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INTRODUCTION

Rio Tinto plc is a mining and metals company. It is known to be the world's second biggest mining company, producing iron ore, copper, diamond, gold, coal and uranium. The company's business is finding, mining and processing mineral resources. Listed in both Melbourne and London the company was founded by Hugh Mackay Matheson in 1873 to mine copper in Rio Tinto, near Huelva in southern Spain (Hotten, 2018). The market cap of Rio Tinto plc as of May 2017 is $72.9 billion and ranked the 11th top multinationals performers. It has around 51000 employees (Forbes.com, 2018). Key production locations of Rio Tinto are Canada, Europe and Australia. Key sales destinations of Rio Tinto are Asia, Americas And Europe.
In 2012 Rio Tinto plc supplied the eight tonnes of gold, silver and copper used to make 4700 medals for the 2012 London Olympics and Paralympic games. As the company suffered a huge loss in 2012 it chief executive Tom Albanese resigned from its post and Sam Walsh was appointed as the new chief executive.  2013 Oyu Tolgoi started shipping copper concentrate in nearby china. 2014 it approved the development of new kimberlite pipe in Diavik Diamond Mine in Canada. 2015 Rio Tinto began implementing its critical risk management programme, which boosted a drive on fatality elimination. In August 2016, an additional US$338 million investment to complete the Silvergrass iron ore mine in Pilbara was approved (Riotinto.com, 2018). In 2014 it announced a $2.0 billion share buyback, which was done in 2015. It then announced a buy back in 2016, which will take place in 2017. Investing in three major growth projects in bauxite, copper and iron ore. In October 2013, Rio Tinto agreed to sell its majority stake in Australia’s third-largest coal mine to Glencore and Sumitomo for a little over US$1 billion, as part of the firm’s plans to focus on larger operations. Less than a year later, Rio Tinto rejected two merger proposals from Glencore, proffered in July and August 2014 the merger of Glencore and Rio Tinto would have created the world's largest mining company. 
BHP Billiton which is the world's largest mining company, is the major competitor of Rio Tinto plc. Although being competitors these companies share a lot in common. Both company suffered during the financial crisis, and more recently as the commodity prices tumbled in late 2015/early 2016. Both companies are listed in London with headquarters in Melbourne, while iron ore is single largest contributor to group revenues. The companies even co-own some significant mines, including the huge Escondido copper mine Chile. It's worth nothing that in all their markets, Rio and BHP are `price takers'. Despite their size they must accept whatever price the market is prepared to pay for the commodities they produce. Iron ore prices are make or break for both the companies but the rest of their portfolios are surprisingly diverse (Hargreaves Lansdown, 2018). Both the companies have a sustainable development approach.
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Financial statements are useful as they can be used to predict future indicators for a firm using the financial ratio analysis. From an investor's perspective financial statement analysis aims at predicting the future profitability and viability of a company, while from the management's point of view the ratio analysis is important as it helps anticipate the future conditions in which the firm should expect to operate and facilitates strategic decision making (Brigham and Houston 2007). The objective of this report is to provide a critical review of the company's financial performances by analyzing its key financial ratios over last 5-years. 



FINANCIAL STATEMENT ANALYSIS OF RIO TINTO PLC

Financial ratios provide simple and relatively quick means of analyzing the financial health of a business. Ratios can be very helpful when comparing the company's past performances and also, with other business. Financial ratios can be used to examine various aspects of financial position and performances and are widely used for planning and control purposes. They can be very helpful to managers in a wide variety of decision areas, such as profit planning, pricing, working capital management and financial structure ( Atrill and Mclaney, 2017). 
This report consists of a critical review of financial performances of Rio Tinto plc from the year 2012-2016 and also compared with BHP Billiton's financial performance for 2016. For this purpose, it's key financial ratios (profitability, liquidity, efficiency and gearing ratios) has been used. As the ratios help to highlight the financial strengths and weakness, but they cannot themselves explain why the strengths and weaknesses exist ( Atrill and Mclaney, 2017), a critical analysis of the ratios has been done. The calculation of the ratios has been done based on the income statements, balance sheet and cash flow statements. 
In 2014 it announced a $2.0 billion share buyback. Investing in three major growth projects in bauxite, copper and iron ore. In October 2013, Rio Tinto agreed to sell its majority stake in Australia’s third-largest coal mine to Glencore and Sumitomo for a little over US$1 billion, as part of the firm’s plans to focus on larger operations. Less than a year later, Rio Tinto rejected two merger proposals from Glencore, proffered in July and August 2014 the merger of Glencore and Rio Tinto would have created the world's largest mining company. 

PROFITABILITY RATIOS

	YEARS
	2012
	2013
	2014
	2015
	2016
	BHP BILLITON 2016

	REVENUE
	50942
	51171
	47664
	34829
	33781
	30912

	OPERATING PROFIT MARGIN %
	-3.78
	14.2
	23.80
	10.38
	20.11
	-20.17

	NET PROFIT MARGIN %
	-5.94
	2.11
	13.64
	-4.94
	14.14
	-20.08
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OPERATING PROFIT MARGIN

The operating profit margin relates the operating profit of that period to the sales revenue of that period. The operating profit represents the profit from trade operations before the interest payable and taxes. This is often considered as the most appropriate measure to compare the operational performances of a business (Atrill, 2014). 
In 2012 Rio Tinto reported its first annual loss in the last 18 years. The reason behind this loss was, the impairments of $14.4 billion, primarily relating to aluminum businesses as well as coal assets in Mozambique. This also led to the resignation of chief executive Tom Albanese. However, in 2013 there was a major improvement this result is due to the operating cash cost improvements of $2.3 billion and production records set for iron ore, bauxite and thermal coal and a strong recovery in copper volumes., as the new chief executive Sam Walsh promised their shareholders. Although the revenue decreased over the years still there was a steady increase in the operating profit margin up to 2015. The company achieved the highest operating profit margin in 2014 by increasing volumes and reducing costs. In 2015 there was a lower operating profit margin. Again in 2016 the company had a significant increase in the margin. This shows the company's ability to overcome the setbacks and recover quickly. 
BHP Billiton reported a huge operating loss largely driven by a 31 percent dive in revenue due to the plunging commodity prices. The weaker commodity prices wiped out $10.7 of its operating earnings. On the other hand, Rio Tinto had a lot better operating profit margin after the loss in 2012.

NET PROFIT MARGIN

Net profit margin relates to the net profit after all interests and taxes. Shareholders look at net profit margin closely because it shows how good a company is in converting its revenue in profits. 
The net profit in 2012 was too low because of the same reasons mentioned above. It was major downfall for the company but then in 2013 they recovered from it by cutting their costs and debt, the net debts were reduced to $18.1 billion. In 2014 the company had the highest net profit margin of all these years. In spite of the lower commodity prices and uncertain global economic trends, Rio Tinto still achieved high net profit margin by increasing volumes and reducing costs, they also reduced their net debts by $5.6 billion resulted by reduction in capital expenditure and successful programme to release working capital. However, in 2016 the company faced a loss due to the lower consolidated sales revenue from the last year reflection because of the sharp decline in commodity prices. There was a major operating cash cost improvement in the year 2016 resulting in higher net profit margin.
BHP Billiton experienced a major setback in the year 2016. It was a first loss for BHP Billiton in 15 years since the merger. The major costs came from cutting the value of its US shale oil and gas assets ($US4.9 billion), the Samarco iron ore disaster in Brazil ($US2.2 billion) and money set aside for global taxation reassessments ($US570 million). Rio Tinto did very well as compared to BHP Billiton recovering from its 2015 loss and giving a high net profit margin. 
Liquidity ratios

	YEARS
	2012
	2013
	2014
	2015
	2016
	BHP BILLITON 2016

	CURRENT RATIO
	1.39
	1.40
	1.70
	1.52
	1.61
	1.44

	QUICK RATIO
	0.95
	1.03
	1.35
	1.20
	1.29
	1.16

	CASH RATIO
	0.51
	0.67
	1.02
	0.93
	0.88
	0.84



CURRENT RATIO

The current ratio compares the liquid assets (that is, cash and those assets which will soon be turned into cash) of the business with the current liabilities. It’s the ability of the company to pay off current liabilities with the liquid assets. A higher ratio is often considered appropriate on the other hand, too high ratio is not demanded because the resources could be used more efficiently. However, it depends on the type of business as different business require different current ratio (Atrill, 2014).
The liquidity (current ratio) is relatively stable throughout. In 2012 the company's ability to cover its current liabilities with its current asset was 1.39. there is not much increase in 2013. However, in 2014 it goes up to 1.70, which means that the company's ability to pay its liabilities are increasing. As the definition says higher the ratio greater the ability to pay its bills. In the year 2015 the ratio declined comparatively from 2014 but still the company is in a good position to cover its liabilities. The company recovered in 2016 by 0.9. the company is in a stable condition to pay off its liabilities.
Rio Tinto has a better current ration as compared to BHP Billiton. The current ratio of BHP Billiton for the year ended 2016 is quite good too. It's not too high that is, they are using their assets efficiently and not too low that is, they have the ability to pay off their liabilities.

QUICK RATIO

The quick ratio is very similar to current ratio, but it represents a more stringent test of liquidity. The inventories take time to converted in cash. As a result, it may be better to exclude this particular asset from any measure of liquidity. The quick ratio is a variation of current ratio, that excludes inventory.
According to the definition of quick ratio the company should be able to pay off its liabilities with its most liquid assets, in 2012 the quick ratio was 0.95 that is the company was not in a position to pay its liabilities without inventories. the overall trend was similar to the trend of current ratio. The quick ratio after 2012 is all above 1 that is the company has the ability to pay off its current liabilities without its inventories. In 2014 the company had the best quick ratio as after the loss in 2012 the company is trying to cut off their short-term debts. The quick ratio is not high, which means the company is utilizing their current assets efficiently.
BHP Billiton has a quick ratio which is lower than Rio Tinto but still it has a stable quick ratio that is not too high not too low. BHP Billiton also has the ability to pay off its current liabilities without the inventories

CASH RATIO

The cash ratio is the ratio of a company's total cash and cash equivalents to its current liabilities. The metric calculates a company's ability to repay its short-term debt; this information is useful to creditors when deciding how much debt, if any, they would be willing to extend to the asking party. The cash ratio is generally a more conservative look at a company's ability to cover its liabilities than many other liquidity ratios because other assets, including accounts receivable, are left out of the equation.
The cash ratio has a similar trend with quick ratio except in 2016, where the cash ratio declined from 2015. The company do don’t have the ability to pay off its current liabilities only by using cash in these years. However 2014 had a high cash ratio over 1 where it was possible to pay off the current liabilities with its cash only.
BHP Billiton has a cash ratio of 0.84 which is not very different from Rio Tinto. But comparatively lower than Rio Tinto. BHP Billiton also does not have the ability to pay off its current liabilities with cash only.


EFFECIENCY RATIOS

	YEARS
	2012
	2013
	2014
	2015
	2016
	BHP BILLITON 2016

	ASSET TURNOVER
	0.43
	0.47
	0.44
	0.38
	0.37
	0.27

	INVENTORY TURNOVER
	8.90
	8.71
	9.44
	9.27
	11.07
	15.94




ASSET TURNOVER RATIO

The asset turnover ratio examines how effectively the assets of the business are being used to generate sales revenue. 
The asset turnover ratio of Rio Tinto is not enough that is, the company is not generating mush revenue using its assets. There was an increase in 2013 from 2012 but after 2013 it again declined. As a higher sales revenue to assets ratio is preferred to a lower one. However, companies with high profit margins have low asset turnover (Collier, 2009). Rio Tinto is a mining company and except the year of loss it has quite a high profit margin. This may explain the reason for a low asset turn over.
BHP Billiton being a mining company has the similar reasons although it suffered a major loss in 2016 but the has had good profit margin so it may explain the same for BHO Billiton. When to compared to BHP Billiton, Rio Tinto has a better asset turnover ratio. That is compared to BHP Billiton Rio TInto has a better usage of asset to generate revenue.

INVENTORY TURNOVER RATIO

Inventory turnover ratio defines the number of times inventory turns in a year. It is good for the company to have a high inventory turnover ratio because holding inventories have a lot of cost related to it.
The ratio declined after 2012 as the revenue was high in 2013. after that the sales gradually declined but had a better inventory turnover ratio after 2013. Although it declined in the year 2015 but it was just a little decrease from the year 2014.
BHP Billiton has a better inventory turnover ratio that is, it turns it inventories over 15 times a tear. This means it has a less stock holding cost than Rio Tinto and its inventories gets sold faster than Rio Tinto. 


GEARING RATIOS

Gearing occurs when a business is financed by borrowing wholly or partly instead of the finance provided by the shareholders. Gearing put the company at risk because the need to pay the interest and if it’s a long term borrowing of high amount than it is a burden for the company.

	YEARS
	2012
	2013
	2014
	2015
	2016
	BHP BILLITON 2016

	DEBT/EQUITY
	0.47
	0.53
	0.47
	0.54
	0.40
	0.64

	LONG-TERM DEBT/EQUITY
	0.42
	0.47
	0.41
	0.48
	0.38
	0.56



DEBT TO EQUITY RATIO

The debt-to-equity ratio (D/E) is a financial ratio indicating the relative proportion of shareholders' equity and debt used to finance a company's assets. Closely related to leveraging, the ratio is also known as risk, gearing or leverage. Lower ratio is preferred because it shows that the company is majorly financed by the shareholders whilst lower gearing shows that the business is financed by borrowing which is riskier for the company.
In 2012 the company suffered a major loss and after 2013 they started cutting off debts. In 2014 there was a reduction in capital expenditure and the debts were reduces by $5.6 billion which is why 2014 has a lower ratio. However, in 2015 the company bought back $2 billion shares which is why the ratio is higher. They again cut off debts in 2016 and asset disposal of $1.3 billion was also done. As per the ratios it can be concluded that Rio Tinto is not depending on the borrowings much it is majorly financed by the shareholders, which reduces the risk for the company.
BHP Billiton has a Debt to Equity ratio of 0.64 which quite high in comparison to Rio Tinto but not too high to say that the company is taking major risks. Although the ratio is high from Rio Tinto but BHP Billiton is also majorly financed by its shareholders.

LONG-TERM LIABILITY TO DEBT

This ratio is similar to debt to equity ratio, however only the long-term debts are taken into consideration as the short-term debts are not much riskier. 
This ratio has a similar trend with that of the debt to equity ratio, which shows that the short term borrowing increased and declined similar to that of the long-term borrowings.

INVESTMENT RATIOS

	YEARS
	2012
	2013
	2014
	2015
	2016
	BHP BILLITON 2016

	EARNINGS PER SHARE
	(161.3)
	197.3
	353.1
	(47.5)
	256.9
	(120)

	DIVIDEND
	167
	192
	215
	215
	170
	108




EARNING PER SHARE

The earning per share ratio relates the earnings generated by the business and available to shareholders, during a period of time, to the number of shares issued. For the equity shareholders, the amount available is the profit for the year less any preference dividend, where applicable ( Atrill and Mclaney, 2017). 
Earnings per share helps in measuring business performance of shares. In 2012 because of the huge loss the earning per share dropped. In 2013 the earnings recovered and in 2014 it was the highest in all 5 years. However, in 2015 it declined because there was a loss in the company. In 2016 the company again had a good performance in shares.
The earning per share of BHP Billiton is quite lower from Rio Tinto. However, it is not very useful to compare earnings per share of different businesses because differences in financing arrangements can render any such comparison meaningless (Atrill, 2017).
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DIVIDEND PER SHARE

Dividend per share is the sum of declared dividends issued by a company for every ordinary share outstanding. Dividend per share is the total dividends paid out by a business, including interim dividend, divided by the number of outstanding shares issued.
In 2012 there was a 15 per cent increase in full time dividend from 2011. Again in 2013 a 15 per cent increase in dividend which shows the sustainable growth of the business. In 2014 the dividend per share increased by 12 per cent. It maintained the dividend per share at 215c for 2015. Full year dividend of $3.1 billion announced for 2016 at 170c per share.
BHP Billiton dividend per share ratio for 2016 was 108c per share as it suffered a huge loss. It is too low in comparison of Rio Tinto but as BHP Billiton suffered a huge loss it cannot be compared.



FUTURE PROJECTIONS AND RECCOMENDATIONS

Rio Tinto enters 2017 in good shape and will deliver $5 billion of extra cash flow over the next five years from its mine ti market productivity programme. The group's value over volume approach, coupled with a robust balance sheet and world class assets, places Rio Tinto in a strong position to deliver superior shareholder return over the cycle. Rio Tinto could be in a position to reward shareholders with a strong dividend hike or even a share buyback (announced in 2016) next year as it benefits from sharp rise in metals prices. Net proceeds up to $2.6 billion expected from the disposal of assets in 2017, including the Coal & Allied transaction for up to $2.4 billion. Rio Tinto says attracting, developing and retaining the best people will be crucial to their future success. Safety will be their number one priority and they are also determined to deliver an operating cash cost reduction of $2 billion. They will be focusing on highest returning assets in their preferred commodities, investing in high returning growth and exiting assets which don’t meet the criteria. They also plan a capital investment of $5 billion in 2017.


PROS AND CONS OF RATIO ANALYSIS

PROS

Financial ratios provide a platform for comparison of performance of companies and industry irrespective of their size, market share and sales volume. Because it is possible that a company with lower market share or sales volume is working more efficiently. Ratio analysis helps industries to set a benchmark so that the companies can measure their performances using that benchmark. A critical analysis of the ratios can help some investors to evaluate future forecasting of stock values of a company. Ratios can help in planning and performance, it helps the companies to prepare presentations for the lenders and investors and it also help companies to set their goal in comparison to industry trends. The ratios also help the company to compare with its past performance and analyze it to take necessary steps.

CONS

Ratio analysis depends on the quality of the financial statements, ratios will inherit the limitation of the financial statements on which they are based. In the Case of Rio Tinto, the ratios failed to acknowledge the presence of goodwill etc. Every company follow different accounting policy and principles although Rio Tinto and BHP Billiton shares are traded in the same stock exchange they have a different balance sheet date so it is difficult to compare the closing market share price of both the companies. The investors should not over-rely on the ratios, losing the sight of underlying information on the balance sheets. The ratio provides a basis for comparison but in this case, BHP Billiton suffered a huge loss due to abnormal circumstances and it being the world's largest mining company had a profit margin very low from Rio Tinto. So, on the basis of only one comparison it cannot be said that BHP Billiton is working less efficiently the Rio Tinto. Ratios based on balance sheet like the liquidity ratio of Rio Tinto, may not be representative of the financial position of the year as a whole. 
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APPENDIX

OPERATING PROFIT MARGIN % - OPERATING PROFIT/ SALES
NET PROFIT MARGIN % -                NET PROFIT/ SALES
CURRENT RATIO -                             CURRENT ASSETS/ CURRENT LIABILITY
QUICK RATIO -                                   CURRENT ASSETS - INVENTORY/ CURRENT LIABILITY
CASH RATIO -                                     CASH/ CURRENT LIABILITIES
ASSET TURNOVER RATIO-               SALES/ TOTAL ASSETS
INVENTORY TURNOVER RATIO-     SALES/ AVERAGE INVENTORY
AVERAGE INVENTORY-                     OPENING INVENTORY + CLOSING INVENTORY/ 2
DEBT TO EQUITY RATIO-                   DEBT/ EQUITY
LONG TERM DEBT TO EQUITY-        LONG TERM DEBT/ EQUITY
EARNING PER SHARE RATIO-           EARNINGS AVAILABLE TO ORDINARY SHAREHOLDERS / NO. OF                                                                             ORDINARY SHARE IN ISSUE
DIVIDEND PER SHARE RATIO-          SUM OF DIVIDENDS OVER A PERIOD/ NO. OF SHARES
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