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Beyond auditor's report




SETN XTI M Extract from KPMG Audit Plc, report to Rolls-Royce

Holdings plc shareholders for the year ended 31 December 2013

Refer to page 81 (Key areas of judgement - Long-term aftermarket contracts), page 83 (Significant
accounting policies - Revenue recognition) and page 44 (Audit committee report - Financial reporting)

e The risk The amount of revenue and profit recognised in a year on the sale of engines and
aftermarket services is dependent, inter alia, on the assessment of the percentage of completion of
long-term aftermarket contracts and the forecast cost profile of each arrangement. As long-term
aftermarket contracts can extend over significant periods and the profitability of these arrangements
typically assumes significant life-cycle cost improvement over the term of the contracts, the
estimated outturn requires significant judgement to be applied in assessing engine flying hours, time
on wing and other operating parameters, the pattern of future maintenance activity and the costs to
be incurred. The inherent nature of these estimates means that their continual refinement can have
an impact on the profits of the Civil aerospace business that can be significant in an individual
financial year. The assessment of the estimated outturn for each arrangement involves detailed
calculations using large and complex databases with a significant level of manual intervention.

e Our response We tested the controls designed and applied by the Group to provide assurance that
the estimates used in assessing revenue and cost profiles are appropriate and that the resulting
estimated cumulative profit on such contracts is accurately reflected in the financial statements;
these controls operated over both the inputs and the outputs of the calculations. We challenged the
appropriateness of these estimates for each programme and assessed whether or not the estimates
showed any evidence of management bias. Our challenge was based on our assessment of the
historical accuracy of the Group's estimates in previous periods, identification and analysis of
changes in assumptions from prior periods and an assessment of the consistency of assumptions
across programmes, detailed discussions and assessments of the achievability of the Group's plans
to reduce life-cycle costs and an analysis of the impact of these plans on forecast cost profiles taking
account of contingencies and analysis of the impact of known technical issues on cost forecasts. Our
analysis considered each significant airframe that is powered by the Group's engines and was based
on our own experience supplemented by discussions with an aircraft valuation specialist engaged by
the Group. We assessed whether the valuer was objective and suitably qualified. We also checked
the mathematical accuracy of the revenue and profit for each arrangement and considered the
implications of identified errors and changes in estimates.
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What S the change?

—

What's changed in the new audit report?

Current audit report Draft new audit report

1. Introductory paragraph 1. Auditor's opinion
2. Management's reponsibility 2. Basis for opinion
3. Auditor's Responsibility 3. Material uncertainty regarding going
4. Audit procedures concern (if any)
5. Basis for opinion 4. Emphasis of matters (if any)
6. Auditor's opinion 5. Key audit matters
7. Emphasis of matters (if any) Listed
8. Other matters (if any) entities
6. Other matters (if any) only
7. Other information
8. Management and TCWG' responsibilities
9. Auditor's Responsibilty
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STAY CONNECTED »»>

Twitter : @KPMG_TH
Facebook : facebook.com / KPMGinThailand
YouTube : youtube.com / KPMGinThailand
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