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Rolils-Royce (RR/ LN) December 5, 2022, One-to-One Video Call (Last Visit Oct 4, 2021,
Buy Rating) - Stock Price GBP 0.9350, Dividend Yield NA, Market Cap GBP 7.8 BIn (as of
December 6 2022)

« Perfect Time to Visit »

As of end of 2021, Civil Aerospace made for 41% of Rolls-Royce total Revenues, followed by
Defence for 31%, Power Systems 25% and New Businesses 3%

Civil Aerospace is expected to end flat in 2022, following GBP -172 MIn Operating Loss in 2021,
and should clearly be positive again in 2023 (Production is currently at 65% run-rate of 2019
level in large engines) — Staff shortage has reduced volume of flight connections around the
World, on top of China closure to Intl flights and very limited activity in Domestic travel (Back in
2019, China accounted for 19% of World flying hours)

Defence will be negatively impacted by rising Capex in new programs next year, with Ebit Margin
forecasted at 10% to 12% level, from 13% in 2022

Power Systems is Rolls-Royce largest growth driver long-term, with Order Intake very strong so
far this year (2x Book-to-Bill), extending lead-time (Order Book in Power Systems has reached
GBP 3.7 BIn, or 16 months of activity), with Supply Chain very tense in Electronics clearly an
issue short-term

Regarding 2023, China Intl Flights reopening and normalization of flying schedules in North
America/Europe are main growth catalysts (Company expects Air Traffic back to 2019 level in
2024)

Company Guidance is to reach 8% Operating Margin by 2025, from Loss in 2021, and turn
positive in Free Cash-Flow in 2022 (focus is to return to Investment Grade rating)

200 Civil Engines should be delivered in 2022, from 195 in 2021 (250 expected in 2023) — New
Rolls-Royce CEO (ex-BP) will start Jan 1%, 2023, with clear aim to cut costs and raise Disposals
further, following latest GBP -1.3 BIn cost-reduction program and GBP -2 Bin of disposals done

WHAT’S NEW ? We forecast 1’100 Engine Shop Visits in 2023, from 1’000 in 2022 and 950 in
2021 — WHAT’S DIFFERENT ? 70% of Rolls-Royce shareholders are from the USA, not really
interested in ESG topics, helping Company to prevent ESG bashing in comparison with peers
Safran and MTU (owned in majority by European investors)

Rolls-Royce is clearly ending its turn-around phase, with 2023 emerging as very exciting

We upgrade our Rating to STRONG BUY (from Buy) and lift our Target Price to GBP 2.50
(from GBP 2)

Pierre Essig
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Research Disclaimer:
Important Disclosure Statement from AIR Ltd

This document is issued by Advanced Investment Research Limited solely for its clients. It may
not be reproduced, redistributed or passed to any other person in whole or in part for any
purpose without written consent of AIR Ltd. This material is not directed at you if AIR Ltd is
prohibited or restricted by any legislation or regulation in any jurisdiction from making it
available to you.

This document is provided for information purposes only and should not be regarded as an
offer, solicitation, invitation, inducement or recommendation relating to the subscription,
purchase or sale of any security or other financial instrument. This document does not
constitute, and should not be interpreted as, investment advice. It is accordingly recommended
that you should seek independent advice from a suitably qualified professional advisor before
taking any decisions in relation to the investments detailed herein. All expressions of opinions
and estimates constitute a judgement and, unless otherwise stated, are those of the author and
the research department of AIR Ltd only and are subject to change without notice. AIR Ltd is
under no obligation to update the information contained herein. Whilst AIR Ltd has taken all
reasonable care to ensure that the information contained in this document is not untrue or
misleading at the time of publication, AIR Ltd cannot guarantee its accuracy or completeness,
and you should not act on it without first independently verifying its contents. This document is
not guaranteed to be a complete statement or summary of any securities, markets, reports or
developments referred to herein. No representation or warranty either expressed or implied is
made, nor responsibility of any kind is accepted, by AIR Ltd or any of its respective directors,
officers, employees or analysts either as to the accuracy or completeness of any information
contained in this document nor should it be relied on as such. No liability whatsoever is
accepted by AIR Ltd or any of its respective directors, officers, employees or analysts for any
loss, whether direct or consequential, arising whether directly or indirectly as a result of the
recipient acting on the content of this document, including, without limitation, lost profits
arising from the use of this document or any of its contents.

This document is provided with the understanding that AIR Ltd is not acting in a fiduciary
capacity and it is not a personal recommendation to you. Investing in securities entails risks. Past
performance is not necessarily a guide to future performance. The value of and the income
produced by products may fluctuate, so that an investor may get back less than he invested.
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Investments in the entities and/or the securities or other financial instruments referred to are
not suitable for all investors and this document should not be relied upon in substitution for the
exercise of independent judgment in relation to any such investment. The stated price of any
securities mentioned herein will generally be the closing price at the end of any of the three
business days immediately prior to the publication date on this document. This stated price is
not a representation that any transaction can be affected at this price.

AIR Ltd and its respective analysts are remunerated for providing investment research to
professional investors, corporations, other research institutions and consultancy houses. AIR
Ltd, or its respective directors, officers, employees and clients may have or take positions in the
securities or entities mentioned in this document. Any of these circumstances could create, or
be perceived as creating, conflicts of interest. AIR Ltd analysts are not censored in any way and
are free to express their personal opinions. As a result, AIR Ltd may have issued other
documents that are inconsistent with and reach different conclusions from, the information
contained in this document. Those documents reflect the different assumptions, views and
analytical methods of their authors. No director, officer or employee of AIR Ltd is on the board
of directors of any company referenced herein and no one at any such referenced company is
on the board of directors of AIR Ltd.

Advanced Investment Research Ltd is an appointed representative of Messels Ltd which is
authorised and regulated by the Financial Conduct Authority. Residents of the United Kingdom
should seek specific professional financial and investment advice from a stockbroker, banker,
solicitor, accountant or other independent professional adviser authorised pursuant to the
Financial Services and Markets Act 2000.

The content of this report is covered by our Policy of Independence which may be viewed on
request

The performance history of research recommendations over the last 12 months is available to
clients on request.

Analysts’ Certification

The analysts involved in the production of this document hereby certify that the views
expressed in this document accurately reflect their personal views about the securities
mentioned herein. The analysts point out that they may buy, sell or already have taken positions
in the securities, and related financial instruments, mentioned in this document.
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