010

UK Overseas UK Overseas

schemes schemes Taotal schemes schemas Total

£m £im £m £m £m £m
AtJanuary 1 (7,039) {1,063) {(8,102) 6.714) (823) (7537}
Exchange differences - - - - 27 27
Current service cost (119} {34) (153) ma (34 (152
Past-service credit/(cost) 126 162 288 - m m
Finance cost (372) {50) 422} (375) (56} (431}
Connibutions by employees (4) 3) 7) (3 (2} (5)
Benefits pard out 312 37 349 33 35 348
Actuanal losses 17 {103) {720) (142} (161) (303)
Curtailment -~ 2 2 . 6 6
At December 31 (7,713) (1,052} {8,765) (7,039} {1063) {8102) —
Funded schemes 2,713) (557) (8,270) (7.039) (484) {7523
Unfunded schemes - 495) (495) - (579} (579}
Changes m fair value of scheme assets

201 2010
UK Qverseas UK Overseas
schemes schemes Total schemes schemes Total

£m im £m £m im £m
At January 1 7,783 434 8,217 7,048 354 7402
Exchange differences - 1 1 - 16 16
Expected return on assets 381 29 410 37 26 400
Contnbutions by employer 256 48 304 227 55 282 "
Contributions by employees 4 3 7 3 2 5 5
Benefits pad out {312) (37} (349) (313) _ (35) (348) £
Actuanal gains 1,407 19 1,426 444 16 460 E
At December 31 9,519 497 10,016 7,783 434 8,217 '§
Actual return on scheme assets 1,788 48 1,836 818 42 860 2 |
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19 Post-retirement benefits {continued)

The farr velue of the scheme assets in the schemes and the expected rates of return at December 31, were as follows

20m 200

Expectedrate Market Expected rate Market
of return value of return value
% £m % £im

UK schemes .
Llabllttydrlven investment {LD1} portfolios ! . 31 B,330 45 6,383
Longevity swap ? _ 47 (79) - -
£quities . 60 1,004 75 1204
Sovereign debt ) 28 159 42 23
Corpotate bonds R 40 13 52 22
Other 28 92 42 151
34 9,519 50 7783

Overseas schemes R
LDt portfolios N 53 M - -
Equities . 79 118 93 237
Corporate bonds . 40 83 45 170
QOther 25 5 69 27
56 497 72 434

! A portfoho of gilt and swap contracts backed by LIBOR generating assets that is designed to hedge the majority of the interest rate and inflation risks assocated with the schames obhigations

Under the longewvity swap the Rolls-Royce Pension Fund has agreed an average Iife expectancy of pensioners with a counterparty If pensioners live longer than expected the counterparty will make
payments to the Fund to offset the additlonal cost of paying pensioners. If the reverse appiles the cost of paying pensioners will be reduced but the schem e will be required to make payments to the:
counterpatty

The scheme assets do not include any of the Group's own financia! Instruments, nor any property accupled by, or other assets used by, the Group
The expected rate of return for LDI portfolios 1s deterrmined by the mplicit yield on the portfolio at the balance sheet date

The expected rates of return on other individual categories of scheme assets are determined by reference to gilt yields In the UK, equities and corporate
bonds are assumed to generate returns that excead the retumn from gilts by 3 25 per centand 1 20 per cent per annum respectively

The expected rates of return above are the weighted average of the rates for each scheme

Future contributions
The Group expects to contribute approximately £290m (o its defined benefit schemes in 2012

Sensitivities

For the most significant schemes the investment strategies are designed to hedge the risks from interest rates and inflation on an economic basis A
reduction of 0 25 per cent In the discount rate would increase the obligations of the principal UK defined benefit schemes by approximately £298m An
equvalent movement in interest rates would increase the fair value of the assets by approximately £463m The difference arises largely due to differences
in the methods used to value the obligations for accounting and economic purposes On an economic basis the correlation s approximately 95 per cent
The principal remaining risks relate to the assumptions for mortality and increases in safartes If the age ratings In respect of the principal UK defined
benefit schemes were increased by one year, the scheme liabilities would increzse by £163m and there would be a correspanding increase in the value of
the longevity swap of £62m If the rate of increase in salaries were 0.5 per cent higher, scheme liabilities would increase by £127m

The defined benefit obligation relating to post-retirement medical benefits would ncrease by £45m if the healthcare trend rate Increases by one per

cent, and reduce by £56m If it decreases by one per cent The pension expense relating to post-retilement medical benefits, comprising service cost and
nterest cost, would increase by £4m If the healthcare trend increases by one per cent, and reduce by £5m if it decreases by one per cent
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19 Post-retirement benefits (continued)

History of defined benefit schemes

The history of the schemes for the current and prior years s as follows

2011 2030 2009 2008 2007
£m im £m £m £m
Balance sheet
Present value of defined benefit obligations (8,765) (8.102) {7537 6,546} 6512
Fair value of scherne assets 10,016 8217 7402 7446 6903
Unrecognised past-service credit (94) - - - -
Unrecognised surpluses (1,318) 635) (335} (1.042) [QL)]
Minimum funding liabilties (236) (336) (385) 42s) -
Deficit {397) (856) (855) {567) (123)
Expenence gains/(losses)
Actuanal gains/(losses) on scheme assets 1,426 460 (270) 178 161
Experence (losses)gains on scheme lhiabilities (720} (303) (878) 766 350
Movement in unrecognised surpluses (683) (300) 707 {928} ma
Recognition of minimum funding liability on January 1 2008 - - - @91 -
Maovement in minimum funding hizbiities 100 49 40 66 -
Total amount recognised in OC! 123 (94) {401) (409} 399
Cumulative amounts iecognised in OCl since January | 2004 69) (192) 98) 303 712
20 Share capital
Non-equity Equity
Ordinary
Specal Preference Nominal shares of Nominal
Share shares of value 20peach ' value
of £1 £1 each £m Milllons £m
Issued and fully paid
Rolls-Royce Group plc
At January 1, 2010 1 - - 1,854 n
Proceeds from shares ssued for share option schemes - - - 18 3
At January 1,2011 1 - - 1.872 374
Proceeds from shares sued for share option schemes - - - - -
At May 23 2011 - - 1872 EE]
Rolls-Royce Holdings plc
On formation of Rolls-Royce Holdings plc - 50,000 - - -
Scheme of arrangement - ssue of ordinary shares of 150p each ? 1 - - 1.872 2,808
Captta! reduction to ordinary shares of 20p each ? - - - - (2434)
Proceeds from shares ssued for share option schemes - - - - -
Redemption of shares - (50,000) - ~ -
At December 31, 2011 1 - - 1,872 374

' Unless otherwise stated
1 See page 76

The nghts attaching 1o each class of share are set cut on page 656

In accordance with 1AS 32 Financial Instruments Presentanon, the Company's non-cumulative redeemable preference shares (C Shares) are dlasslfied as
financhal liabilities Accordingly, movements in C Shares are included in note 17
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21 Share-based payments

Effect of share-based payment transactions on the Group’s results and financial position

2om 2010

£m £m
Total expense recognised for equity-settled share-based payments transactions 52 47
Total expense recognised for cash-settled share-based payments iransactions 7 3
Share-based payments recognised in the consolidated (income statement 59 50
Liabilny for cash-settled share-based payment transactions 9 5

Share-based payment plans in operation during the year

Performance Share Plan (P5F)

This plan nvolves the award of shares to participants subsect to performance condiions Vesting of the performance shares 1s based on the achievemnent
of both non-market based conditions (EPS and cash flow per share) and a market based performance condmion (Total Shareholder Return - TSR) over a
three-year penod

ShareSave share option plan (ShareSave)

Based on a three or five-year monthly savings contract, ehgible employees are granted share options with an exercise price of up to 20 per cent below
the share price when the contract 1s entered into Vesting of the options s not subyect to the achievement of a performance target In the UK, the plan is
HM Revenue & Customns approved Overseas, employees In 33 countries participate In cash-settled ShareSave plans through amangements which provide
broadly comparable benefits to the UK plan

Executrve Share Option Plan (ESOF)
This plan invelved the grant of market value share options to participants It terrminated in 2009 and ne further grants may be made Remaining options
under the plan are subject to a non-market based performance condition (growth in EPS) and have a maximum contractual life of ten years

Annual Performance Related Award (APRA) plan deferred shares

A proporuon of the APRA annual incentive scheme is deliveted m the form of a deferred share award The release of deferred share awards s not
dependent on the achievement of any further performance condttions other than that participants remain employed by the Group for two years from
the date of the award in order to retain the full number of shares During the two-year deferral pertod, participants are entitled to recerve dividends, or
equivatent, on the deferred shares

Movements in the Group's share-based payment plans dunng the year

ShareSave ESQP PSP APRA
Weighted Weighted
average average

Number exercise price Number exercise price Number Number

Milligas Pence Milllans Pence Millions Millions
Outstanding at January 1 2010 N 274 384 12 154 184 34
Granted R - - - - 35 11
Additianal entitlements ansing from TSR performance . - - - - 06 -
Addiuional shares accrued from retrvestment of C Shares - - - - - [}
Forferred _ {08) 395 - - {04 on
Exercised on 366 05 190 4 6} {14)
Quistanding at December 31,2010 265 384 07 125 195 31
Exerasable at December 31, 2010 - - o7 125 - ~
Qutstanding at January 1, 2011 . 265 384 07 125 195 31
Granted . 106 525 - - 53 _ 26
Addmonal entilements ansing from TSR performance _ - - - - H -
Additional shares accrued from reimvestment of C Shares - . - - - -1 01
Forferted _ 09 387 - - ] (e2)
Exercised 87) 357 02 207 {57} (2.4)
Qutstanding at December 31, 201 275 447 05 100 195 33
Exerasable at December 31, 2011 - - 05 100 - -
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21 Share-based payments (continued)

As share options are exercised throughout the year, the weighted average share price during the year of 642p {2010 579p) 1s representative of the
weighted average share price at the date of exercise The closing price at December 31, 2011 was 746 5p (2010 623p)

The average remaining contractual Iife of exercisable options 15 one year (2010 1 7 years}

Share options outstanding

ShareSave ESQOP Total
Welghted Weighted Weighted
average average average
remaining remaining remaining
Number contractual life Number contractual life Number contractual life
Exercise prices (pence) Milliens Years Millions Years Millions Years
At December 31,201 .
0-99 _ - - 04 12 04 12
1060 - 199 _ - ~ a1 02 01 a2
300-399 . 108 23 - - 108 23
400 - 499 . 60 11 - -] 60 11
500 - 599 107 42 - - 107 42
275 27 05 10 28 0 27
At December 31, 2010 _
0-99 . - - 04 22 04 22
100-1992 . - - 01 12 01 12
200 - 299 . 45 01 02 03 47 01
300 - 399 _ 16 32 - - 16 32
400 - 499 104 13 — — 104 i3
265 20 07 17 272 19

The range of exercise prices of optrons outstanding at December 31, 2011 was for ShareSave between 387p and 525p (2010 298p and 416p), and for ESOP
it was between 77p and 188p (2010 77p and 218p)

Under the terms of the Rolis-Royce 1999 Executive Share Option Plan, options granted to 20 directors and senior executives were outstanding at
December 31,2011

Fairvalues of share-based payment plans
The weighted average faw value per share of equity-settled share-based payment plans granted dunng the year, estirmated at the date of grant, are as follows —

201 2010
PSP - 25% TSR uplift 662p 586p
PSP - 50% TSR uplift 737p 654p
ShareSave - 3 year grant 210p | n/a
ShareSave - 5 year grant 238p n/a
APRA 612p 537p

Finandal statements
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21 Share-based payments (continued)

In estmating these fair vatues, the following assumptions were used

PSP ShareSave

2011 2010 2011
Weaighted average share price 812p 545p 691p
Exercise price n/a n/a 525p
Expected dividends 154p 146p 16 Op
Expected volatiiny 32% 33% 30%
Conrelation 36% 35% nfa
Expected hfe - PSP 3 years 3 years nfa
Expected life - 3 year ShareSave nfa n‘a| 33-38years
Expected hfe - 5 year ShateSave nfa nfa| 53-58years
Risk free inzerast rate 19% 19% 1 9%

Expected volatiity is based on the histoncal volatiity of the Company’s share price over the seven years prior to the grant or award date Expected
dvidends are based on the Company’s paymenis to shareholders in respect of the previous year

PSP

The farr value of shares awarded under the PSP 1s calculated using a pricing model that takes account of the non-entrlement to dividends {or equivalent)
duning the vesting period and the market-based performance condition based on expectations about volatility and the correlation of share price returns
n the group of FTSE 100 companies and which incorporates nto the valuation the mterdependency between share price performance and TSR vesting
This adjustment increases the fair value of the award relative to the share price at the date of grant

ShareSave

The farr value of the options granted under the ShareSave plan is calculated using a binomia! pricing model that assumes that participants will exercise
ther options at the beginring of the six-month window If the share price 1s greater than the exercise price Ctherwise it assumes that options are held
untll the expiration of their contractual term This results in an expected life that falls somewhere between the start and end of the exercise window

APRA
The fair value of shares awarded under APRA s calculated as the share price on the date of the award, excluding expected dividends

22 Operating leases
Leases as lessee
2018 2010
£m £m
Rentals paid - hire of plant and machinery 104 | 82
- hire of other assets 29 20
Non-cancellable aperating lease rentals are payable a3 follows
Within one year 17 R
Between one and five years am 265
After five years 479 215
997 572
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22 Operating leases (continued)

Leases as lessor
20m 2000
£m £m
Rentals recerved — credited within revenue from aftermarket services 36 b}
Non-cancellzble operating lease rentals are receivable as follows . .
Within one year 3 3
Between one and five years 8 10
After five years 2 3
13 16

The Group acts as lessee and lessor for both land and bulldings and gas turbine engines, and acts as lessee for some plant and equipment

Sublease payments of £3m (2010 £23m) and sublease receipts of £23m (2010 £11m) were recognised in the Income statement i the year

Purchase options exist on aero engines, land and buldings and plant and equipment with the period to the purchase option date varying between
cne to five years

+ Renewal options exist on aero engines, land and buildings and plant and equipment with the period to the renewal option varying between one
to 21 years at terms to be negotiated upon renewal

Escalation clauses exist on some leases and are linked 1o LIBCR

+ The total future minimum sublease payments expected to be made s £5m (2010 £18m) and sublease receipts expected to be receved 1s

£4m (2070 £3m)

.

23 Contingent liabilities

In connection with the sale of its products the Group will, on some occasions, provide financing support for its customers The Group's contingent
labilies relating to financing arrangements are spread over many years and relate to a number of customers and a broad product portfolio

Contingent liabtlities are disclosed on a discounted basis As the directors consider the likelihood of these contingent liabilimes crystallising 1o be remote,
this amount does not represent a value that 1s expected to crystallise However, the amounts are discounted at the Group's bormrowing rate to reflect
better the time span over which these exposures could anse The contingent liabilities are denominated in US dollars As the Group does not generally
adopt cash flow hedge accounting for forecast foreign exchange transactions, this amount Is reported, together with the sterling equivalent at the
reporting date spoi rate

The discounted values of contingent liabilities relating to delivered airaraft and other arrangements where financing is in place, less insurance
arrangements and relevant provisions, were

201 2010
£m $m £m $m
Gross contingent habilities 612 251 633 99!
Contngent habilimies net of relevant securmy ! : 124 192 n 190
Contingent hiabilities net of relevant securty reduced by 20% ? 201 312 200 314
! Security includes unrestricted cash collateral of 67 104 68 106

¥ Although sensitmty cakculations are complex the reduction of relevant secunty by 20 per centiflustrates the sensitivity of the contingent abikity to changes in thas assumption

There are also net contngent habilities in respect of undelivered aircraft, but it 5 not considered practicable 1o estimate these as deliveries can be many
years in the future, and the relevant financing will only be put in place at the appropnate time

Contingent liabilities exist in respect of guarantees provided by the Group in the ordinary course of business for product delivery, performance and
rehability The Group has, n the normal course of business, entered into arrangements In respect of export finance, performance bonds, countertrade
obligations and minor miscellaneous items Various Group undertakings are parties to lega! actions and daims which anse in the ordinary course of
business, some of which are for substanual amounts As a consequence of the insolvency of an Insurer as previously reported, the Group 1s no fonger fully
nsured against known and potential clams from employees who worked for certain of the Group's UK based businesses for a penod prior 1o the
acqusition of those businesses by the Group While the outcome of some of these matters cannot precisely be foreseen, the directors do not expect any
of these arrangements, legal actions or claims, after allowing for provisions already made, to result in significant loss to the Group

The Group's share of equiy accounted entities’ contingent habilities s £68m (2010 £24m)
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24 Related party transactions

20m 2010
£m £m
Sales of goods and services to joint ventures and associates 2,864 2681
Purchases of goods and services from jom: ventures and assocrates (2,380) 2,163)
Operatng iease payments to joint ventures and associates o7 (58)
Guarantees of joint ventures’ and associates’ borrowings 124 43
Dwidends recerved from joint ventures and associates 76
RRSP receipts from joint ventures and associates 13 12
Other income recerved from joint ventures and associates 56 79
The aggregated balances with joint veritures are shown m notes 12 and 16 Transactions with Group pension schemes are shown in note 19
In the course of normal operations, related party transactions entered into by the Group have been contracted on an arms-length basis
Key management personnel are deemed to be the directors and the members of the GLT as set out on pages 38 to 40 Remuneration for key
management perscnnel 1s shown below
20m 2000
£m £m
Salaries and short-term benefits 18 13
Post-retirement schemes 1 2
Share-based payments 14 8
33 23

More detailed information regarding the directors’ remuneration, shareholdings, pension entrilements, share options and other long-term incentive plans

15 shown mn the Directors’ remuneration report on pages 55 to 65

25 Acquisitions

On September 1, 2011, the Group acquired 100 per cent of the issued share capital of R Brooks Associates Inc, a leading specialist civil nuclear reactor
services business in the United States Of the US$30m acquisition cost (net of cash acquired), US$12m has been allocated to identifiable intangible assets

and US45m 1o other assets and liabilmies The balance of US$13m s recognised as goodwill
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Company balance sheet
At December 31, 2011
201
Notes £m
Fixed assets
Investments - subsidiary undertakings 2 11921
Creditors - amounts falling due within one year
Financial liabtlties 3 6
Amounts owed 10 subsidiary undertakings due within one year {175)
(181)
Net current assets (181)
Total assets less current Habilities 11,740
Capital and reserves
Called-up share capral 4 374
Merger reserve 5 8,897
Capral redemption reserve 5 173
Other reserve 5 3
Profit and loss account 5 2,265
Equity shareholders’ funds 11,740
¢ial statements on pages 119 to 121 were approved by the Board on February 8 2012 and signed on its behalf by
bn Robertson Charrman Mark Morris finance Director
osrrS
[ ¥ £ - * Fi
onciliation of movements in shareholders’ funds
or the period ended December 31, 2011
20m
£m
On formation i - [
As a result of scherne of arrangement } 11885
Issue of C Shares B (180
Ordinary shares purchased R U]
share-based payments — direct to equnty 36
At December 31 11,740

Finandal staterments
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Notes to the Company financial statements

1 Accounting policies

Basis of accounting
The financial statements have been prepared In accordance with applicable UK Accounting Standards on the historical cost basis

As permitted by Section 408 of the Companies Act 2006, a separate profit and lass account for the Company has not been included in these financial
statements As permitied by the audit fee disclosure regulations, disclosure of non-audit fees information is not included in respect of the Company

As permitted by FRS 1 Cash flow statements, no cash flow statement for the Company has been included As pesmitted by FRS 8 Related party disclosures,
norelated party disclosures in respect of transactions between the Company and its wholly owned subsidianes have been included

Investments in subsidiary undertakings
Investments In subsidiary undertakings are reported at cost less any amounts written off

Share-based payments

As described in the Directors’ remuneration report on pages 55 to 65, the Company grants awards of its own shares to employees of its subsidiary
undertakings, (see note 21 of the consolidated financlal statements) The costs of share-based payments in respect of these awards are accounted for, by
the Company, as an addstional investment in 1ts subsidiary undertakings The costs are determined in accordance with FRS 20 Share-based payment Any
payments made by the subsidiary undertakings in respect of these arrangements are treated as a return of this investment

Finanaal instruments

In accordance with FRS 25 Financial instruments Presentation, the Company's C Shares are classified as financial liabilitles and held at amortised cost from
the date of issue until redeemed

Taxation

Provision for taxation s made at the current rate and, in accordance with FRS 19 Deferred tax, for deferred taxation at the projected rate on timing
differences that have originated, but not reversed at the balance sheet date

2 Investments - subsidiary undertakings

£m
Cost B
On formation -
As a result of scheme of arrangement : 11888
Addittons R 2
Cost of share-based payments in respect of employees of subsidiary undertakings less receipts from subsidiaries in respect of those payrnents 3
At December 31, 2011 nsa
3 Financial liabilities
CShares
Movements in C Shares during the year were as follows
C Shares Neominal
of01p value
Millions £m
Issued and fully paid N
On formation - -
Shares ssued 179730 | 180
Shares redeemed (173359 (173}
At December 31, 2011 6,371 &

The nights attaching 1o C Shares are set out on page 66
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4 Share capital

Non-equity Equity
Ordinary

Speaal P e Nominal shares of Nominal
Share shares of value 20p each value
of £1 £1each £m Milhions £m

Issued and fully patd .
On formation R - 50,000 - - -
Issued as a result of the scheme of arrangement (ordinary shares of 150p each) 1 - - 1872 2,808
Capital reduction to 20p each _ - - - - (2434)
Redemption of preference shares — (50:000) - ~ -
At December 31, 2011 1 - - 1,872 374

The nghis attaching to each class of share are set out on page 66

In accordance with FRS 25 Finanaal mstruments Presentation, the Company's non-cumulative redeemable preference shares (C Shares) are classified as
financial labilies Accordingly, movements in C Shares are included in note 3

5 Movements in capital and reserves

Non distributable reserves

Cagital Own Profit

Share Merger redemption Other shares and lpss
capital reserve reserve reserve’ reserve acceunt Total
£m £m £m £m im £m £m
On formation - - - - - - -
Scheme of arrangement ? 2808 5077 - - - - 11,885
Caprtal reduction (2,434) - - - - 2434 -
lssue of C Shares - (180 - - - - (gg
Redempticn of C Shares - - 173 - - {173) -
Ordinary shares purchased - - - - m - 0}
Ordinary shares vesting in share-based payment plans - - - - 1 4] -
Share-based payments — direct to equay - - - 3 - 5 36

At December 31, 2011 374 8,857 173 31 - 2,265 | 11,740 |

' The Other reserve represents the value of share-based payments inrespect of employees of subsidiary undertakings for which payment has not been received

OnMay 23 2011 under a schemne of arrangement between Rolis-Royce Group ple the former holding company of the Group, and s shareholders under Part 26 of the Companies Act 2006 and as
sancticned by the High Court all the issued ordinary shares in that company were cancelled and the same number of new ordinary shares were issued to Rolls Royce Heldings plein consideration for
the allotrment to shareholders of one ordinary share In Rolls-Royce Holdings plc for each ordinary share in Rolls-Royce Group plc held on the record date (May 20 2011) Pursuant to the scheme of
arrangement 1872 188 709 ordinary shares of 150 pence were issued As required by Section 612 of the Companies Act 2006 na share premium was recogrused On May 24 2011 the share capital of
Rolis-Royce Heldings plc was reduced by reducing the nominal value of the ordinary shares from 150 pence to 20 pence as sanctioned by the High Court

6 Contingent liabilities

Where the Company enters into financial guarantee contracts to guarantee the indebtedness of other companies within its group, the Company
considers these to be insurance arrangements, and accounts for them as such In this respect, the Company treats the guarantee contract as a contingent
lability until such time as it becomes probable that the Company will be required to make a payment under the guarantee

At December 31, 2011 these guarantees amounted to £1,101m

7 Other information

Emoluments of directors
The remuneration of the directors of the Company s shown in the Directors’ remuneration report on pages 55 1o 65

Employees
The Company had no employees in 2011

Share-based payments

Shares in the Company have been granted 1o employees of the Group as part of share-based payment plans, and are charged in the
employing company

Rolis Royce Holdings pl¢ Annual report 2011
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Other matters

Subsidiaries, jointly controlled entities and associates
At December 31, 2011

Incorporated within the UK - held by Rolls-Royce Holdings plc

Rolls-Royce Group plc

| Holding company i

Incorporated within the UK — held by Rolls-Royce Group plc

Rolls-Royce pic

] Principal trading company ]

Incorporated within the UK - indirectly held

Optimized Systemns and Solutions Limited
Rolls-Royce Fuel Cell Systems Limited
Rolls-Royce International Limed

Rolls-Royce Leasing Limited

Rolts-Royce Marine Electrical Systems Limnted
Rolls-Royce Marine Power Qperations Limited
Rolls-Rayce Power Development Limited
Rolls-Rayce Power Engineenng plc
Rolls-Royce Tota! Care Services Limited

Tidal Generation Limited

Equipment health management and advanced data managermnent services
Develapment of fuel cell systems

International support and commeicial information services

Engine leasing

Marine electrical systems

Nuclear submarine propulsion systems

Generation of electricity from independent power projects

Energy and marine systems

Aera engine aftermarket support services

Development of uda! generation systems

The above companles cperate principally in the UK and the effective Group interest Is 100 per cent, other than Rofls-Royce Fuel Cell Systems Limlted in
which it s 80 per cent

Incorporated overseas - indirectly held

Brazil Rolis-Rayce Brasil Limitada Industnal gas turbines and zere engine repair and averhaul, energy and marine aftermarket support services
{anada | Rolls-Royce Canaca Limited Industnal gas turbines and aero engine sales, service and overhaul ]
Chma Rolls-Royce Marine (Shanghai) Limited Manufacture and supply of manne equipment |
Finland | Rolls-Royce OY AB Manufacture of manne winches and propeller systems 1
France Rolls-Royce CGivil Nuclear SAS Insirumentation and control systems and Iife-cycle management for nuclear power plants ]
France Rolls-Royce Technecal Support SARL Aero engine project support i
Germany | Rolls-Royce Deutschland Ltd & Co KG Aero engine design, development and manufacture )
Guernsey j Nightungale Insurance Limited Insurance services |
Incha Rolls-Royce India Prvate Limited Diesel engine project management and customer support i
India Rolls-Royce Operatrans {india} Private Limited | Engineenng support services i
Italy Europea Microfusionr Aerospaziali S p A Manufacture of gas turbine engine castings ]
Norway Rolls-Royce Manne AS Design and manufacture of ship equipment |
Norway | Scandinavian Electnic Holding AS Marnne electrical systems i
Singapore | Rolls-Royce Singapore Pre Limied Aero engine parts manufactunng and engine assembly energy and marnne aftesmarket support services |
Sweden | Rolls-Royce AB Manufacture of manne propeller systems ]
us Data Systemns & Sofutions LLC Instrumentation and control systems and fe-cycle management for nuclear power plants i
us QOptimized Systems and Solutions Inc Equipment health management and advanced data management services |
us R Brooks Associates In¢ Speciallst chvil nuclear reactor services |
us Rolls-Royce Commercial Manine Inc Manne aftermarket support senvices 1
Us Rolls-Rayce Corporation Design, development and manufacture of gas turbine engines |
us Rolls-Royce Crosspomte LLC Manufactuning facility for aero engine parts i
us Rolls-Royce Energy Systerns Inc Energy turbine generator packages ]
us Rolls-Royce Engine Services - Oakland Inc Aero engine reparr and overhaul i
us Rolls-Royce Defense Services inc. Aerg engine reparr and overhaul ]
us Rolls-Royce Naval Manine Inc. Design and manufaciure of manne equipment

The above companies operate principally in the country of thelr incorporation and the effective Group interest is 100 per cent
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Subsidrarres, jointly controlled entities and asseaates
At December 31, 2011

Incorporated within the UK - indirectly held

% of 9% of total

Class class held equiy held
Arrtanker Holdings Limrted Ordinary 20 20
Strategic tanker awcraft PFI project
Asrtanker Services Limnted Ordinary 22 22
Provision of aftermarket services far strategic tanker arrcraft
Alpha Partners Leasing Limited A Qrdinary i00 50
Aero engine leasing B Qrdinary -
Composite Technology and Apphications Limited A Qrdinary 00 51
Development of aero engine fan blades and fan cases B Ordinary -
Genistics Holdings Limited A Ordinary 100 50
Traller-mounted field mobile generator sets B Ordinary -
Rolls-Royce Goodrnich Engine Control Systems Limed COrdinary 50 50
Oevelopment and manufacture of aerc engine controls
Rolls-Rayce Snecrna Limited (UK & France) A Shares - 50
Aero engine collaboration B Shares 100
Rolls-Royce Turbomeca Limited (UK & France) A Shares - 50
Adour and RTM322 aerp engine collaboration B Shares 100
Rolls Wood Group (Repair and Overhauls) Limited A Ordinary 00 50
Industnial gas turbine repair and overhau! B Ordinary -
TRT Limned A Ordinary - 495
Aero engine turbine blade repair services B Ordinary 100
Turbine Surface Technologies Limited A Ordinary - 0
Aero engine turbine surface coatings B Ordinary 100
Turba-Union Limited (UK, Germany & ltaly) Ordinary 40 40
RB199 engine collaboration A Shares 375

The above companies operate principally in the country of their ncorporation The countnes of principal operations are stated in brackets after the name

of the company, if not the country of their ncorperation
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Subsidianes, jointly controlled entities and associates
At Decernber 31, 2011

Incorporated overseas - indirectly held

% of % of total
Class <lass held equity held
China Xian XR Aero Components Co Limied Ordinary 49 49
Manufactuning facilty for aero engine parts i
Germany EP| Europrop tnternational GmbH (effective interest 35 59%) Ordinary 28 28
A400M engine collaboration ]
Germany EUROJET Turbo GrmbH (UK, Germany, ltaty & Spain) teffectve interest 3996) Ordinary 33 a3
EJ200 engine collaboranon 1
Germany MTU, Turbomeca, Rolls-Royce GmbH (UK, France & Germany) Ordinary 333 333
MTR390 engine collaboration _
Germany N3 Engine Overhaul Services GmbH & Co KG Ordinary 50 50
Agro engine reparr and overhaul i
Germany Engine Holding GmbH Ordinary 50 50
Supplier of engines and power trains for marine propusion, distnibuted power generation and
industrial ‘off highway’ sectors Holding company for Tognum AG i
HongKang | Hong Kong Aero Engine Services Limited Qrdinary 45 45
Aero engine repair and ovethaul ]
India International Aerospace Manufacturing Private Limnted Ordinary 50 50
Manufacture of compressor shrouds, compressor rings, turbine blades and nozzle guide vanes |
Israel Techjer Aerofoils Limited A Ordinary S0
Manufacture of compressor aerofoils for gas wrbanes B Ordinary 50 50
Malaysia Advanced Gas Turbine Solutions Sdn Bhd Ordinary 49 49
Industnal gas turbine aftermarket services 1
Singapore International Engine Compenent Overhaul Pte Limited Crdinary 50 50
Aero engine separ and overhaul ]
Singapore Singapore Aero Engine Services Private Limited (effective interest 39%) Ordinary 30 30
Aero engine reparr and overhaul |
Spain Industna de Turbo Propulsores SA Ordinary 469 469
Aero engine compenent manufacture and maintenance ]
Swizertand | IAE International Aero Engines AG (UK Germany, Japan & US) A Shares 100
V2500 engine collaboration B Shares -
325
C Shares -
- i D Shares -
Us Alpha Leasing (US) LLC Alpha Leasing (US} {No 2) LLC, Alpha Leasing (US) (No4) LLC, Partnerships 50 -
Alpha Leasing (US) (No 5) LLC, Alpha Leasing (US) {(No 6} LLC, Alpha Leasing (US} (No 7) LLC,
Atpha Leasing (US) (No 8) LLC, Rolls-Royce & Partners Finance (US) LLC
Rolls-Royce & Partners Finance (US) {No 2) LLC
Aero engine leasing |
us Exostar LLC Partnership 185 -
Business to business internet exchange L
us GE Rolls-Royce Fighter Engine Team LLC Partnership 40 -
F136 development engine for the Joint Strike Fighter |
us Texas Aero Engine Services, LLC Partriership 50 -
Aero engine repar and overhaul )
us Williams-Rolls Inc (UK & US) Common 15 15
Fl44 engine collaboration

Unincorporated overseas - held by subsidiary undertaking

us Light Helicopter Turbine Engine Company (LHTEQ)
Rolls-Royce Corporation has a 50 per cent interest in this unincorporated partnership which was formed to develop and market jointly the T800 engine

The above companies operate principally in the country of therr incorporation The countries of principal operations are stated in brackets after the name
of the company, if not the country of therr incorporation

In accordance wish Section 410 of the Companies Act 2006, the subsidianes, jointly controlled entities and associates listed on pages 122 to 124 1s of those

whose results or financlal poskion, in the apinion of the directors, principally affect the financial statements A list of all related undertakings will be
included n the Company’s annual return to Companies House
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Independent Auditor’s report
to the Members of Rolls-Royce Holdings pic

We have audited the financial statements of Rolls-Royce Holdings ple for the year ended December 31, 2011, set out on pages 72 to 124 The financial
reporting framework that has been applied in the preparation of the Group financial statements 1s applicable law and International Financial Reporting
Standards (IFRSs) as adopted by the EU The financlal reporting framework that has been applied in the preparation of the parent company financial
statements 15 applicable law and UK Accounting Standards (UK Generally Accepted Accountng Practice)

This report 1s made solely to the Company's members, as a body, in accordance with Chapter 3 of Part 16 of the Companies Act 2006 Our audit work has
been undertaken so that we might state to the Company's members those matters we are required to state to them in an auditor’s report and for no
other purpose To the fullest extent pesmitted by law, we do not accept or assume responsibility to anyone other than the Company and the Company’s
members, as a bedy, for our audit work, for this report, or for the opinions we have formed

Respective responsibilities of directors and auditors

As explained more fully in the Directors’ responsibilities statement set out on pages 63 and 70, the directors are responsible for the preparation of the
financial statements and for being satisfied that they give a true and fair view Our responsibility Is to audit, and express an opinion on, the financial
staterments in accordance with applicable law and Internaticnal Standards on Auditing (UK and Ireland) Those standards require us to comply with the
Audring Practices Board’s (APB's) Ethical Standards for Auditors

Scope of the audit of the financial statements
Adescription of the scope of an audit of financial staterents is provided on the APB's website at www fic.org uk/apb/scope/private cfm

Opinion on financial statements
In our opinion

the financial statements give a true and fair view of the state of the Group's and of the parent company’s affairs as at December 31, 2011 and of the
Group’s profit for the year then ended,

the Group finanoal statements have been properly prepared in accordance with IFRSs as adopted by the EU,

the parent company financial statements have been properly prepared in accordance with UK Generafly Accepted Accounting Practice, and

the financial statements have been prepared in accordance with the requirements of the Companles Act 2006, and, as regards the Group financial
statements, Article 4 of the 1AS Regulation

Opinton on other matters prescribed by the Companies Act 2006
In our opinion

« the part of the Directors’ remuneration report to be audited has been properly prepared in accordance with the Companies Act 2006, and
- the information given in the Directors’ report for the financial year for which the financial statemenits are prepared I1s consistent with the financial
statements

Matters on which we are required to report by exception —
We have nothing to report in respect of the following

Under the Companies Act 2006 we are required to report to you if, n our opinion

+ adeguate accounting records have not been kept by the parent company, or returns adequate for our audit have not been received from branches
not visited by us, or

+ the parent company financial statements and the part of the Directors’ remuneration report to be audited are not in agreement with the
accounting records and returns, or

» certamn disclosures of directors’ remuneration specified by law are not made, or

+ we have not received all the information and explanations we require for our audit

Under the Listing Rules we are required 1o review

the directors’ statement, set cut on page 70, In refation to going concern,

the part of the corporate governance statement on page 42 relating to the Company’s compliance with the nine provisions of the UK Corporate
Governance Code specified for our review, and

certain elements of the report to shareholders by the Board on Directors’ remuneration

Other matters

A J Sykes (Senior Statutory Auditor) o
for and on behalf of KPMG Audit Ple, Statutory Auditor

Chartered Accountants

15 Canada Square

London

E145GL

February 8, 2012

Rolls-Royce HoldIngs phc Annual report 2011




126

Other matters

Group five-year review
For the years ended December 31

201 2010 2009 2008 2007
Income statement £m £m £m £m £im
Revenue 11,124 11,085 10414 9,082 7435
Profit before net research and development and share of results
of joint ventures and associates 1,536 1463 1458 1191 827
Research and development {net)' 463} 422) (379 (403} (381)
Share of results of joint ventures and associates 116 93 93 74 66
Prafit before financing 1,189 1,134 1172 862 512
Net financing (84) 432} 1785 (2754 221
Profit/(loss) before taxation? 1,105 702 2957 (1,8%2) 733
Taxation (257) (159} (740) (547} (133)
Profit/(loss) for the year 848 543 2217 (1345} 600
Attributable to
Equity shareholders of the parent 850 539 2221 (1340 606
Non-controlling interests (2) 4 4 5) (6}
Profit/(loss) 848 543 2217 (1345 600
! Research and development {gtoss) {908) 923) (854) (885} (824)
2 Underlying profit before taxation 1,157 955 915 880 800
Earnings per ordinary share
Underlying 48 S4p 3873p 3967p 3670p 34 06p
Basic 45 95p 2920p 12038p (73 63p) 3367p
Payments to shareholders per ordinary share 17 50p 16 00p 1500 14 30p 13 00p
0M 2010 2009 2008 2007
Balance Sheet £m im £m £m £m
Assets 16,423 16,234 15422 15348 11459
Liabilities (11,904) (12 255) {11 640 (13,123) 7510
4,519 3979 3782 2225 3 549
Called-up share capral 374 374 3N 369 364
Reserves 4,144 3,601 i i 847 2815
Equity attributable to equity holders of the parent 4,518 3975 3,782 2,16 3,179
Non-controlling interests 1 4 - 9 12
4,519 3979 3782 2225 3191
201 2010 2009 2008 2007
Cash flow £m £m £m £m £m
Cash inflow from operating activities 1,306 1378 859 1015 705
Cash outflow from investing activities (2,207) (759 6086) 645) (572)
Cash {outflow)/inflow from financing actvities (655) (743) 384 (221) (473)
(Decrease)/increase in cash and cash equivalents (1,556) (124) 637 149 (340)
Net funds 223 1,533 1,275 1458 888
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Shareholder information

Financial calendar 2012 - 2013

May 4,11 00am
Annual General
Meenung

QEliConference
Centre London

Juty 2 Paymenz of C Share dwvidend
July 2 Allotment of C Shares

participants {at the latest)
July 26 Annguncement of Iaterim results

July 4 Payment of C Share redemption monies
July 12 Purchase of ordinary shares for CRIP

November 16 Record
date for C Share dividend

January 2 Payment of
C Share dividend
January 2 Allotment of
CShares

January 4 Payment of
C Share redemption

monies

A 4 v v h 4
Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb
2012 2012 2012 202 2012 2012 2012 2012 2012 2013 2003

A & a~ a &

April 25 June 1,5 00pm October 24 Decemnber 3 February Preliminary
Ex-enti{lement Deadling for Ex-entitlement to Deadline for receipt announcement -
to C Shares recewpt of C Share C Shares of C Share elections 2012 full year results
Apnil 27 elecions October 26 Record December 31 2012 February Annual
Record date for June 1 Record date for enutlement financial year end report pubhshed
enutlement 1o date for C Share to € Shares
C Shares dividend

Share administration and share dealing

The administration of our shareholder register s managed by the Regstrar,
who alsa provides both internet and telephone share dealing services
When making contact with the Registrar quote your Shareholder
Reference Number (SRN), an 11 digit number on the nght hand side of
your share certificate

You can manage your shareholding online at www investorcentre co uk,
speak to the Registrar on +44 (0)870 703 0162 (8 30am to 530pm Monday
to Friday) or you can write to themn at Cornputershare Investor Services
PLC, The Pavilions, Bndgwater Road, Bristol BS13 8AE

Only existing shareholders can deal either over the

telephone (+44 (0)870 703 0084) or online at

www-uk computershare com/investor/sharedealing.asp

(8 00am to 4 30pm Monday to Friday excluding Bank holidays)
Please ncte that stamp duty of 0.5 per cent i also payable

on all purchases, in addmon o the any other dealing fees

There are many other share dealing faciities available and we always
recommend that you use a fiim regulated by the Financial Services
Authority {FSA) You can visit the FSA website and check the FSA
register at wwwifsa govuk,

Before selling shares, via etther internet or telephone dealing, you must.
I | - oldl |

Without a valid share certificate you will be unable to complete any

transaction and will be responsible for any costs incurred by the broker

Rolls Roy<e Holdings ple Annud repart 2017

Payments to shareholders

if you are one of the many shareholders who have chosen to receive cash
then we strongly recommend that you arrange for payments to be
credited direct to your bank account This removes the risk of a cheque
going astray and also means that cleared payments are credited to your
bank account on the payment date If you have registered to use

www Investorcentre co uk you can update your bank details online
Alternatively you can reguest a form by phone from the Rolls-Royce
shareholder helpline on +44 (0)870 703 0162

Keeping in touch and unclaimed payments

It's very important that you keep the Registrar mformed of any change 1o
your contact details, especially your postal address If the Regisirar receves
two items of undelivered mail from a shareholder's regisiered address, no
further mail wilk be sent untilyou confirm or update your registered
address However, the Regstrar will securely retain all future mat), 1ssued by
the Company, on your behalf

The Company recently authornised Georgeson, a company that specialises
n tracing lost shareholders, to contact shareholders that we have been
unable to contact for many years and has so far been able to transfer
323,541 ordinary shares (currently worth over £2.5 million) (o 1,155
shareholders and pay over £280 000 to current and former shareholders
Additional claims continue 1o be processed in order to pay a further
estimated £2 million 1o current and former shareholders

Other marters
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Other matters
Shareholder information

Warming to shareholders

We are aware some shareholders recewve unsolicited phone calls or
correspondence concerning investment matters, typically from overseas
based brokers’ whao target UK shareholders, offering to sell them what
often turn out to be worthless or hugh risk shares N US or UK investments
Such operations are commonly known as ‘boiler rooms’ and these brokers'
can be very persistent and extremely persuasive

If you receive any unsolicited nvestment advice

check that they are properly authorised by the FSA before getting
involved via the following web link www fsa govuk/register/home do
don't pay any money up front

- report the matter to the FSA {UK 0845 606 1234 and overseas

+44 20 7066 1060} and,

if the calls persist, hang up

.

If you deal with an unauthorised firm, you will not be eligible to receive
payment under the Financial Services Compensation Scheme

IFIT SOUNDS TQO GOOD TO BE TRUE, IT PROBABLY 5!

Dividends paid on C Shares held

Amencan Depositary Receipts (ADR)

Rolls-Royce ordmary shares are raded in the US in the form of a sponsored
ADR facility with The Bank of New York Mellon as the deposrtary Each ADR
represents five ordinary shares For further information about the Us ADR
programme, please contact your broker or write to

BNY Mellon

Shareholder Services

PO Box 358516

Prrtsburgh PA 15252-8516

Phone +1 888 269 2377 or +1888 BNY ADRS (toll free within the US)

Phone autside the US +1 201 680 6825

Email shrrelations@brymellon com

Website wwwadrbnymetion com

ShareGift

The Orr Mackintosh Foundation operates a chanty donation scheme
for shareholders with small numbers of shares which may be
uneconomic to sell Details of the scherne are available from ShareGift
at www.sharegift org or you can write to Orr Mackintosh Foundation,
17 Carlton House Terrace, London SW1Y S5AH

{telephone +44 (0)20 7930 3737)

€ Share cakulation peniod C Share dividend rate {96) Record date for C Share dividend Payment date
July 1, 2011 — December 31 2011 0414 November 18 201 January 3, 2012
January 1 201t — April 5 2011* 0204 Apnl 5, 2011 April 15 2011

" The C Share dividend was prorated due to the computsoary redemption of all Rolls-Royce Group ple C Shares on Apal 6, 2011 priot to the corporate restructure There were no C Shares inissue between

Aprl 7 2011 and june 3G 2041

Previous C Share 1ssues

Apportionment values CGT appertionment
Latest date
for recept of Price of
No of Record date Payment ordinary Value of
€ Shares issued for Instructon shares on first C Share issuas Date of CRIP CRIP
per ordinary entitlement Forms by day of trading per ordinary Ordinary redemption purchase purchase
Issue date share to € Shares Registrar (p) shares {p) shares (3} C Shares (%) of C Shares date price {p)
January 3, 69 | October28 | December5s 75525 690p 9909 0N January 5. | January 10,
2012 | 201 | 20m 1 i 2012 R 2012 | 756 62
July 1 2011 86 | Apnl 26 2011 ] June 6, 2011 64775 9460p 98 54 146 1 July 5 2011 July 6, 2011 654 29
For previcus C Share issues, please refer to the Group s website
Analysis of ordinary shareholders at December 31, 2011
Number of % of1otal % of tozal
Type of holder shareholders shareholders Number of shares shares
Indrviduals 214,392 9740 110941 253 515
Institutional and other investors 5727 260 1,761,298,759 9385
Total 220119 10000 1872 240012 100 00
Size of holding
1-150 68052 3092 6,687131 037
151 - 500 113385 5151 | | 29942853 164
501 - 10000 36738 1669 | 60,049,351 328
10007 - 100,000 1338 061 . 35073218 187
100001 - 1,000,000 420 019 | _ 152,884 275 749
1,000,001 and over 186 008 1.587603 144 8535
Total 220,119 10000 1872,240,012 10000

Rolls Royce Holdings plc Annual report 2011
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Glossary

Glossary

ABC Anti-bribery and corruption IFRS International Financial Reporting Standards

ABI| Association of British Insurers INVENT  Integrated Vehicle Energy Technology

ACARE Advisory Council for Avation Research and IPTMSD  Integrated Power and Thermal Management Systern Development
Innovaton in Europe 1sO International Standards Organisation

ADR American Depositary Receipts Programme LDI Lizbilty-driven investment

ADVENT  Adaptive Versatile Engine Technology LIBOR London Inter-bank Offered Rate

AEBS All-Employee Bonus Scheme e Limited Liabiitty Partnership

AFRL US Air Force Research Lab LTsA Long-Temm Service Agreement

AGM Annual General Meeting MoD UK Ministry of Defence

ANA All Mippon Pirways Mou Memorandum of Understanding

APB Audmting Practices Board MWh Megawatt hours

APRA Annual Performance Related Award plan ;u\'ro }srorth Attantic Treaty Organisation

ASD Aerospace and Defence Industries Assocsation of Europe NO. T\u:rogen oxides

BDI Federation of German Industnes ocl Other comprehensive income

BIS Department for Business, innovation and Skills OE bngmal Equipment

BaC Business in the Community Corporate Responsibility Index OECD Organisation for Economic Cooperation and Development

CAD Canadian dollar oTC Over-the-counter

cop Carbon Disclosure Project PAC Political Action Commitee

CEO Chief Executive Officer PILM Product introduction and Lifecycle Management

cGu Cash-generatung unit PLC Publie Limred Company

o, Carben dioxide Psp Performance Share Plan

CPt Consumer Price Index PWR Pressurised Water Reactor

CPS Cash flow per share R&D Research and Development

CRIP C Share Reinvestmens Plan R&T Research and Technology

DJsI Dow Jones Sustainability World and European Indexes RCF Revolving credit facility

EASA European Aviation Safety Agency Registrar Computershare Investor Services PLC

EFE Environmentally Fnendly Engine RANA Rolls-Royce North Amenica

EPS Earnings per ordinary share RRSPs Risk and Revenue Shanng Parrnershlps

ESOP Executive Share Option Plan RSUs Restncted stock unns

EU European Union SAP Systems, applications and products

FSA Financial Services Authory SCRIA Supply Chain Relationships in Aerospace

GBP Great British pound or pound sterlmg SDSR Strategic Defence and Security Review

GDP Gross domestic product Sip Share Incentive Plan

GHG Greenhouse gas S0, Sulphur oxdes

GLT Group Leadership Team SRN Shareholder Reference Number

HR Human Resources STEM Science technology engineenng and maths

HS&E Health, Safety and Environment STOVL __Short Take-Off and Vertical Landing

1&C Instrumentation and control TRI Total reportable injuries

IAB International Advisory Board TSR Total Shareholder Return

I1AE tAE International Aerc Engines AG UK GAAP UK Generally Accepied Accounting Practices

IAS International Accounting Standards usD Unned States dollar

IASB Intemational Accounting Standards Board VDA Verband der Automobilindustne (German Association of the

IFBEC International Forumn on Business Ethical Conduct Automotive Industry)

IFRIC International Financial Reporting Interpretations Committee VP Vice President
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