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Executive Summary
The report describes about the financial position of the two selected companies which are also publicly listed and traded on London Stock Exchange. The report takes examples of two companies which are Rio Tinto and BHP Billiton. The report calculates financial ratios such as efficiency ratios, liquidity ratios, profitability ratios and gearing ratios. The second part of the report helps to understand how different projects is being analysed for capital investments using the financial calculation of ARR, payback period and NPV. The report concludes that the companies selected for the study shows good financial position and is worth for making prospective investments based on the financial analysis of the last five year five year performance.
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[bookmark: _Toc61466761]Part A
BHP Billiton is one of the publicly traded company listed in the London Stock Exchange.  It is counted in the top 50 list of companies listed on LSE. It is an international natural resources company and was founded in the year 2001. The company formed by the merger of BHP Ltd. and Billiton PLC. This merger provided world, one of the largest mining companies which is involved in the production and processing of iron, steel, copper, silver, aluminium, oil, and gas. The company also engages itself in the engineering and transportation. BHP Billiton’s headquarters are in Melbourne, Australia. The company’s history shows that it is engaged in the metal and non-metal processing such as silver, lead and zinc mine, etc. the business model of the company is primarily relating to the discovery, development, production of items such as iron ore, copper, oil and gas, diamonds, silver, lead, zinc and a range of other natural resources (Kashyap 2019). 
The other company which is selected for conducting the research is the Rio Tinto. Rio Tinto is one of the leading international businesses. The company is involved in each stage of metal and mineral production. The Group combines Rio Tinto plc, which is listed on the London StockEx change, and Rio Tinto Limited, which is listed on the Australian Securities Exchange.  The company was formed in the year 1873. During the commencement of its operations, the company was primarily engaged in mining copper in Huelva in southern Spain. The Rio Tinto-Zinc Corporation was formed by conducting merger between the Rio Tinto Company and The Consolidated Zinc Corporation. The business model of Rio Tinto shows that the company mainly focuses on the mining activities and is primary engaged in the processing metal and mineral resources using latest technologies (Öztürk and Karabulut 2018). The company tries to remain socially and economical responsible for maintaining sustainability. Both the companies such as BHP and Rio Tinto are the Australian based companies and their roots can be traced from the Australian mines but the companies have gained economies of scales and expanded their business worldwide. The companies are listed in Australian Stock Exchange as well as London stock exchange. Both of the companies, BHP and Rio Tinto can be identified as business competitors to each other. The business decision of one company can be seen impacting the decisions of the other company in the market as they both operate in the same industry. Other major competitors operate in the industry are MNP Petroleum, ADM, Aurubis, Cargill, Noble Group, DOWA, Trafigura, Anglo American, etc. the business model of both the companies suggests that they want to generate long term return to shareholders by conducting process of mining metals and mineral resources across the globe.
[bookmark: _Toc61466762]Part B
	Efficiency ratio
	2015
	2016
	2017
	2018
	2019

	Ratio 1: Working Capital Turnover ratio
	Amount in ($)
	Amount in ($)
	Amount in ($)
	Amount in ($)
	Amount in ($)

	 
	RIO
	BHP
	RIO
	BHP
	RIO
	BHP
	RIO
	BHP
	RIO
	BHP

	 Total current assets
	15554
	16369
	12190
	23790
	13814
	27451
	15835
	47547
	17303
	23373

	Total current Liabilities
	10046
	12853
	7586
	16573
	8308
	14818
	8300
	18933
	11125
	12339

	Working capital= Current assets - current liabilities
	5508
	3516
	4604
	7217
	5506
	12633
	7535
	28614
	6178
	11034

	Working Capital Turnover ratio=Net sales/Average Working capital
	6.32334786
	12.69511
	7.3373154
	5.884855
	7.270251
	3.792844
	5.377837
	1.945272
	6.986889
	4.013776

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	Net sales
	34829
	44636
	33781
	42471
	40030
	47915
	40522
	55662
	43165
	44288


Table 1: efficiency ratio
In the table 1 above, the efficiency ratio has been calculated about the two companies which are Rio Tinto and BHP ltd. the financial ration in context of measuring their efficiency for operating in the market has been calculated. The ratios has been calculated for the last 5 years which are the financial years 2015, 2016. 2017. 2018 and 2018.from the above table, it can be analysed that the current assets of the company Rio Tinto fluctuating and do not show any continuous trend (Benamraoui et al. 2017). However, if the overall result of the last five year is analysed, it can be easily assumed that the current assets of the company has improved which shows that the company is improving its liquidity position. However if the growth of the current assets is seen in the company, BHP limited, the financial position of the company is easily distinguishable. The current assets of BHP Ltd. has improved a lot as compared to the Rio Tinto. In addition to this, Rio Tinto has been successful in reducing the current liabilities till the year 2017. And again the short term liabilities increased. However, if the working capital calculation is analysed, Rio Tinto has improved its working capital over the last years. The working capital was 5508 million dollars in 2015 which improved to 11034 million dollar in 2019. In the similar way, the working capital of the BHP Ltd. has increased from the financial year 2015 to the financial year 2019 from 3516 million dollars to 6178 million dollars (Nuryani and Sunarsi 2020). The working capital turnover ratio is calculated to analyse that how efficiently the companies are utilising their working capital. The higher working capital turnover ratio suggests that the company is utilising the working capital efficiently for financing its current operational requirements. It is evident from the above table that the Rio Tinto working capital turnover ratio is higher the working capital turnover ratio of BHP in the last year that is 2019. While, if the financial results concerning the working capital ratio is analysed, the working capital turnover ratio of the Rio Tinto since 2015 to 2018, has been lower than the working capital turnover ratio of BHP for the following financial results.

	Liquidity ratio
	2015
	2016
	2017
	2018
	2019

	Ratio 1: Current ratio
	Amount in ($)
	Amount in ($)
	Amount in ($)
	Amount in ($)
	Amount in ($)

	 
	RIO
	BHP
	RIO
	BHP
	RIO
	BHP
	RIO
	BHP
	RIO
	BHP

	Current assets 
	15554
	16369
	12190
	23790
	13814
	27451
	15835
	47547
	17303
	23373

	Current liabilities
	10046
	12853
	7586
	16573
	8308
	14818
	8300
	18933
	11125
	12339

	Current ratio=Current Assets/ Current Liabilities
	1.548
	1.274
	1.607
	1.435
	1.663
	1.853
	1.908
	2.511
	1.555
	1.894

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Ratio 2: Quick assets ratio
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Quick assets
	12091
	12077
	10041
	19209
	11497
	22663
	13268
	42453
	14135
	19533

	 Current Liabilities
	10046
	12853
	7586
	16573
	8308
	14818
	8300
	18933
	11125
	12339

	Quick assets ratio=Quick assets/ Current Liabilities
	1.204
	0.940
	1.324
	1.159
	1.384
	1.529
	1.599
	2.242
	1.271
	1.583

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Quick assets= current asset-Closing stock
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Current assets 
	15554
	16369
	12190
	23790
	13814
	27451
	15835
	47547
	17303
	23373

	Closing stock
	3463
	4292
	2149
	4581
	2317
	4788
	2567
	5094
	3168
	3840

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Gearing ratio
	Rio
	Bhp
	Rio
	Bhp
	Rio
	Bhp
	Rio
	Bhp
	Rio
	Bhp

	Ratio 1: Debt Equity Ratio 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Total debt
	47436
	54035
	32118
	79079
	35157
	70765
	32915
	69463
	42560
	49037

	Total equity
	44128
	70545
	29940
	80676
	37009
	81776
	37786
	82114
	45242
	51824

	Debt Equity Ratio =Total Debt / Total Equity 
	1.0750
	0.7660
	1.0727
	0.9802
	0.9500
	0.8654
	0.8711
	0.8459
	0.9407
	0.9462

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 


Table 2: Liquidity and Gearing ratios
In the above table, liquidity ratio and gearing ratio has been calculated for the financial year 2015 to 2019. The current ratio of the company BHP has increased over the last five years. It is evident from the table that the current ratio was 1.274 in the financial year 2015 and increased to 1.894. The short term liquidity position of the company has improved and it has maintained its solvency over the years for meeting the short time liabilities. The year 2019 shows limited improvement in the current assets ratio due to the impact of economic fluctuation during the year 2019. However, BHP has been successful in maintain the current ration above the standard ratio of 1.5. In the similar way, Rio Tinto has also maintained the current ratio approximately 1.5 which is also a good indicator for the short term liquidity position. Both the company’s satisfactory short term liquidity but the BHP liquidity ratio has been showing improved position as compared to Rio Tinto. 
The liquidity ratio tends to reflects that liquidity position of companies in industry. For analyzing liquidity position of both companies’ current assets and quick assets ratios has been calculated. The quick ratio mainly indicates the ability of a company to pay of its current liabilities that too without selling off its inventory or acquiring any type of additional financing. The quick ratio of Rio Tinto in financial year 2015 was 1.204 however, for BHP limited the quick ratio comes to 0.940. it is examined that after 2015, both companies tend to reflects a profitable quick ratio that is that both companies’ quick ratio companies to more than one thus, it could be stated that that companies have ability in order to pay off its short-term obligations without raising any type of funds from outside parties. In year 2019, BHP limited tends to have a quick ratio of 1.583 that is more as compared to quick ratio of Rio Tinto, thus, reflecting that BHP limited liquidity position is better as compared to Rio Tinto limited. In financial year 2018, it is examined that quick ratio of BHP limited comes to 2.242, and for Rio Tinto it was 1.599, that reflects that both companies have capacity in order to efficiently set off all its current debt obligations. But BHP limited has a high quick ratio that stated that, management of company is efficiently adopting strategies and measures to maintain its liquidity level and thus, able to pay off its current debt obligations by making use of its current assets. The current ratio is considered as a classic measure of liquidity ratio that indicates whether the business corporation has efficient capacity in order to pay for its current debt obligations by making use of its current assets.
The gearing ratio is being calculated by business entities mainly in order to analyze and evaluate the financial risk that is being associated with business entity. Thus, in simple terms it could be stated that gearing ratio is an indicator of risk for business that needs to be assessed in order to carry out smooth and efficient functioning of business activities. In this case, to analyze the gearing ratio of both companies, mainly the debt to equity ratio is being measured. It is examined that a high gearing ratio indicates that firm will be facing more risk thus, it is advisable that management of company should try to reduce risk factors by maintaining a balance between debt financing and equity financing. The debt equity ratio mainly tends to reflects the company’s capital structure that is being tilted either towards debt financing or equity financing. It is examined that during all five years debt to equity ratio of BHP limited is less as compared to Rio Tinto however, in financial year 2019, the debt to equity ratio of BHP limited comes to 0.946 whereas for Rio Tinto it comes to 0.940. It is analyzed that a higher debt to equity ratio mainly indicates that a firm is levered that is quite preferable for a business entity that is stable with significant cash flow generation however, not preferable in case if a company is declining. 
	Profitability Ratio
	2015
	2016
	2017
	2018
	2019

	 
	Amount in ($)
	Amount in ($)
	Amount in ($)
	Amount in ($)
	Amount in ($)

	 
	RIO
	BHP
	RIO
	BHP
	RIO
	BHP
	RIO
	BHP
	RIO
	BHP

	Ratio 1
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	gross profit
	$26,006 
	44,636
	$25,021 
	30,912
	$30,744 
	30,111
	$29,909 
	35,214
	$33,680 
	35,754

	sales revenue
	34829
	44636
	33781
	30912
	40030
	36135
	40522
	43129
	43165
	44288

	gross profit margin
	74.668
	100.000
	74.068
	100.000
	76.802
	83.329
	73.809
	81.648
	78.026
	80.731

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Ratio 2
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Net Profit 
	6527
	$1,910 
	-866
	-6385
	4617
	$5,890 
	8762
	$3,705 
	13638
	$8,306 

	Net Sales
	34829
	44636
	33781
	30912
	40030
	36135
	40522
	43129
	43165
	44288

	Net Profit Margin
	18.740
	4.279
	-2.564
	-20.655
	11.534
	16.300
	21.623
	8.591
	31.595
	18.755


Table 3: profitability ratio
The profitability ratio of a company intends to measures the overall profitability of an organization by taking into account all direct as well as indirect cost. In this case two companies are taken for analysis purpose that are Rio Tinto and BHP limited. In order to analyze and evaluate profitability level of both companies and to compare which company tends to reflects better profitability level, two profitability ratios has been calculated that are gross profit margin ratio and net profit margin ratio. The ratios are being calculated for five years from year 2015 to 2019. It is examined that in during all five years gross profit margin of BHP limited is more that Rio Tinto. Gross profit margin ratio is being measured by business in order to assess financial health of an organization mainly by calculating the value of funds left over from product sales after deducting cost of goods sold. In financial year 2015 and 2016, the gross profit margin ratio of BHP limited is 100, whereas, in year 2015, Rio Tinto had a ratio of 74.668 and in year 2016, gross profit margin is 74.068. Even in financial year 2019, gross profit margin ratio of BHP limited comes to 80.731 and for Rio Tinto it was 78.026. Thus, by looking into calculation, it could be stated that BHP limited has a better profitability level as compared to Rio Tinto in terms of gross profit margin ratio. The net profit margin ratio mainly refers to ratio of net profits to revenues for a business entity. However, there is a fluctuating trend of net profit margin during five years. In year 2015, ratio of BHP limited was 4.279, whereas for Rio Tinto it was 18.740. In financial year 2016, ratio was negative for both companies. In year 2019, Rio Tinto net profit margin ratio was 31.595 whereas for BHP limited it was 18.755. Thus, it is advisable that companies should try to keep their net profit margin ratio positive thus, reflecting a better profitability in industry. 
[bookmark: _Toc61466763]Comparison to major competitor(s) 
BHP shows consistent growth over the last five years. It is clear from the financial ratios that are discussed above that the company has been competing fairly with competitors such as RIO Tinto. The gross profit margin and the net profit margin shows that company is in a good position to pay off its short term as well as long term liabilities. In addition to it, BHP has been successful in generating returns to its shareholders. In the similar way, Rio Tinto has been showing good profitability and liquidity position. There are other competitors exist in the market such as Howmet Aerospace. It is company which is specialized in the eengineering and manufacturing light weight metals. Other companies are Gerdau, Anglo America, Sand Vik, etc. Rio Tinto as well as BHP has one common practice that they believe in continuous development and investment in Research and development so that they keep on adapting themselves with the changes happening in the external environment and remain sustainable. Some of the competitive advantages of these companies is that they have gained economies of scale and operate in several countries of the world. The international companies are competitive in nature and knows how to adapt themselves with the local needs. In addition to this, both the companies invest in CSR activities which has become one of the contemporary element for analysing company’s reputation in market. Some of competitive advantage of the BHP Billiton for competing with its competitors are: the company provides good return to its equity holders and shows existence of diversified revenue stream and strong financial position. The company enjoys a very strong international brand image. It is considered one of the largest petroleum and mining companies. The CSR activities of the BHP enhance its brand image in the eyes of investors which helps the company to improve the financial position and maintain its finances. Some of the strengths of the Rio Tinto which is helping the company to deal with its competitors are the long term strategies and operational efficiencies. The company focuses on improving employee’s engagement and respect the environment in which it operates by remaining socially responsible for the communities. The world’s best positioned supplier of iron ore is a key component of the Group’s strategy of maintaining a strong position in products line (Husain and Sunardi 2020).
[bookmark: _Toc61466764]Recommendations on how to improve the financial management of the companies
It is an evident fact that in order to sustain in competitive global marketplace as well as achieving maximum profitability, organization needs to have an informed and robust financial management system. Even it could be stated that for business entities such as Rio Tinto and BHP limited, it is essential to have an efficient and well-structured financial management. It could be recommended that management of organization needs to adopt certain measures and approaches in order to establish a robust financial management. The financial management of company could be efficient if management intends to manage all its invoices as well as ensuring that all invoices are actually being paid to its suppliers. Even to maintain a robust financial management, the inventory management should be efficiently managed that will help company to carry out its business activities in an efficient manner.                 
[bookmark: _Toc61466765]Part C
[bookmark: _Toc61466766]Section 1
	 
	Project A

	 
	Year 
	cash flow
	cumulative cashflow

	 
	0
	-85
	-85

	 
	1
	10
	-75

	 
	2
	20
	-55

	 
	3
	40
	-15

	 
	4
	55
	40

	 
	 
	 
	 

	 
	PBP (yr.)
	3.272727273
	 

	 
	 
	 
	 

	 
	Project B

	 
	Year 
	annual cash flow
	cumulative cash flow

	 
	0
	-90
	-90

	 
	1
	25
	-65

	 
	2
	30
	-35

	 
	3
	35
	0

	 
	4
	40
	40

	 
	 
	 
	 

	 
	PBP (year)
	3 years
	 


Table 4: Payback period calculation
From the calculation of the payback period, it is evident that the project B is acceptable as the project is capable for recover the invested amount in lesser time period and generate return sooner than the project A.
	calculation of ARR
	 

	 
	 
	 
	 
	 
	 
	 
	 

	Project A 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 

	annual depreciation
	 
	21.25
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 

	 
	year 
	1
	2
	3
	4
	 
	 

	 
	cash inflow
	10
	20
	40
	55
	 
	 

	 
	(depreciation)
	21.25
	21.25
	21.25
	21.25
	 
	 

	 
	net profit
	-11.25
	-1.25
	18.75
	33.75
	40
	 

	 
	 
	 
	 
	 
	 
	 
	 

	 
	Average net profit
	10
	 
	 
	 
	 
	 

	 
	ARR
	(avg NP/ avg capital employed)*100
	 
	 
	 
	(10/85)
	11.765


Table 5: ARR
	Project B
	 
	 
	 
	 
	 

	Annual Depreciation
	 
	90/4
	22.5
	 
	 

	 
	 
	 
	 
	 
	 

	 
	year 
	1
	2
	3
	4

	 
	cash inflow
	25
	30
	35
	40

	 
	(depreciation)
	22.5
	22.5
	22.5
	22.5

	 
	net profit
	2.5
	7.5
	12.5
	17.5

	 
	 
	 
	 
	 
	 

	 
	Average net profit
	10
	 
	 
	 

	 
	ARR
	11.11111
	 
	 
	 


Table 6: ARR

From the above calculation, it can be seen that the ARR of the project A is higher and therefore, project A must be selected by analysing the ARR calculation. 
	 
	Project A
	 

	depn
	 
	10.50%
	 
	 
	 

	 
	 
	 
	 
	 
	 

	year 
	 
	1
	2
	3
	4

	cash flow
	-85
	10
	20
	40
	55

	 
	 
	 
	 
	 
	 

	PV
	 
	$9.05 
	$16.38 
	$29.65 
	$36.89 

	NPV
	($16.68)
	 
	 
	 
	 

	 
	Project B

	 
	 
	 
	 
	 
	 

	year 
	 
	1
	2
	3
	4

	cash flow
	-90
	25
	30
	35
	40

	 
	 
	 
	 
	 
	 

	PV
	 
	$22.62 
	$24.57 
	$25.94 
	$26.83 

	NPV
	($12.18)
	 
	 
	 
	 


Table 7: NPV
The NPV calculation is suggesting that both the projects are not worth to be invested as the NPV are calculated as negative. 
[bookmark: _Toc61466767]Section 2
The advantages and shortcomings of the PBP, ARR and NPV techniques are important to be understood when there is need for making financial management and financial analysis of different investments proposals. These are the major accounting calculations used for determining which investments proposals should be considered for making investments under different circumstances.  
In accordance with the author of the study (Benamraoui, Boojihawon and Madichie 2017), the accounting methods such as NPV and IRR cannot provide overall financial analysis if other methods such as payback period are not utilized equally. The author explains that the shareholders get to know that the projects, on which they are making investment, will generate returns for them. The author explains that the payback period are important to be considered while investing in a project because it will help the shareholders to know, how much is received in the form of excess wealth by them and, when does that excess wealth starts to accrue (Rahmawati 2020). 
[bookmark: _GoBack]The payback period is explained as an evaluation method for determining the time required for generating cash flows from a project within which it can pay back the initial amount invested in the project. Payback period is considered good and advantageous for the small scale companies which make small investments and does not require complex accounting calculations for their investments. This is one of the reason that in complex circumstances. The payback period is considered to be of little significance. The advantages of the payback period which is commonly analysed is the simplicity of the method. It is very easy to understand and calculate. It is useful in calculating the relative risk of different projects by calculating the time period under which investments which are done initially in a project is recovered. The method do not consider the cash inflows which arise after the break-even point and this is one of the major disadvantages of the payback period method (Zorn et al. 2018). 
The other important method which is being considered important for financial analysis of capital investments is the accounting method of calculating Net Present Value.  NPV contemplates uses of time value of money. It also helps the management of the company for making better decision which are of strategically importance.  One of the disadvantages of the net present value is that it does not take into consideration of the hidden cost of the project and solely consider the initial investments. The NPV method cannot be used for comparing the different sizes projects due to this limitation of not considering hidden cost of the project which is actually incurred. The other disadvantage for the NPV method is that there is still not a recognised guideline for calculating the rate of return which is required for using this method. In accordance with the study (Kashyap 2019), the author explains that NPV is one the method used for financial analysis. The method has interconnection with other methods of financial analysis. The author provides examples of present value calculation methods and future value calculation methods for showing how they are used in the method of NPV. The author focuses on showing importance of NPV by considering its contribution by including time value. 
The another financial techniques used is the calculation of ARR. ARR stands for Average rate of return and one of its importance is its simple calculation. It helps in understanding the concept of net earnings and entire life of the project. It is considered important for appraising any project. The shareholders are more concerned about this method as it helps them to know about the rate of return that they can expect form the project. However, it also has some demerits. For example- when the ROI is being used from analysing the investment decision, the results are expected to be different when ARR is being used for the same purpose. ARR does not consider the external factors while appraising the proposals which tends to affect the profitability of the project (Paynter, Halabi and Tuck 2019).
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