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Rio Tinto Limited 
What is Rio doing in iron ore? 
 

Productivity and cost out is the focus not growth 
Rio Tinto's Iron Ore group and Technology & Innovation group held a seminar in 
Sydney today to discuss the outlook for the iron ore market and how technology is 
assisting with productivity and cost out. In our view, the key takeaways from today's 
briefing were: 1) the focus is on growing production in a value adding manner, which 
suggests ramp up to 360Mtpa is likely to be slower than the market expected, 2) iron 
ore demand is seen growing 2% pa to the end of the decade, driven by further 
increases in Chinese steel production but also ASEAN, 3) technology will be a real game 
changer and Rio is ahead of the pack, and 4) sentiment on the ground in China is 
improving as evidenced by monthly steel mill surveys that show an improved outlook. 

1Bt steel production in China by 2030 is a really good estimate 
Vivek Tulpule (Head of Economics & Markets) provided a deep dive into Rio Tinto's 
outlook for the global steel markets and reinforced the company's view that Chinese 
steel production will hit 1Btpa by 2030, which is broadly in line with BHP Billiton's 
revised view of 935-985Mt by mid 2020s. Globally Rio sees steel demand growing 
2.5% pa through to 2030 which in turn is expected to drive iron ore demand of 2% 
pa. The biggest driver of iron ore demand is expected to be non-China, namely ASEAN 
& India, with 50% of the growth in iron ore demand to come from seaborne. 

A tighter iron ore market may be on the cards. 335Mt in 2016 (UBSe 342Mt) 
Rio provided first time guidance in terms of iron ore production/shipments for 2016 of 
335Mt (UBSe 342Mt) and reiterated 2017 guidance of ~350Mt (UBSe 350Mt). We 
believe this this is lower than market expectations and given Rio Tinto has been 
shipping at a 350Mtpa run rate from its Pilbara operations for the last 3 months, it 
represents an unexpected slow down into 2016. Although Rio is still expected to ship 
more tonnes in 2016 than 2015 given our estimate of 322Mt shipped in 2015. Rio is 
running down inventory in 2015 to make these shipments and inventory is expected to 
be back at normal levels by end 2015. In our view Rio, is choosing to manage 
production to demand, supporting a price that generates an appropriate return. 

Valuation: A$64.45ps (DCF, 10% d.r) 
Our price target remains $61ps, broadly in line with NPV. 
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Highlights (US$m) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E 
Revenues 50,967 51,171 47,664 35,620 35,046 36,301 39,546 42,668 
EBIT (UBS) 13,298 15,315 12,981 7,803 6,986 7,686 10,558 12,860 
Net earnings (UBS) 9,303 10,217 9,305 5,290 4,668 5,498 7,236 9,087 
EPS (UBS, diluted) (US$) 5.06 5.53 5.04 2.86 2.53 2.99 3.94 4.94 
DPS (US$) 1.67 1.92 2.15 2.15 2.20 2.28 2.37 2.48 
Net (debt) / cash (19,737) (17,625) (12,379) (14,211) (14,568) (14,258) (11,591) (6,806) 

 

Profitability/valuation 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E 
EBIT margin % 26.1 29.9 27.2 21.9 19.9 21.2 26.7 30.1 
ROIC (EBIT) % 20.3 22.3 20.4 13.0 11.8 12.7 17.2 20.8 
EV/EBITDA (core) x 7.7 6.7 6.9 6.6 7.0 6.6 5.3 4.7 
P/E (UBS, diluted) x 12.2 10.6 11.1 12.0 13.7 11.5 8.8 7.0 
Equity FCF (UBS) yield % (7.0) 1.9 5.9 7.1 5.5 6.8 10.7 14.8 
Net dividend yield % 2.7 3.3 3.8 6.2 6.4 6.6 6.9 7.2 
Source: Company accounts, Thomson Reuters, UBS estimates. Metrics marked as (UBS) have had analyst adjustments applied. Valuations: based on an average share price that year, (E): based on a 
share price of A$49.27 on 03 Sep 2015 19:41 EST 
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Investment Thesis  12-month rating Neutral 

Rio Tinto Limited  12m price target A$61.00 

Investment case 

We see the major diversified miners as the most preferred in the 
space given their ability to manage margins and cashflow. Rio 
has been focused on growth and is currently undergoing an 
expansion of its Pilbara Iron Ore mining capacity to 360Mtpa. Rio 
followed through in its commitment to announce "material 
increase in returns to shareholders" at the February 2015 full 
year result. The returns are being delivered in the form of a 
buyback, which we believe is sensible, given that Rio's gearing 
levels are at the bottom end of management targets and the 
company has been prudent with balance sheet management 
(running down iron ore inventories in the Pilbara). We believe 
these strategies are favourable for investors and are the primary 
reasons why RIO remains a preferred exposure to pure plays. Our 
price target of $61ps is set broadly in line with NPV. 

Upside scenario 

Our upside case assumes a 10% increase to our UBS commodity 
price forecasts and a 10% decrease to the A$:US$ FX rate into 
perpetuity. This would likely result in a 50% increase to our NPV 
and a 45% increase to 2015E EPS. 

Downside scenario 

Our downside case assumes a 10% decrease to our UBS 
commodity price forecasts and a 10% increase to the A$:US$ FX 
rate into perpetuity. This would likely result in a 50% decrease to 
our NPV and 45% decrease to 2015E EPS. 

Upcoming catalysts 

16 Oct 2015 – SQ 15 production report 

 
Business description 

Rio Tinto is one of the world's largest mining conglomerates 
with major interests in copper, iron ore, coal, aluminium and 
mineral sands, and with lesser exposure to diamonds and gold. 
Major operations are world-class, mostly lowest-cost quartile 
and located in North and South America, Australia, Indonesia, 
Europe and Southern Africa. Key operations include Hamersley 
Iron, QIT/RBM TiO2 feedstock, 30% of Escondida copper, 40% 
of the Freeport/Grasberg expansion and Rio Tinto Alcan. It 
maintains a zero hedging policy for commodities. 

Industry outlook 

The outlook for Rio Tinto is largely dependent on the outlook 
for the iron ore price (given that the iron ore business 
contributes ~80% of group EBIT), as well as the urbanization 
and income growth of developing nations, in particular China 
given it is the largest contributor to Rio Tinto's revenue (32.3% 
in 2012). In our view Rio Tinto looks well placed to take 
advantage of growing demand in emerging markets through 
its expandable long life operations. Our view is that increasing 
iron ore supply globally will weigh on the long run iron ore 
price. However Rio is the lowest cost producer and in our view 
will continue to be the most competitive player in the iron ore 
space. 

Revenues by region (%) 
 

 

Source:  Rio Tinto 
 

EBIT by product segment 
 

 
Source:  UBS estimates 
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Sydney Investor Presentation 
Rio Tinto held an Investor Seminar today in Sydney showcasing its Iron Ore and 
Technology & Innovation business units. Presentations were made by Andrew 
Harding (Chief Executive Iron Ore), Greg Lilleyman (Chief Executive Innovation & 
Technology), Vivek Tulpulé (Head of Economics & Markets) and Bold Baatar 
(Managing Director Sales & Marketing and Marine). 

Key takeaways in our view were:  

#1. Value over Volume 

Andrew Harding (Chief Executive Iron Ore) said the focus is on growing production 
in a value adding manner, which we took to mean that Rio will manage 
production to market demand. In our view, Rio is saying that it is fully aware of the 
impact that additional tonnes will have on the supply-demand of the market and 
as a result the price of iron ore, and that it does not want to bring on additional 
tonnes and spend the capital associated with these additional tonnes if it means it 
will have an adverse impact on the iron ore price, which in turn will dilute the 
returns of existing production. 

It is refreshing to hear this from the likes of Rio Tinto and is totally understandable. 
However, our main concern with this strategy is that if Rio Tinto is wrong on the 
demand side or should the supply side falter, then iron ore prices could move 
higher to a level that may encourage further investment. Over the last 15 years of 
higher than historical iron ore prices, we have seen a number of new entrants to 
the iron ore industry (FMG, Anglo American and Roy Hill), and our biggest concern 
is that fragmentation of an industry generally leads to lower returns, and the iron 
ore industry has been a wonderful returning industry, generating a 50% EBITDA 
margin over the last 50+ years for Rio Tinto. Today Baosteel and Aurizon are 
studying the West Pilbara Iron Ore project which while an initial 40+Mtpa, could 
ultimately be as big as 200Mtpa should they be prepared to spend the money to 
develop the infrastructure. 

#2. 335Mt in 2016. A downgrade to expectations 

Rio Tinto provided production and shipping guidance for 2016 of 335Mt. This 
compares to our estimate prior to today's presentation of 342Mt and Rio's current 
shipping rate of 350Mtpa. We also expect this is below market expectations. 

The lower than expected sales estimate for 2016 is a result of managing mine 
supply to meet demand in order to ramp up to 360Mtpa in a value efficient way, 
and the fact that inventory is expected to be back at normal levels by end 2015, 
meaning sales should match production in 2016 and beyond, all else being equal. 

The market in our view had been expecting a continued ramp up in supply from 
Rio Tinto, so today's guidance could mean market expectations for iron ore pricing 
are too bearish over the next 6 to 12 months. Particularly if we see further supply 
side disappointments such as a slow ramp up from Roy Hill or positive surprises on 
the demand side. Rio Tinto today said that monthly surveys of Chinese steel mills 
had shown a turn in sentiment to the positive in the last two months. 
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Figure 1: Australian monthly iron ore exports in 2015 

 
Source:  Company Reports, UBS estimates 

#3. A 4-stage Silvergrass expansion option 

As part of the managing of production and sales to market demand, Rio Tinto 
came clean today on its development plans for the Silvergrass mine. While no 
investment decision has been made on Silvergrass and is unlikely till 2016 at the 
earliest, Rio Tinto Iron Ore has begun a staged development of some of the 
Silvergrass orebodies. 

Called NIT (Nammuldi Incremental Tonnage), the plan is to develop the Silvergrass 
orebodies in 4 stages.  

Stage 1. The first stage is a 5Mtpa trucking option whereby ore from some initial 
mining areas will be trucked back to the Nammuldi site for processing and 
blending to help maintain the Pilbara Blend. Commencement is 2015/16. 

Stage 2. Involves an incremental 5Mtpa expansion, which is expected to continue 
to utilise a trucking option. Stages 1 and 2 are seen to be delivering low 
phosphorous ore for maintenance of the Pilbara Blend for ~US$19/t of capital 
intensity. 

Stage 3. Expansion to 21Mtpa, but will require capital investment in a conveyor 
system to get the ore back to Nammuldi plus on site crushing. Approval possible in 
2016. 

Stage 4. A Nammuldi below water table plant expansion from 21Mtpa to 42Mtpa 
which is likely to require additional spend, and ultimately a decision on whether a 
rail load out is built at Silvergrass. 

Mt RIO Run Rate BHP Run Rate FMG Run Rate

Jan-15 23.0 271 21.5 253 13.5 158

Feb-15 22.6 294 20.8 272 12.5 163

Mar-15 23.7 279 21.8 256 13.6 160

Apr-15 24.6 299 20.4 249 13.8 168

May-15 26.1 307 23.7 279 13.8 162

Jun-15 29.2 355 21.8 265 15.0 183

Jul-15 30.4 358 21.8 256 12.1 143

Aug-15 28.6 337 22.9 270 14.8 174

MQ 15 69.3 281 64.0 260 39.6 161

JQ 15 79.8 320 65.9 264 42.6 171

JH 15 149.1 301 129.9 262 82.2 166
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Figure 2: Brownfield expansion options  Figure 3: Further high value tonnes from Silvergrass 

 

 

 
Source:  Rio Tinto  Source:  Rio Tinto 

#4. More to go on cost out 

Unit costs for Pilbara Iron Ore were US$16.20/t in H1 15, down 13% y/y from 
US$18.7/t in H1 14, and down 32% from the 2012 average of US$23.9/t. While 
~50% of this reduction appears to have come from the lower A$, Rio Tinto Iron 
Ore has done a commendable job on removing costs (~US$1bn in cost savings 
since 2012) and believes there is still more to come. 

Today unit costs given the weaker A$ and lower fuel costs and further cost savings 
initiatives is tracking around US$15/t according to Rio. We note that 10 years ago, 
unit costs were ~US$11/t at a similar A$. 

Figure 4: Pilbara – H1 15 financial summary  Figure 5: Pilbara unit cash cost 

 

 

 
Source:  Rio Tinto  Source:  Rio Tinto 

#5. Chinese steel production to 1Bt pa by 2030 

A highlight of today's briefing was the update on internal forecasting and analysis 
by Vivek Tulpulé. The key focus of Vivek's discussion was the group outlook for 
global steel demand to grow by ~2.5% pa between now and 2030, supporting 
global iron ore demand of 3Bnt in 2030. Underlying this, RIO expects Chinese 
crude steel production to reach ~1.0Bt and RoW (ex-China) steel production to 
>1.5Bt by 2030. According to RIO, by 2030, China will still be the largest steel 
consumer, followed by India and ASEAN. This coincides with RIO's forecast for 
Chinese GDP growth of 4-5% pa by 2030 (off a much larger base), compared to 
the domestic target of ~7% pa now.  
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As the Chinese economy matures, RIO expects reduced construction, but higher 
capital intensity of other activities, such as manufacturing. In China, RIO also 
anticipates that the replacement cycle will pick up, which although contributing to 
scrap steel (market size of ~250Mt pa by 2030, vs ~150Mt now), will also lead to 
higher intensity of steel use, reflecting the nation's preference for multi-level 
apartment dwellings, as well as improving building codes. According to RIO, 220m 
Chinese are expected to urbanise over the next 15 years, compared with 320m 
between 2000 and 2015.  

In 2015, 120Mt of marginal iron ore supply is expected to exit the market, with a 
further 45Mt ‘at risk’ of exiting. RIO forecasts Chinese exports to remain broadly 
flat at ~100Mtpa by 2030.   

Figure 6: China domestic crude steel demand (Mt)  Figure 7: RoW (ex-China) crude steel output (Mt) 

 

 

 

Source:  Rio TInto  Source:  Rio Tinto 
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Slower ramp up lowers earnings 
We have adjusted our Pilbara iron ore production ramp up and sales. In particular, 
we have lowered 2016 production and sales from 342Mt to today's provided 
guidance of 335Mt. 

At this stage we have made no adjustment to our iron ore price forecasts, but 
today's presentation does potentially support a higher price than we and the 
market are currently forecasting.  

 Figure 8: Earnings change summary 

  New Old % New Old % New Old % 

US$m 2015e 2015e Change 2016e 2016e Change 2017e 2017e Change 

Revenue 38,770 38,938 0% 39,110 39,737 -2% 40,676 41,382 -2% 

EBITDA - Underlying 14,004 14,012 0% 13,101 13,393 -2% 14,006 14,361 -2% 

EBIT 7,378 7,352 0% 7,304 7,465 -2% 8,162 8,410 -3% 

PBT 5,084 5,058 1% 6,389 6,555 -3% 7,260 7,525 -4% 

Net Profit 3,173 3,153 1% 4,668 4,787 -2% 5,498 5,706 -4% 

Underlying earnings 5,290 5,270 0% 4,668 4,787 -2% 5,498 5,706 -4% 

Underlying EPS (US cps) 291.8 290.7 0% 259.3 265.8 -2% 305.3 316.9 -4% 

PE (x) 11.8 11.9 0% 13.3 13.0 3% 11.3 10.9 4% 

DPS (US cps) 215 215 0% 220 220 0% 228 228 0% 

NPV (US$/sh) 47.25 47.31 0% 
     

  

NPV (A$/sh) 64.45 64.53 0%             

Source: UBS estimates 
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Source:  Rio Tinto, UBS estimates 

 

 

MARKET INFORMATION COMPANY DESCRIPTION
Rating: Neutral
Price (as of 03-Sep-15): A$49.27 PROFILE-300000473EN03032021
Price Target (12 months): 61.00$   
Issued Capital: 1,849.9  
Market Capitalisation [US$m]: 63,801   
Avg. daily turnover (US$m) 271.1     
Year end: December
Website: www.riotinto.com
Major Shareholders: Tinto Holdings 37.6%
Exchange rate AUDUSD 0.70
INVESTMENT SUMMARY OPERATIONAL ASSUMPTIONS 
(US$m) 2014 2015E 2016E 2017E H1 15 H2 15E 2014 2015E 2016E 2017E
Net profit [reported] ($m) 6,527 3,173 4,668 5,498 Prices    
Net profit [adjusted] ($m) 9,305 5,290 4,668 5,498 Aluminium (USc/lb) 81.0 76.0 84.6 78.5 81.8 90.3
EPS [reported] ($) 5.03 2.90 2.59 3.05 Copper (USc/lb) 269.8 270.0 311.4 269.9 280.0 300.0
EPS [adjusted, diluted] ($) 5.04 2.92 2.59 3.05 Gold (US$/oz) 1,205.3 1,182.5 1,266.0 1,193.9 1,250.0 1,250.0
EPS Growth (%) -9% -42% -11% 18% Iron Ore Fines (US$/t) - FOB 55.7 46.3 88.8 51.0 43.8 44.8
PER [adjusted] (x) 6.8 11.8 13.3 11.3 Steam Coal -JFY (US$/t) 74.8 67.8 95.0 81.8 67.8 66.4
Dividend ($) 2.15 2.15 2.20 2.28 A$:US$ 0.78 0.77 0.90 0.78 0.77 0.77
Payout ratio  (%) 43% 74% 85% 75%
Dividend Yield (%) 6.2% 6.2% 6.4% 6.6% Production (Equity Basis)
FCF Yield (%) 9.6% 7.1% 5.5% 6.8% Copper Mined - equity (kt) 278 223 603 502 631 600

Copper Refined - equity (kt) 128 104 295 233 279 277
Shares [period-average, diluted] (m) 1,850 1,815 1,804 1,804 Iron Ore - Hamersley (Mt) 115 134 217 249 270 281
VALUATION Iron Ore - Robe River (Mt) 31 33 64 65 65 69
Valuation per share [NAV @10%] ($) 64.45 Thermal Coal (Mt) 8.8 9.5 21.9 18.3 16.2 16.2
Price/NAV [10% disc rate] (x) 0.76x Semi-soft Coking Coal (Mt) 1.9 1.6 3.2 3.5 3.9 3.9

Coking Coal (Mt) 4.1 4.1 7.5 8.2 9.4 9.4
Operating Assets [JH 15] US$m A$m ¢ Alumina (Mt) 3.8 4.0 7.5 7.9 8.4 8.4
   Iron Ore 60,014 79,697 4417 Aluminium (Mt) 1.6 1.7 3.4 3.3 3.6 3.6
   Aluminium 15,391 20,390 1130
   Copper 9,520 12,710 704 DIVISIONAL BREAKDOWN [EBIT]
   Energy 8,751 11,642 645 (US$m) H1 15 H2 15E 2014 2015E 2016E 2017E
   Diamonds & Minerals 12,756 16,939 939 Iron Ore 3,168 2,853 12,291 6,021 4,752 5,289
   Other (5,503) (7,147) -396 Aluminium 1,113 998 1,750 2,111 2,290 2,307

Copper 635 227 1,285 862 696 411
Energy 8 (155) (297) (148) (188) 119
Diamonds & Minerals 199 397 660 596 893 1,236

Gross Assets 100,929 134,232 7440 Other (30) (35) (325) (65) 0 0
Net Debt (13,815) (17,942) -994
Net Asset Value @ 10% discount rate 87,114 116,290 6445 PROFIT & LOSS

(US$m) H1 15 H2 15E 2014 2015E 2016E 2017E
Sales Revenue 17,980 17,640 47,664 35,620 35,046 36,301
Operating Cash Profit 6,208 9,433 17,810 12,687 12,655 13,503
Depn & Amortisation (2,546) (2,763) (5,250) (5,309) (5,352) (5,341)

ENTERPRISE VALUE EBIT 3,662 6,671 12,560 7,378 7,304 8,162
(US$m) 2014 2015E 2016E 2017E Other (1,624) (2,954) (2,423) (1,624) 0 0
Enterprise Value 75,935 83,538 81,426 76,180
EV/EBITDA (x) 4.3 6.6 6.4 5.6
EV/Operating Free Cash Flow (x) 12.4 18.5 23.1 17.6 Net interest (293) (377) (585) (670) (915) (902)

Profit before tax 1,745 3,340 9,552 5,084 6,389 7,260
EPS SENSITIVITIES Tax expense (946) (834) (3,053) (1,780) (1,612) (2,037)
Commodity Base 2015E 2016E 2017E Equity Associated NPAT 799 2,505 6,499 3,304 4,777 5,223

Change Minority Interests 7 (138) 28 (131) (108) 274
Currency 5¢ -9.7% -11.0% -9.4% Net Profit [reported] 806 2,367 6,527 3,173 4,668 5,498
Aluminium 10% 9.9% 11.7% 11.0% Abnormal Gain/(Loss) after Tax (2,117) 0 (2,778) (2,117) 0 0
Copper 10% 3.6% 4.2% 3.8%
Gold 10% 0.5% 0.6% 0.5% Net Profit [adjusted] 2,923 2,367 9,305 5,290 4,668 5,498
Coal 10% 2.2% 2.5% 2.1%
Iron Ore 10% 29.9% 33.9% 28.8% EBITDA margin (%) 34.5% 53.5% 37.4% 35.6% 36.1% 37.2%

   Net Interest Cover [EBIT] (x) 12.5 17.7 21.5 11.0 8.0 9.0
   Tax Rate (%) 54.2% 25.0% 32.0% 35.0% 25.2% 28.1%

CASH FLOW EBIT/Total Assets (%) 11.3% 6.8% 7.5% 8.5%
(US$m) 2014 2015E 2016E 2017E NPAT/Equity (%) 12.0% 6.3% 9.1% 10.5%
Operating income [EBIT, UBS] 12,560 7,378 7,304 8,162 EBIT/Avg Cap Employed (%) 18.8% 11.5% 11.1% 12.2%
Depreciation & Amortisation 5,250 5,309 5,352 5,341
Net change in working capital 1,384 446 425 392
Other (operating)  0 0 0 0 BALANCE SHEET [Selected Items] 
Pre-tax op cash flow 19,194 13,134 13,080 13,895 (US$m) H1 15 H2 15E 2014 2015E 2016E 2017E
Interest (paid) / received (981) (878) (915) (902) Net Working capital 6,375 1,967 8,905 1,967 (12) 68
Tax paid  (3,618) (2,043) (1,612) (2,037) Fixed Assets 65,410 65,637 68,693 65,637 66,950 67,875
Other (309) (296) (296) (296) Net Other (7,337) (3,174) (10,625) (3,174) (1,174) (1,174)
Operating cash flow 14,286 9,916 10,257 10,660 Capital Employed 64,448 64,430 66,973 64,430 65,763 66,769
Capital expenditure  (8,162) (5,399) (6,735) (6,336) Net  Cash / (Debt) (13,815) (14,211) (12,379) (14,211) (14,568) (14,258)
Exploration expenditure 0 0 0 0 Total Equity [incl. minorities] 50,633 50,218 54,594 50,218 51,196 52,511
Free cash flow 6,124 4,518 3,523 4,324 Minorities (7,986) (7,986) (8,309) (7,986) (7,986) (7,986)
Net (acquisitions) / disposals 1,035 24 0 0
Dividends paid (Common) (3,710) (4,125) (3,879) (4,014) Net Debt / Net Debt + Equity (%) 21.4% 22.1% 18.5% 22.1% 22.2% 21.4%
Shares issued/(repurchased) 1,291 (1,966) 0 0 Book Value per Share($) 27.37 27.15 29.51 27.15 27.67 28.39 

Rio Tinto (RIO.AX)

EPS Change

Analyst/s: Glyn Lawcock / Amber MacKinnon
Email: glyn.lawcock@ubs.com / amber.mackinnon@ubs.com

03 September 2015

Rio Tinto is one of the world's largest diversified mining companies with major interests in copper,
iron ore, coal, aluminium, mineral sands and borax, and with lesser exposure to diamonds and
gold. Major operations are world-class, mostly lowest-cost quartile and located in North and South
America, Australia, Indonesia, Europe and Southern Africa. Key operations include Hamersley
Iron, QIT/RBM TiO2 feedstock, US Borax, 30% of Escondida copper, 40% of the
Freeport/Grasberg expansion and Australian coal. Rio is a major shareholder in Turquoise Hill of
Canada which owns the Oyu Tolgoi copper-gold deposit in Mongolia. A zero hedging policy for
commodities is maintained.
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Forecast returns 

Forecast price appreciation +23.8% 

Forecast dividend yield 6.2% 

Forecast stock return +30.0% 

Market return assumption 6.9% 

Forecast excess return +23.1% 

 
  

Statement of Risk 

Investment risk inherent in the resource sector and applicable to Rio Tinto includes, 
but is not limited to movement of commodity price and currency which may differ 
materially from the assumptions used in this report.  Furthermore the sector is 
subject to political, financial and operational risks, each of which has the potential 
to significantly impact industry and company performance.   
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Required Disclosures 

This report has been prepared by UBS Securities Australia Ltd, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and 
affiliates are referred to herein as UBS. 

For information on the ways in which UBS manages conflicts and maintains independence of its research product; historical 
performance information; and certain additional disclosures concerning UBS research recommendations, please visit 
www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is not a reliable 
indicator of future results. Additional information will be made available upon request. UBS Securities Co. Limited is licensed 
to conduct securities investment consultancy businesses by the China Securities Regulatory Commission. 

Analyst Certification: Each research analyst primarily responsible for the content of this research report, in whole or in 
part, certifies that with respect to each security or issuer that the analyst covered in this report: (1) all of the views expressed 
accurately reflect his or her personal views about those securities or issuers and were prepared in an independent manner, 
including with respect to UBS, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to 
the specific recommendations or views expressed by that research analyst in the research report.  

UBS Investment Research: Global Equity Rating Definitions 

12-Month Rating Definition Coverage1 IB Services2 

Buy FSR is > 6% above the MRA. 45% 36% 

Neutral FSR is between -6% and 6% of the MRA. 42% 32% 

Sell FSR is > 6% below the MRA. 13% 20% 

Short-Term Rating Definition Coverage3 IB Services4 

Buy 
Stock price expected to rise within three months from the time 
the rating was assigned because of a specific catalyst or event. less than 1% less than 1% 

Sell Stock price expected to fall within three months from the time 
the rating was assigned because of a specific catalyst or event. less than 1% less than 1% 

Source: UBS. Rating allocations are as of 30 June 2015. 
1:Percentage of companies under coverage globally within the 12-month rating category. 2:Percentage of companies within 
the 12-month rating category for which investment banking (IB) services were provided within the past 12 months. 
3:Percentage of companies under coverage globally within the Short-Term rating category. 4:Percentage of companies 
within the Short-Term rating category for which investment banking (IB) services were provided within the past 12 months. 

KEY DEFINITIONS:  Forecast Stock Return (FSR)  is defined as expected percentage price appreciation plus gross dividend 
yield over the next 12 months.   Market Return Assumption (MRA)  is defined as the one-year local market interest rate 
plus 5% (a proxy for, and not a forecast of, the equity risk premium).   Under Review (UR)  Stocks may be flagged as UR 
by the analyst, indicating that the stock's price target and/or rating are subject to possible change in the near term, usually 
in response to an event that may affect the investment case or valuation.   Short-Term Ratings  reflect the expected near-
term (up to three months) performance of the stock and do not reflect any change in the fundamental view or investment 
case.   Equity Price Targets  have an investment horizon of 12 months.  

EXCEPTIONS AND SPECIAL CASES:  UK and European Investment Fund ratings and definitions are: Buy:  Positive 
on factors such as structure, management, performance record, discount;   Neutral:  Neutral on factors such as structure, 
management, performance record, discount;   Sell:  Negative on factors such as structure, management, performance 
record, discount.   Core Banding Exceptions (CBE):  Exceptions to the standard +/-6% bands may be granted by the 
Investment Review Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the 
respective company's debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands 
as they relate to the rating. When such exceptions apply, they will be identified in the Company Disclosures table in the 
relevant research piece.  

Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not 
registered/qualified as research analysts with the NASD and NYSE and therefore are not subject to the restrictions contained 
in the NASD and NYSE rules on communications with a subject company, public appearances, and trading securities held by 
a research analyst account. The name of each affiliate and analyst employed by that affiliate contributing to this report, if 
any, follows. 

UBS Securities Australia Ltd:  Glyn Lawcock; Amber MacKinnon.   UBS Limited:  Myles Allsop.   
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Company Disclosures 

Company Name Reuters 12-month rating Short-term rating Price Price date 

Rio Tinto Limited4, 8 RIO.AX Neutral N/A A$49.27 03 Sep 2015 

Rio Tinto Plc4, 5, 16 RIO.L Neutral N/A 2,267p 02 Sep 2015 

Source: UBS. All prices as of local market close. 
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock 
pricing date 

4. Within the past 12 months, UBS AG, its affiliates or subsidiaries has received compensation for investment banking 
services from this company/entity or one of its affiliates. 

5. UBS AG, its affiliates or subsidiaries expect to receive or intend to seek compensation for investment banking 
services from this company/entity within the next three months. 

8. The equity analyst covering this company, a member of his or her team, or one of their household members has a 
long common stock position in this company. 

16. UBS Securities LLC makes a market in the securities and/or ADRs of this company. 

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report. 
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Global Disclaimer 
This document has been prepared by UBS Securities Australia Ltd, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS. 

Global Research is provided to our clients through UBS Neo, the UBS Client Portal and UBS.com (each a "System"). It may also be made available through third party 
vendors and distributed by UBS and/or third parties via e-mail or alternative electronic means. The level and types of services provided by Global Research to a client may 
vary depending upon various factors such as a client's individual preferences as to the frequency and manner of receiving communications, a client's risk profile and 
investment focus and perspective (e.g. market wide, sector specific, long-term, short-term, etc.), the size and scope of the overall client relationship with UBS and legal 
and regulatory constraints. 

When you receive Global Research through a System, your access and/or use of such Global Research is subject to this Global Research Disclaimer and to the terms of 
use governing the applicable System. 

When you receive Global Research via a third party vendor, e-mail or other electronic means, your use shall be subject to this Global Research Disclaimer and to UBS's 
Terms of Use/Disclaimer (http://www.ubs.com/global/en/legalinfo2/disclaimer.html). By accessing and/or using Global Research in this manner, you are indicating that 
you have read and agree to be bound by our Terms of Use/Disclaimer. In addition, you consent to UBS processing your personal data and using cookies in accordance 
with our Privacy Statement (http://www.ubs.com/global/en/legalinfo2/privacy.html) and cookie notice (http://www.ubs.com/global/en/homepage/cookies/cookie-
management.html). 

If you receive Global Research, whether through a System or by any other means, you agree that you shall not copy, revise, amend, create a derivative 
work, transfer to any third party, or in any way commercially exploit any UBS research provided via Global Research or otherwise, and that you shall not 
extract data from any research or estimates provided to you via Global Research or otherwise, without the prior written consent of UBS.   

For access to all available Global Research on UBS Neo and the Client Portal, please contact your UBS sales representative. 

This document is for distribution only as may be permitted by law. It is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or 
resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or 
would subject UBS to any registration or licensing requirement within such jurisdiction. It is published solely for information purposes; it is not an advertisement nor is it 
a solicitation or an offer to buy or sell any financial instruments or to participate in any particular trading strategy. No representation or warranty, either expressed or 
implied, is provided in relation to the accuracy, completeness or reliability of the information contained in this document (‘the Information’), except with respect to 
Information concerning UBS. The Information is not intended to be a complete statement or summary of the securities, markets or developments referred to in the 
document. UBS does not undertake to update or keep current the Information. Any opinions expressed in this document may change without notice and may differ or 
be contrary to opinions expressed by other business areas or groups of UBS. Any statements contained in this report attributed to a third party represent UBS's 
interpretation of the data, information and/or opinions provided by that third party either publicly or through a subscription service, and such use and interpretation 
have not been reviewed by the third party. 

Nothing in this document constitutes a representation that any investment strategy or recommendation is suitable or appropriate to an investor’s individual 
circumstances or otherwise constitutes a personal recommendation. Investments involve risks, and investors should exercise prudence and their own judgement in 
making their investment decisions. The financial instruments described in the document may not be eligible for sale in all jurisdictions or to certain categories of 
investors. Options, derivative products and futures are not suitable for all investors, and trading in these instruments is considered risky. Mortgage and asset-backed 
securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates or other market conditions. Foreign currency rates of 
exchange may adversely affect the value, price or income of any security or related instrument referred to in the document. For investment advice, trade execution or 
other enquiries, clients should contact their local sales representative. 

The value of any investment or income may go down as well as up, and investors may not get back the full (or any) amount invested. Past performance is not necessarily 
a guide to future performance. Neither UBS nor any of its directors, employees or agents accepts any liability for any loss (including investment loss) or damage arising 
out of the use of all or any of the Information. 

Any prices stated in this document are for information purposes only and do not represent valuations for individual securities or other financial instruments. There is no 
representation that any transaction can or could have been effected at those prices, and any prices do not necessarily reflect UBS's internal books and records or 
theoretical model-based valuations and may be based on certain assumptions. Different assumptions by UBS or any other source may yield substantially different results. 

This document and the Information are produced by UBS as part of its research function and are provided to you solely for general background information. UBS has no 
regard to the specific investment objectives, financial situation or particular needs of any specific recipient. In no circumstances may this document or any of the 
Information be used for any of the following purposes: 

(i) valuation or accounting purposes; 

(ii) to determine the amounts due or payable, the price or the value of any financial instrument or financial contract; or 

(iii) to measure the performance of any financial instrument. 

By receiving this document and the Information you will be deemed to represent and warrant to UBS that you will not use this document or any of the Information for 
any of the above purposes or otherwise rely upon this document or any of the Information. 

Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained in this document is 
based on numerous assumptions. Different assumptions could result in materially different results. The analyst(s) responsible for the preparation of this document may 
interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, applying and interpreting market information. UBS relies on 
information barriers to control the flow of information contained in one or more areas within UBS into other areas, units, groups or affiliates of UBS. The compensation 
of the analyst who prepared this document is determined exclusively by research management and senior management (not including investment banking). Analyst 
compensation is not based on investment banking revenues; however, compensation may relate to the revenues of UBS Investment Bank as a whole, of which 
investment banking, sales and trading are a part. 

For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC) acts as a market maker or 
liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of liquidity 
provider is carried out in accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in 
this document. For financial instruments admitted to trading on a non-EU regulated market: UBS may act as a market maker save that where this activity is carried out in 
the US in accordance with the definition given to it by the relevant laws and regulations, such activity will be specifically disclosed in this document. UBS may have issued 
a warrant the value of which is based on one or more of the financial instruments referred to in the document. UBS and its affiliates and employees may have long or 
short positions, trade as principal and buy and sell in instruments or derivatives identified herein; such transactions or positions may be inconsistent with the opinions 
expressed in this document. 

United Kingdom and the rest of Europe:  Except as otherwise specified herein, this material is distributed by UBS Limited to persons who are eligible counterparties 
or professional clients. UBS Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation 
Authority.   France:  Prepared by UBS Limited and distributed by UBS Limited and UBS Securities France S.A. UBS Securities France S.A. is regulated by the ACPR 
(Autorité de Contrôle Prudentiel et de Résolution) and the Autorité des Marchés Financiers (AMF). Where an analyst of UBS Securities France S.A. has contributed to this 
document, the document is also deemed to have been prepared by UBS Securities France S.A.   Germany:  Prepared by UBS Limited and distributed by UBS Limited and 
UBS Deutschland AG. UBS Deutschland AG is regulated by the Bundesanstalt fur Finanzdienstleistungsaufsicht (BaFin).   Spain:  Prepared by UBS Limited and distributed 
by UBS Limited and UBS Securities España SV, SA. UBS Securities España SV, SA is regulated by the Comisión Nacional del Mercado de Valores (CNMV).   Turkey:  
Distributed by UBS Limited. No information in this document is provided for the purpose of offering, marketing and sale by any means of any capital market instruments 
and services in the Republic of Turkey. Therefore, this document may not be considered as an offer made or to be made to residents of the Republic of Turkey. UBS AG 
is not licensed by the Turkish Capital Market Board under the provisions of the Capital Market Law (Law No. 6362). Accordingly, neither this document nor any other 
offering material related to the instruments/services may be utilized in connection with providing any capital market services to persons within the Republic of Turkey 
without the prior approval of the Capital Market Board. However, according to article 15 (d) (ii) of the Decree No. 32, there is no restriction on the purchase or sale of 
the securities abroad by residents of the Republic of Turkey.   Poland:  Distributed by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce regulated 
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document, the document is also deemed to have been prepared by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce.   Russia:  Prepared and 
distributed by UBS Bank (OOO).   Switzerland:  Distributed by UBS AG to persons who are institutional investors only. UBS AG is regulated by the Swiss Financial 
Market Supervisory Authority (FINMA).   Italy:  Prepared by UBS Limited and distributed by UBS Limited and UBS Italia Sim S.p.A. UBS Italia Sim S.p.A. is regulated by the 
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