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Group income statement

Years ended 31 December

2017 2016 2015
Note US$m US$m US$m
Consolidated operations
Consolidated sales revenue 2,3 40,030 33,781 34,829
Net operating costs (excluding items shown separately) 4 (26,983) (26,799) (27,919)
Impairment charges 6 (796) (249) (2,791)
Net gains on disposal of interests in businesses 2,37 2,344 515 64
Exploration and evaluation costs 13 (445) (497) (576)
(Loss)/profit relating to interests in undeveloped projects 13 (15) 44 8
Operating profit 14,135 6,795 3,615
Share of profit after tax of equity accounted units 7 339 321 361
Profit before finance items and taxation 14,474 7,116 3,976
Finance items
Net exchange (losses)/gains on external debt and intragroup balances 24 (601) 611 (3,538)
Net gains/(losses) on derivatives not qualifying for hedge accounting 33 (24) (88)
Finance income 8 141 89 52
Finance costs 8 (848) (1,111) (750)
Amortisation of discount (383) (338) (378)
(1,658) (773) (4,702)
Profit/(loss) before taxation 12,816 6,343 (726)
Taxation 9 (3,965) (1,567) (993)
Profit/(loss) after tax for the year 8,851 4,776 (1,719)
— attributable to owners of Rio Tinto (net earnings/(loss)) 8,762 4,617 (866)
- attributable to non-controlling interests (net earnings/(loss)) 89 159 (853)
Basic earnings/(loss) per share 10 490.4c 256.9¢ (47.5)c
Diluted earnings/(loss) per share 10 486.9c 255.3c¢ (47.5)c

The notes on pages 118 to 201 are an integral part of these consolidated financial statements.
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Group statement of
comprehensive income

Years ended 31 December

2017 2016 2015
Note US$m US$m US$m
Profit/(loss) after tax for the year 8,851 4,776 (1,719)
Other comprehensive income/(loss):
Items that will not be reclassified to profit or loss:
Actuarial gains/(losses) on post-retirement benefit plans 44 6 (90) 619
Tax relating to this component of other comprehensive income 9 (12) 29 (175)
Adjustments to deferred tax on post-retirement benefit plans due to changes in
corporate tax rates in the US and France 9 (140) - -
(146) (61) 444
Items that have been/may be subsequently reclassified to profit or loss:
Currency translation adjustment @ 3,096 (157) (2,395)
Currency translation on companies disposed of, transferred to the income
statement 78 99 2)
Fair value movements:
- Cash flow hedge gains/(losses) 62 (88) (41)
- Cash flow hedge (gains)/losses transferred to the income statement (62) 116 32
- Gains/(losses) on revaluation of available for sale securities 19 13 (19)
- Losses on revaluation of available for sale securities transferred to the income
statement 8 - 11
Tax relating to these components of other comprehensive income 9 1) 4 3)
Share of other comprehensive income/(loss) of equity accounted units, net of tax 34 11 (57)
Other comprehensive income/(loss) for the year, net of tax 3,088 (63) (2,030)
Total comprehensive income/(loss) for the year 11,939 4,713 (3,749)
- attributable to owners of Rio Tinto 11,691 4,504 (2,443)
- attributable to non-controlling interests 248 209 (1,306)

(a) Excludes a currency translation gain of US$310 million (2016: charge of US$35 million; 2015: charge of US$503 million) arising on Rio Tinto Limited’s share capital for the year ended 31
December 2017, which is recognised in the Group statement of changes in equity. Refer to Group statement of changes in equity on page 116.

The notes on pages 118 to 201 are an integral part of these consolidated financial statements.
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Group cash flow statement

Years ended 31 December

2017 2016 2015
Note US$m US$m US$m
Cash flows from consolidated operations ® 16,670 11,368 12,102
Dividends from equity accounted units 817 253 210
Cash flows from operations 17,487 11,621 12,312
Net interest paid (897) (1,294) (827)
Dividends paid to holders of non-controlling interests in subsidiaries (399) (341) (310)
Tax paid (2,307) (1,521) (1,792)
Net cash generated from operating activities 13,884 8,465 9,383
Cash flows from investing activities
Purchases of property, plant and equipment and intangible assets 2 (4,482) (3,012) (4,685)
Disposals of subsidiaries, joint ventures and associates 37 2,675 761 (38)
Purchases of financial assets (723) (789) (49)
Sales of financial assets 40 582 65
Sales of property, plant and equipment and intangible assets 138 354 97
Net funding of equity accounted units 3) (12) 11
Acquisitions of subsidiaries, joint ventures and associates 37 - - 3)
Other investing cash flows (18) 12 2
Net cash used in investing activities (2,373) (2,104) (4,600)
Cash flows before financing activities 11,511 6,361 4,783
Cash flows from financing activities
Equity dividends paid to owners of Rio Tinto 11 (4,250) (2,725) (4,076)
Proceeds from additional borrowings 18 4,413 1,837
Repayment of borrowings (2,795) (9,361) (3,518)
Proceeds from issue of equity to non-controlling interests 170 101 103
Own shares purchased from owners of Rio Tinto (2,083) - (2,028)
Purchase of non-controlling interests 37 (194) (23) -
Other financing cash flows (7) 104 12
Net cash flows used in financing activities (9,141) (7,491) (7,670)
Effects of exchange rates on cash and cash equivalents (12) (35) (159)
Net increase/(decrease) in cash and cash equivalents 2,358 (1,165)  (3,046)
Opening cash and cash equivalents less overdrafts 8,189 9,354 12,400
Closing cash and cash equivalents less overdrafts 21 10,547 8,189 9,354
(a) Cash flows from consolidated operations
Profit/(loss) after tax for the year 8,851 4,776 (1,719)
Adjustments for:
— Taxation 3,965 1,567 993
- Finance items 1,658 773 4,702
— Share of profit after tax of equity accounted units (339) (321) (361)
- Net gains on disposal and consolidation of interests in businesses 37 (2,344) (515) (64)
— Impairment charges net of reversals 6 796 249 2,791
— Depreciation and amortisation 4,375 4,794 4,645
- Provisions (including exchange differences on provisions) 26 535 1,417 726
Utilisation of provisions 26 (714) (627) (585)
Utilisation of provision for post-retirement benefits 26 (339) (370) (230)
Change in inventories (482) 292 526
Change in trade and other receivables (138) (794) 1,404
Change in trade and other payables 421 229 (431)
Other items ® 425 (102) (295)

16,670 11,368 12,102

(b) Includes adjustments to add back mark to market losses of US$501 million (2016: gains of US$29 million; 2015: gains of US$227 million) mainly relating to derivative contracts transacted
for operational purposes and not designated in a hedge relationship.

The notes on pages 118 to 201 are an integral part of these consolidated financial statements.
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Group balance sheet

At 31 December

2017 2016
Note US$m US$m
Non-current assets
Goodwill 12 1,037 951
Intangible assets 13 3,119 3,279
Property, plant and equipment 14 62,093 58,855
Investments in equity accounted units 15 4,486 5,019
Inventories 16 160 143
Deferred tax assets 17 3,395 3,728
Trade and other receivables 18 1,724 1,342
Tax recoverable 30 38
Other financial assets (including loans to equity accounted units) 20 510 822
76,554 74,177
Current assets
Inventories 16 3,472 2,937
Trade and other receivables 18 3,443 3,460
Tax recoverable 129 98
Other financial assets (including loans to equity accounted units) 20 1,084 359
Cash and cash equivalents 21 10,550 8,201
18,678 15,055
Assets of disposal groups held for sale 19 494 31
Total assets 95,726 89,263
Current liabilities n
Borrowings and other financial liabilities 22 (904) (922) £
Trade and other payables 25 (7,061) (6,361) 5
Tax payable (1,985) (764) =
Provisions including post-retirement benefits 26 (1,275) (1,315) ]
(11,225)  (9,362) =
Non-current liabilities =
Borrowings and other financial liabilities 22 (15,148) (17,470) é
Trade and other payables 25 (856) (789)
Tax payable (263) (274)
Deferred tax liabilities 17 (3,628) (3,121)
Provisions including post-retirement benefits 26 (13,367) (12,479)
(33,262) (34,133)
Liabilities of disposal groups held for sale 19 (124) (38)
Total liabilities (44,611) (43,533)
Net assets 51,115 45,730

Capital and reserves
Share capital

- Rio Tinto plc 27 220 224
- Rio Tinto Limited 28 4,140 3,915
Share premium account 4,306 4,304
Other reserves 29 12,284 9,216
Retained earnings 29 23,761 21,631
Equity attributable to owners of Rio Tinto 44,711 39,290
Attributable to non-controlling interests 6,404 6,440
Total equity 51,115 45,730

The notes on pages 118 to 201 are an integral part of these consolidated financial statements.
The financial statements on pages 111 to 201 were approved by the directors on 28 February 2018 and signed on their behalf by

/éw%\/ - M %;ﬁ"‘ ,K/
Jan du Plessis Jean-Sébastien Jacques Chris Lynch
Chairman Chief executive Chief financial officer
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Group statement of changes

in equity

Year ended 31 December 2017

Attributable to owners of Rio Tinto

Share Share Other Retained Non-
capital premium reserves earnings controlling Total
(notes 27 and 28) account (note 29) (note 29) Total interests equity
US$m US$m US$m US$m US$m US$m US$m
Opening balance 4,139 4,304 9,216 21,631 39,290 6,440 45,730
Total comprehensive income for the year ® = - 3,078 8613 11,691 248 11,939
Currency translation arising on Rio Tinto
Limited's share capital ® 310 - - - 310 - 310
Dividends (note 11) - - - (4,250) (4,250) (403) (4,653)
Share buy-back © (89) - 4  (2,312) (2,397) - (2,397)
Companies no longer consolidated - - (124) 130 6 (8) 2)
Own shares purchased from Rio Tinto
shareholders to satisfy share options - - (64) (18) (82) - (82)
Change in equity interest held by Rio Tinto - - - 43 43 (43) -
Treasury shares reissued and other movements - 2 - - 2 - 2
Equity issued to holders of
non-controlling interests - - - - - 170 170
Employee share options and other IFRS 2
charges to the income statement - - 41 57 98 - 98
Transfers and other movements - - 133 (133) - - -
Closing balance 4,360 4,306 12,284 23,761 44,711 6,404 51,115
Year ended 31 December 2016 Attributable to owners of Rio Tinto
Share Share Other  Retained Non-
capital premium  reserves  earnings controlling Total
(notes 27 and 28) account (note 29) (note 29) Total interests equity
US$m US$m US$m US$m US$m US$m US$m
Opening balance 4,174 4,300 9,139 19,736 37,349 6,779 44,128
Total comprehensive income for the year @ - - (49) 4,553 4,504 209 4,713
Currency translation arising on Rio Tinto
Limited's share capital ® (35) - - - (35) - (35)
Dividends - - - (2,725) (2,725) (352) (3,077)
Companies no longer consolidated - - - - - 8 8
Own shares purchased from Rio Tinto
shareholders to satisfy share options (4 - - (43) (37) (80) - (80)
Change in equity interest held by Rio Tinto © - - 108 40 148 (313) (165)
Treasury shares reissued and other movements - 4 - - 4 - 4
Equity issued to holders of
non-controlling interests - - - - - 109 109
Employee share options and other IFRS 2
charges to the income statement - - 61 64 125 - 125
Closing balance 4,139 4,304 9,216 21,631 39,290 6,440 45,730
Year ended 31 December 2015 Attributable to owners of Rio Tinto
Share Share Other  Retained Non-
capital premium  reserves  earnings controlling Total
(notes 27 and 28) account (note 29) (note 29) Total interests equity
US$m US$m US$m US$m US$m US$m US$m
Opening balance 4,765 4288 11,122 26,110 46,285 8,309 54,594
Total comprehensive loss for the year @ - - (2,020) (423) (2,443) (1,306) (3,749)
Currency translation arising on Rio Tinto
Limited's share capital ® (503) - - - (503) - (503)
Dividends - - - (4,076) (4,076) (315)  (4,391)
Share buy-back (88) - 6 (1,946) (2,028) - (2,028)
Companies no longer consolidated - - - - - 5 5
Own shares purchased from Rio Tinto
shareholders to satisfy share options () - - (25) (28) (53) - (53)
Change in equity interest held by Rio Tinto - - - 20 20 17) 3
Treasury shares reissued and other movements - 12 - 1 13 - 13
Equity issued to holders of
non-controlling interests - - - - - 103 103
Employee share options and other IFRS 2
charges to the income statement - - 56 78 134 - 134
Closing balance 4,174 4,300 9,139 19,736 37,349 6,779 44,128

(a) Refer to Group statement of comprehensive income for further details. Adjustments to other reserves include currency translation attributable to owners of Rio Tinto, other than that

arising on Rio Tinto Limited share capital.
(b) Refer to note 1(d).

(c) In 2017, the total amount of US$2,397 million includes own shares purchased from the owners of Rio Tinto as per the cash flow statement of US$2,083 million and a financial liability
recognised in respect of an irrevocable contract in place as at 31 December 2017 to cover the share buy-back programme.

(d) Net of contributions received from employees for share options.

(e) The restructure of Coal & Allied Industries Limited completed on 3 February 2016. The restructure involved the exchange of a 32.4 per cent interest in Hunter Valley Operations mine for
an additional 20 per cent shareholding in Coal & Allied Industries Limited, increasing Rio Tinto’s shareholding of Coal & Allied Industries Limited from 80 per cent to 100 per cent. Rio Tinto
sold its 100 per cent interest in Coal & Allied Industries Limited on 1 September 2017.
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Reconciliation with Australian Accounting Standards

The Group’s financial statements have been prepared in accordance
with IFRS, as defined in note 1, which differs in certain respects from
the version of International Financial Reporting Standards that is
applicable in Australia, referred to as Australian Accounting
Standards (AAS).

Prior to 1 January 2004, the Group’s financial statements were
prepared in accordance with UK GAAP. Under IFRS, as defined in note
1, goodwill on acquisitions prior to 1998, which was eliminated
directly against equity in the Group’s UK GAAP financial statements,
has not been reinstated. This was permitted under the rules
governing the transition to IFRS set out in IFRS 1. The equivalent
Australian Standard, AASB 1, does not provide for the netting of
goodwill against equity. As a consequence, shareholders’ funds under
AAS include the residue of such goodwill, which amounted to US$557
million at 31 December 2017 (2016: US$561 million).

Save for the exception described above, the Group’s financial
statements drawn up in accordance with IFRS are consistent with the
requirements of AAS.

Outline of dual listed companies structure and basis
of financial statements

The Rio Tinto Group

These are the financial statements of the Group formed through the
merger of economic interests of Rio Tinto plc and Rio Tinto Limited
(“Merger™), and presented by both Rio Tinto plc and Rio Tinto Limited
as their consolidated financial statements in accordance with both UK
and Australian legislation and regulations.

Merger terms

On 21 December 1995, Rio Tinto plc and Rio Tinto Limited, entered
into a dual listed companies (DLC) merger. Rio Tinto plc is
incorporated in the UK and listed on the London and New York Stock
Exchanges and Rio Tinto Limited is incorporated in Australia and
listed on the Australian Stock Exchange. The Merger was effected by
contractual arrangements between the companies and amendments
to Rio Tinto plc’s Memorandum and Articles of Association and Rio
Tinto Limited’s Constitution.

As a result, Rio Tinto plc and Rio Tinto Limited and their respective
groups operate together as a single economic enterprise, with neither
assuming a dominant role. In particular, the arrangements:

— confer upon the shareholders of Rio Tinto plc and Rio Tinto Limited
a common economic interest in both groups;

— provide for common boards of directors and a unified management
structure;

— provide for equalised dividends and capital distributions; and

— provide for the shareholders of Rio Tinto plc and Rio Tinto Limited
to take key decisions, including the election of directors, through an
electoral procedure in which the public shareholders of the two
companies in effect vote on a joint basis.

The Merger involved no change in the legal ownership of any assets of
Rio Tinto plc or Rio Tinto Limited, nor any change in the ownership of
any existing shares or securities of Rio Tinto plc or Rio Tinto Limited,
nor the issue of any shares, securities or payment by way of
consideration, save for the issue by each company of one special
voting share to a trustee company which facilitates the joint electoral
procedure for public shareholders. During 2002, each of the parent
companies issued a DLC Dividend Share to facilitate the efficient
management of funds within the DLC structure.

Accounting standards

The financial statements have been drawn up in accordance with IFRS
as defined in note 1. The Merger was accounted for as a merger under
UK GAAP. As permitted under the rules governing the transition to
IFRS, which are set out in IFRS 1, the Group did not restate business
combinations that occurred before the transition date of 1 January
2004. As a result, the DLC Merger of economic interests described
above continues to be accounted for as a merger under IFRS as
defined in note 1.

The main consequence of adopting merger rather than acquisition
accounting is that the balance sheet of the merged Group includes
the assets and liabilities of Rio Tinto plc and Rio Tinto Limited at their
carrying values prior to the Merger, subject to adjustments to achieve
uniformity of accounting policies, rather than at their fair values at the
date of the Merger. For accounting purposes Rio Tinto plc and Rio
Tinto Limited are viewed as a single public parent company (with their
respective public shareholders being the shareholders in that single
company). As a result, the amounts attributable to both Rio Tinto plc
and Rio Tinto Limited public shareholders are included in the amounts
attributed to owners of Rio Tinto on the balance sheet, income
statement and statement of comprehensive income.

Australian Corporations Act

The financial statements are drawn up in accordance with an order,
under section 340 of the Australian Corporations Act 2001, issued by
the Australian Securities and Investments Commission (ASIC) on 14
December 2015. The main effect of the order is that the financial
statements are prepared on the basis that Rio Tinto Limited, Rio Tinto
plc and their respective controlled entities are treated as a single
economic entity, and in accordance with the principles and
requirements of International Financial Reporting Standards as
adopted by the European Union (EU IFRS) and include a reconciliation
from EU IFRS to the Australian equivalents of IFRS (see above).

For further details of the ASIC Class Order relief see page 209.
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Notes to the 2017 financial
statements

1 Principal accounting policies

Corporate information

Rio Tinto’s business is finding, mining and processing mineral
resources. Major products are aluminium, copper, diamonds, gold,
industrial minerals (borates, titanium dioxide and salt), iron ore,
thermal and metallurgical coal and uranium. Activities span the world
and are strongly represented in Australia and North America, with
significant businesses also in Asia, Europe, Africa and South America.

Rio Tinto plc is incorporated in the UK and listed on the London and
New York Stock Exchanges and Rio Tinto Limited is incorporated in
Australia and listed on the Australian Stock Exchange. Rio Tinto plc’s
registered office is at 6 St James’s Square, London SW1Y 4AD, UK. Rio
Tinto Limited’s registered office is at Level 7, 360 Collins Street,
Melbourne, Victoria, Australia, 3000.

As described in the “Outline of dual listed companies structure and
basis of financial statements” on page 117, for the purposes of
preparing the IFRS compliant consolidated financial statements of the
Rio Tinto Group, both the DLC companies, Rio Tinto plc and Rio Tinto
Limited, are viewed as a single economic entity, and the interests of
shareholders of both companies are presented as the equity interests
of shareholders in the Rio Tinto Group.

These financial statements consolidate the accounts of Rio Tinto plc
and Rio Tinto Limited (together “the Companies”) and their respective
subsidiaries (together “the Group”) and include the Group’s share of
joint arrangements and associates as explained in note 1(b) below.
The Group’s financial statements for the year ended 31 December
2017 were authorised for issue in accordance with a directors’
resolution on 28 February 2018.

Notes 33 to 36 provide more information on the Group’s subsidiaries,
joint arrangements and associates and note 40 provides information on
the Group’s transactions with other related parties.

The 2017 Annual report satisfies the obligations of Rio Tinto Limited to
prepare consolidated accounts under Australian company law, as
amended by an order issued by the Australian Securities and Investments
Commission on 14 December 2015. The 2017 financial statements
disclose on page 117 the effect of the adjustments to the Group’s
consolidated profit/(loss), consolidated total comprehensive
income/(loss) and consolidated shareholders’ funds as prepared under
IFRS as defined below that would be required under the version of
International Financial Reporting Standards that is applicable in Australia,
referred to as Australian Accounting Standards (AAS).

The US dollar is the presentation currency used in these financial
statements, as it most reliably reflects the Group’s global business
performance.

Basis of preparation of the financial statements
The basis of preparation and the accounting policies used in preparing
the Group’s 2017 financial statements are set out below.

The financial statements have been prepared on a going concern basis
in accordance with the Companies Act 2006 applicable to companies
reporting under International Financial Reporting Standards and in
accordance with applicable UK law, applicable Australian law as
amended by the Australian Securities and Investments Commission
Order dated 14 December 2015, Article 4 of the European Union IAS
regulation and also with:

- International Financial Reporting Standards as issued by the
International Accounting Standards Board (IASB) and
interpretations issued from time to time by the IFRS Interpretations
Committee (IFRS IC) both as adopted by the European Union (EU)
and which are mandatory for EU reporting as at 31 December 2017;
and

— International Financial Reporting Standards as issued by the IASB
and interpretations issued from time to time by the IFRS IC which
are mandatory as at 31 December 2017.

The above accounting standards and interpretations are collectively
referred to as “IFRS” in this report. The Group has not early adopted

any amendments, standards or interpretations that have been issued
but are not yet mandatory.

Further detail on the going concern basis of accounting is included on
page 110.

The Group’s financial statements have been prepared on the basis of
accounting policies consistent with those applied in the financial
statements for the year ended 31 December 2016. The amendment to
IAS 12: “Recognition of Deferred Tax Assets for Unrealised Losses”,
which is mandatory for 2017, clarifies the accounting treatment for
deferred tax assets related to debt instruments measured at fair
value. The Group already complied with this amendment. An
amendment to IAS 7 “Statement of Cash Flows: Disclosure Initiative”,
which is mandatory for 2017, requires entities to provide disclosures
about changes in liabilities arising from financing activities, including
changes from financing cash flows and non-cash changes (such as
foreign exchange gains or losses). The Group has expanded the net
debt reconciliation in note 24 to comply with this amendment. Both of
these amendments have been endorsed by the EU. The clarification in
“Annual Improvements 2014 -2016 — IFRS 12 Disclosure of interests
in other entities” regarding the scope of the standard is not relevant
to the Group in 2017.

Mandatory in 2018

The impact on the Group’s net assets of transition to the accounting
pronouncements listed below which are mandatory in 2018 is
currently expected to be immaterial; however, practice continues to
develop on application of these standards.

IFRS 15 “Revenue from Contracts with Customers” (Endorsed by the
EU and mandatory in 2018)

The core principle of IFRS 15 is that an entity recognises revenue
related to the transfer of promised goods or services when control of
the goods or services passes to the customer. The amount of revenue
recognised should reflect the consideration to which the entity
expects to be entitled in exchange for those goods or services.

The Group has reviewed a representative sample of sales contracts at
all of its businesses to identify potential changes in: timing of revenue
recognition, measurement of the amount of revenue and note
disclosure between the current standard, IAS 18 Revenue, and IFRS
15. The following points were noted.

The Group sells a significant proportion of its products on Cost and
Freight (CFR) or Cost, Insurance & Freight (CIF) Incoterms. This means
that the Group is responsible for providing shipping services after the
date at which control of the goods passes to the customer at the loading
port. Under IAS 18, the Group recognises such shipping and other
freight revenue and accrues the associated costs in full on loading
whereas under IFRS 15, freight and, where applicable, insurance, are
required to be accounted for as separate performance obligations with
revenue recognised over time as the service is rendered. The impact is
immaterial at 31 December 2017.

The nature of the products sold by the Group is such that adjustments
may be made to price if the specification of the product sold does not
conform to the terms specified in the sales contract. The Group has
considered whether revenue arising from the sales of such products
should be constrained under the IFRS 15 rules on variable
consideration whereby revenue can only be recognised if it is highly
unlikely to reverse. Any such constraints are immaterial at 31
December 2017.

Some of the Group’s businesses provide volume discounts in certain
circumstances which are recognised under IAS 18 based on the ‘best
estimate’ method. The impact of further constraining such variable
consideration under IFRS 15 was immaterial at 31 December 2017.

As explained on page 122, certain of the Group’s products are
provisionally priced at the date revenue is recognised, however, with
the exception of copper, prices are generally finalised within the
calendar quarter of the month of shipment. Such adjustments to
revenue are dealt with under IFRS 9, “Financial Instruments” rather
than IFRS 15 and therefore the IFRS 15 rules on variable
consideration do not apply. These ‘provisional pricing’ adjustments
will continue to be included in Consolidated sales revenue on the face
of the income statement and changes to systems have been made to
allow the amount of such adjustments to be disclosed by way of note
to the financial statements for 2018 onwards.
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Revenues from the sale of significant by-products, such as gold, are
within the scope of IFRS 15 and will continue to be included in
Consolidated sales revenue. Other operating income, for example, the
sale of surplus power, which is incidental to the main revenue-
generating activities of the operations, is outside of the scope of IFRS 15
and will continue to be treated as a credit to operating costs.

The Group has an ‘uplift’ arrangement with a partner in a joint
operation whereby sales revenue is recognised under IAS 18 when the
Group sells product from other operations to its partner to allow it to
meet its contractual obligations when insufficient product is available
in the jointly owned operation. The Group recognises an asset for
product which will be receivable from the partner out of the partner’s
share of future production of the joint operation. Under IFRS 15, such
transactions with partners in joint operations cannot be recognised as
sales revenue. The impact on adoption will be to derecognise a
receivable of US$235 million (US$164 million post tax) which has
accumulated over prior years as a transition adjustment. There is no
impact on the commercial arrangement or current or future cash
flows. Sales revenue will be recognised in the income statement in the
future when product is received from the partner and sold to a
customer. The annual impact is expected to be immaterial (2017:
US$15 million decrease in sales revenue).

The Group will adopt the modified transitional approach to
implementation where any transitional adjustment is recognised in
retained earnings at 1 January 2018 without adjustment of
comparatives and the new standard will only be applied to contracts
that remain in force at that date.

IFRS 9 “Financial Instruments”

(Endorsed by the EU and mandatory in 2018)

The standard includes a single approach for the classification of
financial assets, based on a) the business model used to manage
financial assets in order to generate cash flows, and b) the cash flow
characteristics of those financial assets. A financial asset held at
amortised cost must be managed under a business model where
financial assets are held to collect contractual cash flows and have
cash flows which relate solely to payments of principal and interest
(‘SPPI’). A financial asset held under a business model under which
financial assets may be either held to collect contractual cash flows or
sold will be classified as held at fair value through Other
Comprehensive Income (“FVOCI”) if the SPPI criteria are met. Any
other financial assets will be held at fair value through profit or loss
(“FVTPL”) or FVOCI as appropriate.

The Group’s strategy for investing surplus cash is to balance security,
liquidity and return with a focus on security and liquidity. The Group
manages its financial assets on a hold to collect basis with some
minor exceptions. Money market funds (US$7.8 billion at 31
December 2017) are an important component of the Group’s
investment portfolio but do not meet the strict SPPI definition and will
therefore be held at FVTPL under IFRS 9 (held at amortised cost
under IAS 39). These money market funds continue to meet the cash
and cash equivalents criteria of IAS 7 “Statement of Cash Flows”.
Similarly, provisionally priced receivables, as defined in note 1 (c)
below will be held at FVTPL at 1 January 2018. Both of these types of
financial asset have a short maturity and therefore this change in
classification is expected to have minimal impact on measurement.

IFRS 9 also introduces the expected credit loss model for impairment of
financial assets which replaces the incurred loss model used in IAS 39
“Financial instruments; recognition and measurement”. Application of
the IFRS 9 impairment model is expected to have minimal impact given
the Group’s credit risk management policies.

Lastly, the standard amends the rules on hedge accounting to align
the accounting treatment with the risk management practices of the
reporting entity. The Group will apply hedge accounting under IFRS 9
to the aluminium forward and option contracts embedded in the
electricity purchase contracts of certain aluminium smelters. It is not
currently possible to hedge account for these contracts under IAS 39.
The increased application of hedge accounting will eliminate some of
the income statement volatility arising from the mark to market of
these embedded derivatives.

The Group will amortise the cost of hedging over the life of the
hedging instrument. This will impact the Group’s cross currency
swaps as the cost is taken directly to the income statement under IAS
39. The impact is not expected to be material.

IFRIC 22 “Foreign Currency Transactions and Advance Consideration”
(Mandatory in 2018 and not yet endorsed by the EU)

The Interpretation covers those foreign currency transactions where
an entity recognises a non-monetary asset or non-monetary liability
arising from the payment or receipt of advance consideration before
the entity recognises the related asset, expense or income. The Group
has made some minor changes to systems and processes to comply
with the pronouncement.

“Amendments to IFRS 2 Classification and Measurement of Share
Based Payment Transactions”, “Amendments to IAS 40 Investment
Property and Annual Improvements to IFRS Standards 2014 -2016

Cycle” (Mandatory in 2018 and not endorsed by the EU)

“Amendments to IFRS 4 Applying IFRS 9 Financial Instruments with
IFRS 4 Insurance Contracts” (Endorsed by the EU and mandatory in
2018)

Mandatory in 2019 and beyond

IFRS 16 “Leases” (Endorsed by the EU and mandatory in 2019)
Under the new standard, a lessee is in essence required to:

(a) recognise all right of use assets and lease liabilities, with the
exception of short term (under 12 months) and low value leases,
on the balance sheet. The liability is initially measured at the
present value of future lease payments for the lease term. Where
a lease contains an extension option, the lease payments for the
extension period will be included in the IFRS 16 liability if the
Group is reasonably certain that it will exercise the option. The
liability includes variable lease payments that depend on an index
or rate but excludes other variable lease payments. The right of
use asset reflects the lease liability, initial direct costs and any
lease payments made before the commencement date of the lease
less any lease incentives and, where applicable, provision for
dismantling and restoration.

(b) recognise depreciation of right of use assets and interest on lease
liabilities in the income statement over the lease term.

(c) separate the total amount of cash paid into a principal portion
(presented within financing activities) and interest portion (which the
Group presents in operating activities) in the cash flow statement.

IFRS 16 will therefore result in higher assets and liabilities on the balance
sheet. Information on the undiscounted amount of the Group’s non-
cancellable operating lease commitments as defined under IAS 17, the
current leasing standard, as at 31 December 2017 is disclosed in note 31.
The present value of the Group’s operating lease payments as defined
under the new standard will be recognised as lease liabilities on the
balance sheet and included in net debt. There are a number of
differences in definition between the two standards.

EBITDA, as disclosed in the Financial Information by Business Unit on
page 206 will increase as the operating lease cost is charged against
EBITDA under IAS 17 while under IFRS 16 the charge will be included in
depreciation and interest which are excluded from EBITDA (although
included in earnings).

Operating cash flow will increase under IFRS 16 as the element of cash
paid attributable to the repayment of principal will be included in financing
cash flow. The net increase/decrease in cash and cash equivalents will
remain the same.

This standard must be implemented retrospectively, either with the
restatement of comparatives or with the cumulative impact of
application recognised as at 1 January 2019 under the modified
retrospective approach. The Group currently expects to use the
modified retrospective approach.

IFRS 16 contains a number of practical expedients, one of which
permits the retention of the classification of existing contracts as
leases under current accounting standards instead of reassessing
whether existing contracts are or contain a lease at the date of initial
application of the new standard.
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Notes to the 2017 financial statements
continued

1 Principal accounting policies continued

Under the modified retrospective approach, the right of use asset may be
deemed to be equivalent to the liability at transition or calculated
retrospectively as at inception of the lease, on a lease-by-lease basis.

IFRS 16 is expected to be the most significant of the new accounting
pronouncements for the Group in terms of impact on the primary
statements and on systems and processes.

To date, work has focused on the identification and understanding of
the provisions of the standard which will most impact the Group,
establishing the population of lease contracts which will extend
beyond 1 January 2019, the provision of training, impact analysis,
discount rate determination, adapting the contract review process

where required, and the review of system requirements. In 2018, work

on these issues and their resolution will continue, system

requirements will be addressed and work on the accounting processes

will commence. A significant proportion by value of the Group’s
current operating lease commitments relate to dry bulk vessels and
offices and effort to date has focussed on these areas.

IFRIC 23 “Uncertainty over Income Tax Treatments”

(Mandatory in 2019 and not yet endorsed by the EU)

The method of calculating provisions for uncertain tax positions will
be subject to revision, as a result of this interpretation. The Group
currently recognises provisions based on the most likely amount of
the liability, if any, for each uncertain tax position.

The interpretation requires a probability weighted average approach
to be taken for tax issues for which there are a wide range of possible
outcomes. For tax issues with a binary outcome, the most likely
amount method should continue to be used.

The Group is currently evaluating the impact of this pronouncement.

“Amendments to IFRS 9: Prepayment Features with Negative
Compensation”, “Amendments to IAS 28: Long-term Interests in
Associates and Joint Ventures”, “Annual Improvements to IFRS
Standards 2015-2017 Cycle” and “Amendments to IAS19 — Plan
Amendment, Curtailment or Settlement” (Mandatory in 2019 and not
yet endorsed by the EU)

The Group is currently evaluating the impact of these
pronouncements.

IFRS 17 “Insurance Contracts”

(Mandatory in 2021 and not yet endorsed by the EU)

The standard provides consistent principles for all aspects of
accounting for insurance contracts. The Group will evaluate the
impact of this pronouncement in due course.

Judgments in applying accounting policies and key sources of
estimation uncertainty

The preparation of the financial statements requires management to
use judgment in applying accounting policies and in making critical
accounting estimates.

These judgments and estimates are based on management’s best
knowledge of the relevant facts and circumstances, having regard to
previous experience, but actual results may differ materially from the
amounts included in the financial statements. Areas of judgment in
the application of accounting policies that have the most significant
effect on the amounts recognised in the financial statements and key
sources of estimation uncertainty that have a significant risk of
causing a material adjustment to the carrying amounts of assets and
liabilities within the next financial year are noted below and further

information is contained in the accounting policies and/or the notes to
the financial statements.

These areas of judgment and estimation are discussed further in critical
accounting policies and estimates on pages 128 to 130. The quantum of
ore reserves and mineral resources impacts many of these areas and
the basis of calculation is explained below. Information on less material
judgments and sources of estimation uncertainty has been incorporated
into the relevant accounting policy notes.

Areas of judgment in the application of accounting policies that have
the most significant effect on the amounts recognised in the financial
statements are:

— Impairment of non-current assets - determination of Cash
Generating Units (CGUs) and assessment of indicators of
impairment — note 1(e) and (i), note 6, note 12 and note 13;

— Estimation of asset lives — whether certain assets are indefinite
lived - note 1(e) and (i);

— Provision for onerous contracts — determination of assets dedicated
to a contract - note 1(i);

— Close-down, restoration and environmental obligations —
determining when an estimate is sufficiently reliable to update -
note 1(k);

— Deferral of stripping costs — judgment on components/strip ratios
and separate or integrated multiple pit mines - note 1(h);

— Uncertain tax positions — technical interpretation of tax law and the
use of the most likely scenario for provision - note 1(m), note 9 and
note 31;

— Recoverability of potential deferred tax assets — recognition of
deferred tax assets for loss making operations - note 17(c), (e) and
()

— lIdentification of functional currencies — different companies may
make different judgments based on similar facts - note 1(d);

— Basis of consolidation — judgment as to when the Group has control,
joint control or significant influence - notes 33 to 36;

— Contingencies —assessing the probability of any loss and whether it
is possible to quantify any loss - note 31;

— Exclusions from underlying earnings — judgment on items to be
excluded on grounds of nature or size - note 2.

Key sources of estimation uncertainty that have a significant risk of
causing a material adjustment to the carrying amounts of assets and
liabilities within the next financial year are:

— Impairment of non-current assets - review of asset carrying values,
impairment charges and reversals and the recoverability of goodwill
— determination of discounted cash flows - note1(e) and (i), note 6,
note 12 and note 13;

— Provision for onerous contracts - cash flow estimates and the
discount rate to be used — note 1(i);

— Close-down, restoration and environmental cost obligations —
estimation of costs and the timing of expenditure — note 1(k) and
note 26;

— Uncertain tax positions — estimating the potential exposures for
each possible scenario - note 1(m), note 9 and note 31;

— Recoverability of potential deferred tax assets — determination of
cash flows - note 1 (m), note 17 (c), (e) and (f);

— Estimation of obligations for post-employment costs — note 1(n)
and note 44;

— Contingencies — estimate of possible liability - note 31.

Ore reserves and mineral resources

Estimates of ore reserves and, in some cases, mineral resources can
impact: depreciation and amortisation rates; the carrying values of
intangible assets and property, plant and equipment; deferred
stripping costs; provisions for close-down and restoration costs; and
the recovery of deferred tax assets.

The Group estimates its ore reserves and mineral resources based on
information compiled by Competent Persons as defined in accordance
with the Joint Ore Reserves Committee (JORC) code (see note 1(j)).
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The estimation of ore reserves and mineral resources requires
judgment to interpret available geological data and subsequently to
select an appropriate mining method and then to establish an
extraction schedule. Estimation requires assumptions about future
commodity prices and demand, exchange rates, production costs,
transport costs, close-down and restoration costs, recovery rates and
discount rates and, in some instances, the renewal of mining licences.

There are many uncertainties in the estimation process and
assumptions that are valid at the time of estimation may change
significantly when new information becomes available. New geological
or economic data, or unforeseen operational issues may change
estimates of ore reserves and mineral resources.

The Group uses judgment as to when to include mineral resources in
accounting estimates, for example, the use of mineral resources in
the Group’s depreciation policy is described in note 1(i) below and in
the determination of the date of closure as described in note 1(k). The
unaudited statement of ore reserves is included on page 228 and of
mineral resources on page 234.

(a) Accounting convention

The financial information included in the financial statements for the
year ended 31 December 2017, and for the related comparative
periods, has been prepared under the historical cost convention, as
modified by the revaluation of certain derivative contracts and
financial assets, the impact of fair value hedge accounting on the
hedged item and the accounting for post-employment assets and
obligations. The Group’s policy in respect of these items is set out in
the notes below.

The Group’s financial statements are presented in US dollars and all
values are rounded to the nearest million (US$m) unless otherwise
stated.

Where applicable, comparatives have been adjusted to measure or
present them on the same basis as current period figures.

(b) Basis of consolidation (notes 33 to 36)
All intragroup transactions and balances have been eliminated on
consolidation.

Where necessary, adjustments are made to the locally reported
assets, liabilities, and results of subsidiaries, joint arrangements and
associates to bring their accounting policies in line with those used by
the Group.

Subsidiaries: Subsidiaries are entities controlled by either of the
Companies. Control exists where either of the Companies has: power
over the entities, that is, existing rights that give it the current ability
to direct the relevant activities of the entities (those that significantly
affect the Companies’ returns); exposure, or rights, to variable returns
from its involvement with the entities; and the ability to use its power
to affect those returns. Subsidiaries are fully consolidated from the
date on which the Group obtains control. They are deconsolidated
from the date that control ceases.

Joint arrangements: A joint arrangement is an arrangement in which
two or more parties have joint control. Joint control is the
contractually agreed sharing of control such that decisions about the
relevant activities of the arrangement (those that significantly affect
the Companies’ returns) require the unanimous consent of the parties
sharing control. The Group has two types of joint arrangements:

Joint operations (JO): A JO is a joint arrangement in which the parties
that share joint control have rights to the assets, and obligations for
the liabilities, relating to the arrangement. This includes situations
where the parties benefit from the joint activity through a share of the
output, rather than by receiving a share of the results of trading. In
relation to its interest in a JO, the Group recognises: its share of
assets and liabilities; revenue from the sale of its share of the output
and its share of any revenue generated from the sale of the output by
the JO; and its share of expenses. All such amounts are measured in
accordance with the terms of the arrangement, which is usually in
proportion to the Group’s interest in the JO. These amounts are
recorded in the Group’s financial statements on the appropriate lines.

Joint ventures (JV): A JV is a joint arrangement in which the parties
that share joint control have rights to the net assets of the
arrangement. JVs are accounted for using the equity accounting
method.

Other unincorporated arrangements: In some cases, the Group
participates in unincorporated arrangements and has rights to its
share of the assets and obligations for its share of the liabilities of the
arrangement rather than a right to a net return, but does not share
joint control. In such cases, the Group recognises: its share of assets
and liabilities; revenue from the sale of its share of the output and its
share of any revenue generated from the sale of the output by the
unincorporated arrangement; and its share of expenses. All such
amounts are measured in accordance with the terms of the
arrangement, which is usually in proportion to the Group’s interest in
the arrangement. These amounts are recorded in the Group’s financial
statements on the appropriate lines.

Associates: An associate is an entity that is neither a subsidiary nor a
joint arrangement, over which the Group has significant influence.
Significant influence is presumed to exist where there is neither
control nor joint control and the Group has over 20 per cent of the
voting rights, unless it can be clearly demonstrated that this is not the
case. Significant influence can arise where the Group holds less than
20 per cent of the voting rights if it has the power to participate in the
financial and operating policy decisions affecting the entity.
Investments in associates are accounted for using the equity
accounting method.

The Group uses the term “equity accounted units” (EAUS) to refer to
associates and JVs collectively. Under the equity accounting method
the investment is recorded initially at cost to the Group, including any
goodwill on acquisition. In subsequent periods the carrying amount of
the investment is adjusted to reflect the Group’s share of the EAUS’
retained post-acquisition profit or loss and other comprehensive
income. Long term loans to EAUs that in substance form part of the
Group’s net investment (quasi equity loans) are financial assets but
are included in the line “Investments in equity accounted units” on
the face of the balance sheet. When the Group’s share of losses in an
EAU equals or exceeds its interest in the EAU, including such long
term loans and any other unsecured receivables, the Group does not
recognise further losses, unless it has incurred legal or constructive
obligations to continue to make payments on behalf of the EAU.

Acquisitions (note 37)

Under the “acquisition” method of accounting for business
combinations, the purchase consideration is allocated to the
identifiable assets acquired and liabilities and contingent liabilities
assumed (the identifiable net assets) on the basis of their fair value at
the date of acquisition, which is the date on which control is obtained.

The consideration transferred for the acquisition of a subsidiary
comprises the fair values of the assets transferred, the liabilities
incurred to the former owners of the acquiree, the fair value of any
asset or liability resulting from a contingent consideration
arrangement and any equity interests issued by the Group. Costs
related to the acquisition of a subsidiary are expensed as incurred.

The excess of the consideration transferred, the amount of any non-
controlling interest in the acquiree and the acquisition-date fair value
of any previous equity interest in the acquiree over the fair value of
the identifiable net assets acquired is recorded as goodwill. Any
shortfall is immediately recognised in the income statement.

Non-controlling interests in the acquiree, that are present ownership
interests and entitle their holders to a proportionate share of the
entity’s net assets in the event of liquidation, are recognised by the
Group in one of two ways with the choice being available on an
acquisition-by-acquisition basis. They can be measured at either the
non-controlling interest’s proportionate share of the acquiree’s
identifiable net assets or at fair value. In some cases, non-controlling
interests may be treated as equity options and valued on that basis.
Goodwill (see note (e)) and amounts attributable to non-controlling
interests will differ depending on the basis used.

Where the Group has a previously held non-controlling interest in the
acquiree, this is remeasured to fair value at the date control is
obtained with any gain or loss recognised in the income statement.
The cash cost of the share purchase that gives rise to control is
included within “Investing activities” in the cash flow statement.
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Notes to the 2017 financial statements
continued

1 Principal accounting policies continued

Where the Group increases its ownership interest in a subsidiary, the
difference between the purchase price and the carrying value of the share
of net assets acquired is recorded in equity. The cash cost of such
purchases is included within “Financing activities” in the cash flow
statement.

Provisional fair values allocated at a reporting date are finalised within
12 months of the acquisition date.

The results of businesses acquired during the year are included in the
consolidated financial statements from the date on which control,
joint control or significant influence is obtained.

Disposals (note 37)

Individual non-current assets or “disposal groups” (that is, groups of
assets and liabilities) to be disposed of by sale or otherwise in a single
transaction are classified as “held for sale” if the following criteria are
met at the period end:

— the carrying amount will be recovered principally through a sale
transaction rather than through continuing use; and

— the disposal group is available for immediate sale in its present
condition subject only to terms that are usual and customary for
such sales; and

— the sale is highly probable.

Disposal groups held for sale are carried at the lower of their carrying
amount and fair value less costs to sell. The comparative balance
sheet is not restated. Disposal groups acquired with a view to resale
are held at the fair value determined at the acquisition date. For these
assets acquired for resale no profits or losses are recognised between
the acquisition date and the disposal date, unless there is a
subsequent impairment.

On classification as held for sale, the assets are no longer depreciated
and, if applicable, equity accounting ceases.

If control is lost, any interest in the entity retained by the Group is
remeasured to its fair value and the change in carrying amount is
recognised in the income statement. The retained interest may be
subsequently accounted for as a joint venture, joint operation,
associate or financial asset depending on the facts. Certain
amounts previously recognised in other comprehensive income in
respect of the entity disposed of, or for which control, joint control
or significant influence has ceased, may be recycled to the income
statement. The cash proceeds of disposals are included within
“Investing activities” in the cash flow statement.

Changes in the Group’s interest in a subsidiary that do not result in a
loss of control are accounted for in equity. The cash proceeds of such
disposals are included within “Financing activities” in the cash flow
statement.

(c) Sales revenue

Sales revenue comprises sales to third parties. All shipping and
handling costs incurred by the Group are recognised as operating
costs. If the Group is acting solely as an agent, amounts billed to
customers for shipping and handling are offset against the relevant
costs. Revenue from services is recognised as those services are
rendered to, and accepted by, the customer.

Sales revenue excludes any applicable sales taxes. Mining royalties
payable are presented as an operating cost or, where they are in
substance a profit-based tax, within taxation.

Revenues from the sale of significant by-products, such as gold, are
included in sales revenue. Other operating income, incidental to the
main revenue-generating activities of the operations, is treated as a
credit to operating costs.

Third-party commodity swap arrangements principally for delivery and
receipt of smelter grade alumina are offset within operating costs.

Sales of copper concentrate are stated at their invoiced amount which
is net of treatment and refining charges.

Sales revenue is only recognised on individual sales when all of the
following criteria are met:

— the significant risks and rewards of ownership of the product have
been transferred to the buyer;

— neither continuing managerial involvement to the degree usually
associated with ownership, nor effective control over the goods
sold, has been retained;

— the amount of revenue can be measured reliably;

— itis probable that the economic benefits associated with the sale
will flow to the Group; and

— the costs incurred or to be incurred in respect of the sale can be
measured reliably.

In most instances, sales revenue is recognised when the product is
delivered to the destination specified by the customer, which is
typically the vessel on which it will be shipped, the destination port or
the customer’s premises.

The Group’s products are sold to customers under contracts which
vary in tenure and pricing mechanisms, including some volumes sold
in the spot market. Sales revenue may be subject to adjustment if the
product specification does not conform to the terms specified in the
sales contract.

Pricing for iron ore is on a range of terms, the majority being either
monthly or quarterly average pricing mechanisms, with a smaller
proportion of iron ore volumes being sold on the spot market.

Certain of the Group’s products are provisionally priced at the date
revenue is recognised, however, with the exception of copper, prices are
generally finalised within the calendar quarter of the month of
shipment. The final selling price is based on the price for the quotational
period stipulated in the contract. Substantially all iron ore and
aluminium sales are reflected at final prices in the results for the period.
Final prices for copper concentrate are normally determined between
30 to 180 days after delivery to the customer. The change in value of
the embedded pricing derivative included in the receivable is based on
relevant forward market prices and is included in sales revenue.

Information on provisionally priced sales contracts is included in note
30.

(d) Currency translation

The functional currency for each entity in the Group, and for joint
arrangements and associates, is the currency of the primary economic
environment in which that entity operates. For many of these entities,
this is the currency of the country in which they are located.
Transactions denominated in other currencies are converted to the
functional currency at the exchange rate ruling at the date of the
transaction. Monetary assets and liabilities denominated in foreign
currencies are retranslated at period-end exchange rates.

The Group’s financial statements are presented in US dollars, as that
presentation currency most reliably reflects the global business
performance of the Group as a whole. On consolidation, income
statement items for each entity are translated from the functional
currency into US dollars at average rates of exchange, except for
material one-off transactions, which are translated at the rate
prevailing on the transaction date. Balance sheet items are translated
into US dollars at period-end exchange rates.

Exchange differences arising on the translation of the net assets of
entities with functional currencies other than the US dollar are
recognised directly in the currency translation reserve. These
translation differences are shown in the statement of comprehensive
income, with the exception of translation adjustments relating to Rio
Tinto Limited’s share capital which are shown in the statement of
changes in equity.

Where an intragroup balance is, in substance, part of the Group’s net
investment in an entity, exchange gains and losses on that balance
are taken to the currency translation reserve.
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Except as noted above, or in note 1(p) relating to derivative contracts,
all other exchange differences are charged or credited to the income
statement in the year in which they arise.

(e) Goodwill and intangible assets (excluding exploration and
evaluation expenditure) (notes 12 and 13)

Goodwill is not amortised,; it is tested annually for impairment or more
frequently if events or changes in circumstances indicate a potential
impairment. Investments in EAUs, including any goodwill, are tested
for impairment as a single asset when a trigger for impairment has
been identified. The Group’s impairment policy is explained in note

1().

Purchased intangible assets are initially recorded at cost. Finite-life
intangible assets are amortised over their useful economic lives on a
straight-line or units of production basis, as appropriate. Intangible
assets that are deemed to have indefinite lives and intangible assets
that are not yet ready for use are not amortised; they are reviewed
annually for impairment or more frequently if events or changes in
circumstances indicate a potential impairment in accordance with
accounting policy note 1(i).

The Group considers that intangible assets have indefinite lives when,
based on an analysis of all of the relevant factors, there is no
foreseeable limit to the period over which the asset is expected to
generate cash flows for the Group. The factors considered in making
this judgment include the existence of contractual rights for unlimited
terms or evidence that renewal of the contractual rights without
significant incremental cost can be expected for indefinite future
periods in view of the Group’s investment intentions. The life cycles of
the products and processes that depend on the asset are also
considered.

(f) Exploration and evaluation (note 13)
Exploration and evaluation expenditure comprises costs that are
directly attributable to:

— researching and analysing existing exploration data;

conducting geological studies, exploratory drilling and sampling;
examining and testing extraction and treatment methods; and/or
compiling various studies (order of magnitude, pre-feasibility and
feasibility).

Exploration expenditure relates to the initial search for deposits with
economic potential. Expenditure on exploration activity undertaken by
the Group is not capitalised.

Evaluation expenditure relates to a detailed assessment of deposits or
other projects (including smelter and refinery projects) that have
been identified as having economic potential. Capitalisation of
evaluation expenditure commences when there is a high degree of
confidence that the Group will determine that a project is
commercially viable, that is the project will provide a satisfactory
return relative to its perceived risks, and therefore it is considered
probable that future economic benefits will flow to the Group. The
Group’s view is that a high degree of confidence is greater than “more
likely than not” (that is, greater than 50 per cent certainty) and less
than “virtually certain” (that is, less than 90 per cent certainty).

Assessing whether there is a high degree of confidence that the Group
will ultimately determine that an evaluation project is commercially
viable requires a significant degree of judgment and consideration of
all relevant factors such as the nature and objective of the project; the
project’s current stage; project timeline; current estimates of the
project’s net present value, including sensitivity analyses for the key
assumptions; and the main risks of the project. Development
expenditure incurred prior to the decision to proceed is subject to the
same criteria for capitalisation, being a high degree of confidence that
the Group will ultimately determine that a project is commercially
viable.

In some cases, undeveloped projects are regarded as successors to
orebodies, smelters or refineries currently in production. Where this is
the case, it is intended that these will be developed and go into
production when the current source of ore is exhausted or when
existing smelters or refineries are closed.

Ore reserves may be declared for an undeveloped mining project
before its commercial viability has been fully determined. Evaluation
costs may continue to be capitalised during the period between
declaration of ore reserves and approval to mine as further work is
undertaken in order to refine the development case to maximise the
project’s returns.

In accordance with IFRS 6 “Exploration for and Evaluation of Mineral
Resources”, the criteria for the capitalisation of evaluation costs are
applied consistently from period to period.

The carrying values of capitalised evaluation expenditure for
undeveloped mining projects (projects for which the decision to mine
has not yet been approved at the appropriate authorisation level
within the Group) are reviewed at each reporting date for indicators of
impairment in accordance with IFRS 6, and when indicators are
identified are tested in accordance with IAS 36. Evaluation
expenditure for non-mining projects is reviewed and tested under IAS
36.

In the case of undeveloped mining projects which have arisen through
acquisition, the allocation of the purchase price consideration may
result in undeveloped properties being recognised at an earlier stage
of project evaluation compared with projects arising from the Group’s
exploration and evaluation programme. Subsequent expenditure on
acquired undeveloped projects is only capitalised if it meets the high
degree of confidence threshold discussed above.

The impairment review is based on a status report summarising the
Group’s intentions to recover value through development, sale or
other partnering arrangements. If a project does not prove viable and
is cancelled, all irrecoverable costs associated with the project net of
any previously recorded impairment provisions are charged to the
income statement.

(g) Property, plant and equipment (note 14)

Once an undeveloped mining project has been determined as
commercially viable and approval to mine has been given, expenditure
other than that on land, buildings, plant, equipment and capital work
in progress is capitalised under “Mining properties and leases”
together with any amount transferred from “Exploration and
evaluation”.

Costs which are necessarily incurred whilst commissioning new
assets, in the period before they are capable of operating in the
manner intended by management, are capitalised. Development costs
incurred after the commencement of production are capitalised to the
extent they are expected to give rise to a future economic benefit.
Interest on borrowings related to construction or development
projects is capitalised, at the rate payable on project-specific debt if
applicable or at the Group or subsidiary’s cost of borrowing if not, until
the point when substantially all the activities that are necessary to
make the asset ready for its intended use are complete. It may be
appropriate to use a subsidiary’s cost of borrowing when the debt was
negotiated based on the financing requirements of that subsidiary.

Property, plant and equipment is stated at cost, as defined in IAS 16,
less accumulated depreciation and accumulated impairment losses.
The cost of property, plant and equipment includes, where applicable,
the estimated close-down and restoration costs associated with the
asset.
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Notes to the 2017 financial statements
continued

1 Principal accounting policies continued

(h) Deferred stripping (note 14)

In open pit mining operations, overburden and other waste materials
must be removed to access ore from which minerals can be extracted
economically. The process of removing overburden and waste
materials is referred to as stripping. During the development of a
mine (or, in some instances, pit; see below), before production
commences, stripping costs related to a component of an orebody are
capitalised as part of the cost of construction of the mine (or pit) and
are subsequently amortised over the life of the mine (or pit) on a units
of production basis.

Where a mine operates several open pits that are regarded as
separate operations for the purpose of mine planning, initial stripping
costs are accounted for separately by reference to the ore from each
separate pit. If, however, the pits are highly integrated for the purpose
of mine planning, the second and subsequent pits are regarded as
extensions of the first pit in accounting for stripping costs. In such
cases, the initial stripping (i.e. overburden and other waste removal)
of the second and subsequent pits is considered to be production
phase stripping (see below).

The Group’s judgment as to whether multiple pit mines are
considered separate or integrated operations depends on each mine’s
specific circumstances.

The following factors would point towards the initial stripping costs
for the individual pits being accounted for separately:

— If mining of the second and subsequent pits is conducted
consecutively following that of the first pit, rather than
concurrently.

— If separate investment decisions are made to develop each pit,
rather than a single investment decision being made at the outset.

— If the pits are operated as separate units in terms of mine planning
and the sequencing of overburden removal and ore mining, rather
than as an integrated unit.

— If expenditures for additional infrastructure to support the second
and subsequent pits are relatively large.

— If the pits extract ore from separate and distinct orebodies, rather
than from a single orebody.

If the designs of the second and subsequent pits are significantly
influenced by opportunities to optimise output from several pits
combined, including the co-treatment or blending of the output from
the pits, then this would point to treatment as an integrated operation
for the purposes of accounting for initial stripping costs.

The relative importance of each of the above factors is considered in
each case.

In order for production phase stripping costs to qualify for
capitalisation as a stripping activity asset, three criteria must be met:

— It must be probable that there will be an economic benefit in a
future accounting period because the stripping activity has
improved access to the orebody;

— It must be possible to identify the “component” of the orebody for
which access has been improved; and

— It must be possible to reliably measure the costs that relate to the
stripping activity.

A “component” is a specific section of the orebody that is made more
accessible by the stripping activity. It will typically be a subset of the
larger orebody that is distinguished by a separate useful economic life
(for example, a pushback).

Production phase stripping can give rise to two benefits: the
extraction of ore in the current period and improved access to ore
which will be extracted in future periods. When the cost of stripping
which has a future benefit is not distinguishable from the cost of
producing current inventories, the stripping cost is allocated to each

of these activities based on a relevant production measure using a
life-of-component strip ratio. The ratio divides the tonnage of waste
mined for the component for the period either by the quantity of ore
mined for the component or by the quantity of minerals contained in
the ore mined for the component. In some operations, the quantity of
ore is a more appropriate basis for allocating costs, particularly where
there are significant by-products. Stripping costs for the component
are deferred to the extent that the current period ratio exceeds the
life of component ratio. The stripping activity asset is depreciated on a
“units of production” basis based on expected production of either ore
or minerals contained in the ore over the life of the component unless
another method is more appropriate.

The life-of-component ratios are based on the ore reserves of the
mine (and for some mines, other mineral resources) and the annual
mine plan; they are a function of the mine design and, therefore,
changes to that design will generally result in changes to the ratios.
Changes in other technical or economic parameters that impact the
ore reserves (and for some mines, other mineral resources) may also
have an impact on the life-of-component ratios even if they do not
affect the mine design. Changes to the ratios are accounted for
prospectively.

It may be the case that subsequent phases of stripping will access
additional ore and that these subsequent phases are only possible
after the first phase has taken place. Where applicable, the Group
considers this on a mine-by-mine basis. Generally, the only ore
attributed to the stripping activity asset for the purposes of
calculating a life-of-component ratio, and for the purposes of
amortisation, is the ore to be extracted from the originally identified
component.

Deferred stripping costs are included in “Mining properties and
leases” within “Property, plant and equipment” or within
“Investments in equity accounted units”, as appropriate. Amortisation
of deferred stripping costs is included in “Depreciation of property,
plant and equipment” within “Net operating costs” or in “Share of
profit after tax of equity accounted units”, as appropriate.

(i) Depreciation and impairment (notes 13 and 14)

Depreciation of non-current assets

Property, plant and equipment is depreciated over its useful life, or
over the remaining life of the mine or smelter or refinery if that is
shorter and there is no reasonable alternative use for the asset by the
Group.

The useful lives of the major assets of a cash-generating unit are
often dependent on the life of the orebody to which they relate. Where
this is the case, the lives of mining properties, and their associated
refineries, concentrators and other long-lived processing equipment
are generally limited to the expected life of the orebody. The life of
the orebody, in turn, is estimated on the basis of the life-of-mine plan.
Where the major assets of a cash-generating unit are not dependent
on the life of a related orebody, management applies judgment in
estimating the remaining service potential of long-lived assets.
Factors affecting the remaining service potential of smelters include,
for example, smelter technology and electricity purchase contracts
when power is not sourced from the company’s, or in some cases a
local government’s, renewably sourced electricity generating
capacity.

The useful lives and residual values for material assets and categories
of assets are reviewed annually and changes are reflected
prospectively.

Depreciation commences when an asset is available for use. The
major categories of property, plant and equipment are depreciated on
a units of production and/or straight-line basis as follows:

Units of production basis

For mining properties and leases and certain mining equipment,
consumption of the economic benefits of the asset is linked to
production. Except as noted below, these assets are depreciated on
the units of production basis.
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In applying the units of production method, depreciation is normally
calculated based on production in the period as a percentage of total
expected production in current and future periods based on ore
reserves and, for some mines, other mineral resources. Other mineral
resources may be included in the calculations of total expected
production in limited circumstances where there are very large areas
of contiguous mineralisation, for which the economic viability is not
sensitive to likely variations in grade, as may be the case for certain
iron ore, bauxite and industrial minerals deposits and where there is a
high degree of confidence that the other mineral resources can be
extracted economically. This would be the case when the other
mineral resources do not yet have the status of ore reserves merely
because the necessary detailed evaluation work has not yet been
performed and the responsible technical personnel agree that
inclusion of a proportion of measured and indicated resources in the
calculation of total expected production is appropriate based on
historical reserve conversion rates.

The required level of confidence is unlikely to exist for minerals that
are typically found in low-grade ore (as compared with the above),
such as copper or gold. In these cases, specific areas of mineralisation
have to be evaluated in considerable detail before their economic
status can be predicted with confidence.

Where measured and indicated resources are used in the calculation
of depreciation for infrastructure, primarily rail and port, which will
benefit current and future mines, then the measured and indicated
resources may relate to mines which are currently in production or to
mines where there is a high degree of confidence that they will be
brought into production in the future. The quantum of mineral
resources is determined taking into account future capital costs as
required by the JORC code. The depreciation calculation, however,
applies to current mines only and does not take into account future
development costs for mines which are not yet in production.
Measured and indicated resources are currently incorporated into
depreciation calculations in the Group’s Australian iron ore business.

Straight-line basis

Assets within operations for which production is not expected to
fluctuate significantly from one year to another or which have a
physical life shorter than the related mine are depreciated on a
straight-line basis.

Impairment charges/reversals of non-current assets

Impairment charges and reversals are assessed at the level of cash-
generating units which, in accordance with IAS 36 “Impairment of
Assets”, are identified as the smallest identifiable asset or group of
assets that generate cash inflows, which are largely independent of
the cash inflows from other assets. Separate cash-generating units
are identified where an active market exists for intermediate products,
even if the majority of those products are further processed internally.
Impairment of financial assets is evaluated in accordance with IAS 39.

In some cases, individual business units consist of several operations
with independent cash-generating streams which constitute separate
cash-generating units.

Goodwill acquired through business combinations is allocated to the
cash-generating unit or groups of cash-generating units that are
expected to benefit from the related business combination, and tested
for impairment at the lowest level within the Group at which goodwill
is monitored for internal management purposes. All goodwill,
intangible assets that have an indefinite life and intangible assets that
are not ready for use are tested annually for impairment as at 30
September, regardless of whether there has been an impairment
trigger, or more frequently if events or changes in circumstances
indicate a potential impairment.

Property, plant and equipment and intangible assets with finite lives
are reviewed for impairment if there is an indication that the carrying
amount may not be recoverable. The Group conducts an internal
review of the asset values annually as at 30 September which is used
as a source of information to assess for indications of impairment or
reversal of previously recognised impairment losses. External factors,
such as changes in forecasted commodity prices, costs and other
market factors as well as internal factors such as cancellation of a
project or reduced project scope, are also monitored to assess for

indications of impairment or reversal of previously recognised
impairment losses. If any such indication exists then an impairment
review is undertaken; the recoverable amount is assessed by
reference to the higher of value in use (being the net present value of
expected future cash flows of the relevant cash-generating unit in its
current condition) and fair value less costs of disposal (FVLCD).

When the recoverable amount of the cash-generating unit is
measured by reference to FVLCD, this amount is further classified in
accordance with the fair value hierarchy for observable market data
that is consistent with the unit of account for the cash-generating unit
being tested. The Group considers that the best evidence of FVLCD is
the value obtained from an active market or binding sale agreement
and, in this case, the recoverable amount is classified in the fair value
hierarchy as level 1. When FVLCD is based on quoted prices for equity
instruments but adjusted to reflect factors such as a lack of liquidity
in the market, the recoverable amount is classified as level 2 in the
fair value hierarchy. No cash-generating units are currently assessed
for impairment by reference to a recoverable amount based on FVLCD
classified as level 1 or level 2.

Where unobservable inputs are material to the measurement of the
recoverable amount, FVLCD is based on the best information available
to reflect the amount the Group could receive for the cash-generating
unit in an orderly transaction between market participants at the
measurement date. This is often estimated using discounted cash
flow techniques and is classified as level 3 in the fair value hierarchy.

Where the recoverable amount is assessed using FVLCD based on
discounted cash flow techniques, the resulting estimates are based on
detailed life-of-mine and/or long-term production plans. These may
include anticipated expansions which are at the evaluation stage of
study.

The cash flow forecasts for FVLCD purposes are based on
management’s best estimates of expected future revenues and costs,
including the future cash costs of production, capital expenditure, and
closure, restoration and environmental costs. For the purposes of
determining FVLCD from a market participant’s perspective, the cash
flows incorporate management’s price and cost assumptions in the
short and medium term. In the longer term, operating margins are
assumed to remain constant where appropriate; as it is considered
unlikely that a market participant would prepare detailed forecasts
over a longer term. The cash flow forecasts may include net cash
flows expected to be realised from the extraction, processing and sale
of material that does not currently qualify for inclusion in ore
reserves. Such non-reserve material is only included when there is a
high degree of confidence in its economic extraction. This expectation
is usually based on preliminary drilling and sampling of areas of
mineralisation that are contiguous with existing ore reserves.
Typically, the additional evaluation required to achieve reserves
status for such material has not yet been done because this would
involve incurring evaluation costs earlier than is required for the
efficient planning and operation of the mine.

As noted above, cost levels incorporated in the cash flow forecasts for
FVLCD purposes are based on the current life-of-mine plan or long-term
production plan for the cash-generating unit. This differs from value in use
which requires future cash flows to be estimated for the asset in its
current condition and therefore does not include future cash flows
associated with improving or enhancing an asset’s performance.
Anticipated enhancements to assets may be included in FVLCD
calculations and, therefore, generally result in a higher value.

Where the recoverable amount of a cash-generating unit is dependent
on the life of its associated orebody, expected future cash flows
reflect the current life of mine and/or long-term production plans,
which are based on detailed research, analysis and iterative modelling
to optimise the level of return from investment, output and sequence
of extraction. The mine plan takes account of all relevant
characteristics of the orebody, including waste-to-ore ratios, ore
grades, haul distances, chemical and metallurgical properties of the
ore impacting process recoveries and capacities of processing
equipment that can be used. The life-of-mine plan and/or long term
production plans are, therefore, the basis for forecasting production
output and production costs in each future year.
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Notes to the 2017 financial statements
continued

1 Principal accounting policies continued

Forecast cash flows for ore reserve estimation for JORC purposes are
generally based on Rio Tinto’s commaodity price forecasts, which
assume short-term market prices will revert to the Group’s
assessment of the long-term price, generally over a period of three to
five years. For most commaodities, these forecast commodity prices
are derived from a combination of analyses of the marginal costs of
the producers and of the incentive price of these commaodities. These
assessments often differ from current price levels and are updated
periodically. The Group does not believe that published medium and
long-term forward prices necessarily provide a good indication of
future levels because they tend to be strongly influenced by spot
prices. The price forecasts used for ore reserve estimation are
generally consistent with those used for impairment testing unless
management deems that in certain economic environments, a market
participant would not assume Rio Tinto’s view on prices, in which case
in preparing FVLCD impairment calculations management estimates
the assumptions that a market participant would be expected to use.

Forecast future cash flows of a cash-generating unit take into account
the sales prices under existing sales contracts.

The discount rates applied to the future cash flow forecasts represent
an estimate of the rate the market would apply having regard to the
time value of money and the risks specific to the asset for which the
future cash flow estimates have not been adjusted. The Group’s
weighted average cost of capital is generally used as a starting point
for determining the discount rates, with appropriate adjustments for
the risk profile of the countries in which the individual cash-
generating units operate. For final feasibility studies and ore reserve
estimation, internal hurdle rates, which are generally higher than the
Group’s weighted average cost of capital, are used. For developments
funded with project finance, the debt component of the weighted
average cost of capital may be calculated by reference to the specific
interest rate of the project finance and anticipated leverage of the
project.

For operations with a functional currency other than the US dollar, the
impairment review is undertaken in the relevant functional currency.
In estimating FVLCD, internal forecasts of exchange rates take into
account spot exchange rates, historical data and external forecasts,
and are kept constant in real terms after five years. The great majority
of the Group’s sales are based on prices denominated in US dollars.
To the extent that the currencies of countries in which the Group
produces commodities strengthen against the US dollar without an
increase in commodity prices, cash flows and, therefore, net present
values are reduced. Management considers that over the long term,
there is a tendency for movements in commodity prices to
compensate to some extent for movements in the value of the US
dollar, particularly against the Australian dollar and Canadian dollar,
and vice versa. However, such compensating changes are not
synchronised and do not fully offset each other. In estimating value in
use, the present value of future cash flows in foreign currencies is
translated at the spot exchange rate on the testing date.

Non-current assets (excluding goodwill) that have suffered
impairment are reviewed using the same basis for valuation as
explained above whenever events or changes in circumstances
indicate that the impairment loss may no longer exist, or may have
decreased. If appropriate an impairment reversal will be recognised.
The carrying amount of the cash-generating unit after reversal must
be the lower of (a) the recoverable amount, as calculated above, and
(b) the carrying amount that would have been determined (net of
amortisation or depreciation) had no impairment loss been recognised
for the cash-generating unit in prior periods.

An onerous contract is defined under IAS 37 “Provisions, Contingent
Liabilities and Contingent Assets” as a contract under which the
unavoidable costs of meeting the obligations under the contract
exceed the economic benefits expected to be received under it.
Provision is made when the assets dedicated to the contract are fully
impaired or the contract becomes stranded as a result of a business
decision.

(j) Determination of ore reserve and mineral resource estimates
The Group estimates its ore reserves and mineral resources based on
information compiled by Competent Persons as defined in accordance
with the JORC code.

Ore reserves and, for certain mines, other mineral resources,
determined in this way are used in the calculation of depreciation,
amortisation and impairment charges and for forecasting the timing of
the payment of close-down and restoration costs and the recovery of
deferred tax assets. The depreciation and impairment policy above
notes instances in which mineral resources are taken into account for
accounting purposes. In addition, value may be attributed to mineral
resources in purchase price allocations undertaken for the purposes
of business combination accounting.

(k) Close-down, restoration and environmental obligations (note
26)

The Group has provisions for close-down and restoration costs which
include the dismantling and demolition of infrastructure, the removal
of residual materials and the remediation of disturbed areas for mines
and certain refineries and smelters. These provisions are based on all
regulatory requirements and any other commitments made to
stakeholders.

Closure provisions are not made for those operations that have no
known restrictions on their lives as the closure dates cannot be
reliably estimated. This applies primarily to certain Canadian
smelters which have indefinite-lived water rights or power
agreements for renewably sourced power with local governments.

Close-down and restoration costs are a normal consequence of mining
or production, and the majority of close-down and restoration
expenditure is incurred in the years following closure of the mine,
refinery or smelter. Although the ultimate cost to be incurred is
uncertain, the Group’s businesses estimate their costs using current
restoration standards and techniques.

Close-down and restoration costs are provided for in the accounting
period when the obligation arising from the related disturbance
occurs, based on the net present value of the estimated future costs
of restoration to be incurred during the life of the operation and post
closure. Where appropriate, the provision is estimated using
probability weighting of the different remediation and closure
scenarios. The obligation may occur during development or during the
production phase of a facility.

Provisions for close-down and restoration costs do not include any
additional obligations which are expected to arise from future
disturbance.

The costs are estimated on the basis of a closure plan, and are reviewed
at each reporting period during the life of the operation to reflect known
developments. The estimates are also subject to formal review, with
appropriate external support, at regular intervals.

The initial close-down and restoration provision is capitalised within
“Property, plant and equipment”. Subsequent movements in the
close-down and restoration provisions for ongoing operations,
including those resulting from new disturbance related to expansions
or other activities qualifying for capitalisation, updated cost estimates,
changes to the estimated lives of operations, changes to the timing of
closure activities and revisions to discount rates are also capitalised
within “Property, plant and equipment”. These costs are then
depreciated over the lives of the assets to which they relate. Changes
in closure provisions relating to closed operations are
charged/credited to “Net operating costs” in the income statement.

Where rehabilitation is conducted systematically over the life of the
operation, rather than at the time of closure, provision is made for the
estimated outstanding continuous rehabilitation work at each balance
sheet date and the cost is charged to the income statement.

The amortisation or “unwinding” of the discount applied in
establishing the provisions is charged to the income statement in
each accounting period. The amortisation of the discount is shown
within “Finance items” in the income statement.
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Environmental costs result from environmental damage that was not
a necessary consequence of operations, and may include remediation,
compensation and penalties. Provision is made for the estimated
present value of such costs at the balance sheet date. These costs are
charged to “Net operating costs”, except for the unwinding of the
discount which is shown within “Finance items”.

Remediation procedures may commence soon after the time the
disturbance, remediation process and estimated remediation costs
become known, but can continue for many years depending on the
nature of the disturbance and the remediation techniques used.

(1) Inventories (note 16)

Inventories are valued at the lower of cost and net realisable value,
primarily on a weighted average cost basis. Average costs are
calculated by reference to the cost levels experienced in the relevant
month together with those in opening inventory. The cost of raw
materials and consumable stores is the purchase price. The cost of
partly-processed and saleable products is generally the cost of
production, including:

— labour costs, materials and contractor expenses which are directly
attributable to the extraction and processing of ore or the
production of alumina and aluminium;

— the depreciation of mining properties and leases and of property,
plant and equipment used in the extraction and processing of ore or
the production of alumina and aluminium; and

— production overheads.

Work in progress includes ore stockpiles and other partly processed
material. Stockpiles represent ore that has been extracted and is
available for further processing. If there is significant uncertainty as to
if and/or when the stockpiled ore will be processed, the ore is
expensed as mined. If the ore will not be processed within 12 months
after the balance sheet date, it is included within non-current assets
and net realisable value is calculated on a discounted cash flow basis.
Quantities of stockpiled ore are assessed primarily through surveys
and assays. Certain estimates, including expected metal recoveries,
are calculated using available industry, engineering and scientific
data, and are periodically reassessed taking into account technical
analysis and historical performance.

(m) Taxation (note 9 and note 17)

Current tax is the tax expected to be payable on the taxable income for
the year calculated using rates that have been enacted or substantively
enacted at the balance sheet date. It includes adjustments for tax
expected to be payable or recoverable in respect of previous periods.
Where the amount of tax payable or recoverable is uncertain, Rio Tinto
establishes provisions based on the Group’s judgment of the most likely
amount of the liability, or recovery.

Deferred tax is calculated in accordance with IAS 12. The Group
provides for deferred tax in respect of fair value adjustments on
acquisitions including mining rights that, in general, are not eligible for
income tax allowances. Provision for deferred tax is based on the
difference between the carrying value of the asset and its income tax
base (which may be nil). Even when there is no income tax base, the
existence of a tax base for capital gains tax purposes is not usually
taken into account in determining the deferred tax provision for the
assets, unless they are classified as held for sale or it is determined for
other reasons that the carrying amount is expected to be recovered
primarily through disposal and not through use of the assets.

(n) Post-employment benefits (note 44)

The Group operates a number of defined benefit plans which provide
lump sums, pensions, medical benefits and life insurance to retirees.
In accordance with IAS 19, for post-employment defined benefit plans,
the difference between the fair value of any plan assets and the
present value of the plan obligations is recognised as an asset or
liability in the balance sheet.

Where appropriate, the recognition of assets may be restricted to the
present value of any amounts the Group expects to recover by way of
refunds from the plan or reductions in future contributions. In
determining the extent to which a refund will be available the Group
considers whether any third party, such as a trustee or pension
committee, has the power to enhance benefits or to wind up a pension
plan without the Group’s consent.

The most significant assumptions used in accounting for pension plans
are the discount rate, the inflation rate and mortality rates. The
discount rate is used to determine the net present value of the
obligations, the interest cost on the obligations and the interest income
on plan assets. The discount rate used is the yield on high-quality
corporate bonds with maturities and terms that match those of the
post-employment obligations as closely as possible. Where there is no
developed corporate bond market in a currency, the rate on government
bonds is used. The inflation rate is used to project increases in future
benefit payments for those plans that have benefits linked to inflation.
The mortality rates are used to project the period over which benefits
will be paid, which is then discounted to arrive at the net present value
of the obligations.

The current service cost, any past service cost and the effect of any
curtailment or settlements are recognised in the income statement.
The interest cost less interest income on assets held in the plans is
also charged to the income statement. All amounts charged to the
income statement in respect of these plans are included within “Net
operating costs” or in “Share of profit after tax of equity accounted
units”, as appropriate.

The Group’s contributions to defined contribution plans are charged to
the income statement in the period to which the contributions relate.
These are included within “Net operating costs” or in “Share of profit
after tax of equity accounted units”, as appropriate.

(o) Cash and cash equivalents (note 21)

For the purpose of the balance sheet, cash and cash equivalents
comprise: cash on hand, deposits held with banks, and short-term,
highly liquid investments (mainly money market funds) that are
readily convertible into known amounts of cash and which are subject
to insignificant risk of changes in value. Bank overdrafts are shown as
current liabilities in the balance sheet.

Further detail on cash and cash equivalents, including restricted cash,
is shown in note 21).

For the purposes of the cash flow statement, cash and cash equivalents
are net of bank overdrafts that are repayable on demand.

(p) Financial instruments (note 30)

(i) Financial assets

Classification

The Group classifies its financial assets in the following categories: at
fair value through profit or loss; loans and receivables; held-to-
maturity; and available-for-sale investments. The classification
depends on the purpose for which the financial assets were acquired.
The Group’s policy with regard to financial risk management is set out
in note 30. Generally, the Group does not acquire financial assets for
the purpose of selling in the short term. When the Group enters into
derivative contracts, these transactions are designed to reduce
exposures related to assets and liabilities, firm commitments or
anticipated transactions.

Management determines the classification of financial assets at initial
recognition.

(a) Financial assets at fair value through profit or loss

Assets in this category are classified as current assets if expected to
be settled within 12 months, otherwise they are classified as non-
current. Derivative assets, including embedded derivatives separated
from the host contracts, are included within financial assets at fair
value through profit or loss unless they are designated as hedging
instruments.

(b) Loans and receivables

Loans and receivables comprise non-derivative financial assets with
fixed or determinable payments that are not quoted in an active
market. Trade receivables are included within this category; however,
the embedded derivatives for provisional pricing included within some
trade receivables are valued as explained in note 1(c) Sales revenue.

(c) Held-to-maturity

Held-to-maturity investments are non-derivative financial assets with
fixed or determinable payments and fixed maturity that the Group has
the intention and ability to hold to maturity and which do not qualify
as loans and receivables. Assets in this category are classified as
Other investments and are classified as current assets or non-current
assets based on their maturity.
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Notes to the 2017 financial statements
continued

1 Principal accounting policies continued

(d) Available-for-sale

Available-for-sale financial assets are non-derivative financial assets
that are either designated as available-for-sale or not classified in any
of the other categories. Assets in this category are included in non-
current assets unless the Group intends to dispose of the assets
within 12 months of the balance sheet date or the asset matures
within 12 months.

Recognition and measurement

Available-for-sale financial assets and financial assets at fair value
through profit or loss are initially recognised at fair value and are
subsequently measured at fair value. Initial transaction costs are
expensed in the income statement for those assets at fair value
through profit or loss. Loans and receivables and held-to-maturity
financial assets are initially recognised at fair value plus transaction
costs and are subsequently measured at amortised cost using the
effective interest method.

The fair values of the various derivative instruments used for hedging
purposes are disclosed in note 30. Movements on the hedging reserve
are disclosed in note 29.

(ii) Financial liabilities

Borrowings and other financial liabilities (including trade payables but
excluding derivative liabilities) are recognised initially at fair value, net
of transaction costs incurred, and are subsequently measured at
amortised cost.

The Group participates in supply chain finance arrangements whereby
vendors may elect to receive early payment of their invoice from a
bank by factoring their receivable from Rio Tinto. These arrangements
do not modify the terms of the original liability and therefore, financial
liabilities subject to supply chain finance continue to be classified as
trade payables.

(q) Share-based payments (note 43)

The fair value of the Group’s share plans is recognised as an expense
over the expected vesting period with an offset to retained earnings
for Rio Tinto plc plans and to other reserves for Rio Tinto Limited
plans.

The Group uses fair values provided by independent actuaries
calculated using either a lattice-based option valuation model or a
Monte Carlo simulation model.

The terms of each plan are considered at the balance sheet date to
determine whether the plan should be accounted for as equity or cash
settled. The Group does not operate any plans as cash-settled.
However the Performance Share Plan can, at the discretion of the
directors, offer employees an equivalent amount in cash. This is not
standard practice. In some jurisdictions, employees are granted cash-
settled awards where equity-settled awards are prohibited by local
laws and regulations. The value of these awards is immaterial.

The Group’s equity-settled share plans are settled either by: the
issuance of shares by the relevant parent company, the purchase of
shares on market, or the use of shares held in treasury which were
previously acquired as part of a share buy-back. If the cost of shares
acquired to satisfy the plans differs from the expense charged, the
difference is taken to retained earnings or other reserves, as
appropriate.

(r) Share capital (notes 27 and 28)

Ordinary shares are classified as equity. Incremental costs directly
attributable to the issuance of new shares are shown in equity as a
deduction, net of tax, from the proceeds.

Where any Group company purchases the Group’s equity share capital
(treasury shares), the consideration paid, including any directly
attributable incremental costs (net of income taxes) is deducted from
equity attributable to owners of Rio Tinto. Where such shares are

subsequently reissued, any consideration received, net of any
directly-attributable incremental costs and the related income tax
effects, is included in equity attributable to owners of Rio Tinto. If
purchased Rio Tinto plc shares are cancelled, an amount equal to the
nominal value of the cancelled share is credited to the capital
redemption reserve.

(s) Segment reporting (notes 2 and 3)

Operating segments are reported in a manner consistent with the
internal reporting provided to the chief operating decision maker
(CODM). The Group considers that Rio Tinto’s chief executive is the
CODM, who is responsible for allocating resources and assessing
performance of the operating segments.

Critical accounting policies and estimates

(i) Determination of CGUs, assessment of indicators of impairment,
review of asset carrying values, impairment charges and reversals and
the recoverability of goodwill (notes 6, 12 and 13)

Impairment is assessed at the Cash Generating Unit (CGU) level. A
CGU is the smallest identifiable asset or group of assets that
generates independent cash inflows. Judgment is applied to identify
the Group’s CGUs, particularly when assets belong to integrated
operations, and changes in CGUs could impact impairment charges
and reversals.

External and internal factors are monitored for indicators of
impairment and include an annual internal review of asset values as
described in note (i) above. Judgment is required to determine
whether the impact of adverse spot commaodity price movements is
significant and structural in nature. There were no material instances
of this judgment as at 31 December 2017.

Generally, discounted cash flow models are used to determine the
recoverable amount of CGUs. In this case, significant judgment is
required to determine the appropriate estimates and assumptions
used and there is significant estimation uncertainty. In particular, for
fair value less costs of disposal valuations, judgment is required to
determine the estimates a market participant would use. The
discounted cash flow model is most sensitive to the following
estimates: the timing of project expansions, the cost to complete
asset construction, long-term commodity prices, production timing
and recovery rates, exchange rates, operating costs, reserve
estimates, closure costs and discount rates and, in some instances,
the renewal of mining licences. Some of these variables are unique to
an individual CGU. Future changes in these variables may differ from
management’s expectations and may materially alter the recoverable
amounts of the CGUs.

Note (i) above also describes the Group’s methodology for estimating
long-term commodity prices, exchange rates and discount rates for
impairment testing purposes. Note 6 outlines the significant
judgments, assumptions and sensitivities made for both measuring
the impairments recorded and for determining whether a reversal of
part or all of previous impairment was appropriate. Judgments,
assumptions and sensitivities in relation to the testing of CGUs
containing goodwill and indefinite-life intangible assets are outlined in
notes 12 and 13 respectively.

(ii) Estimation of asset lives

Intangible assets are considered to have indefinite lives (and therefore
no related depreciation or amortisation charge) if, in the Group’s
judgment, there is no foreseeable limit to the period over which the
asset is expected to generate cash flows. Factors that are considered
in making this judgment include the existence of contractual rights for
unlimited terms; or evidence that renewal of the contractual rights
without significant incremental costs can be expected for indefinite
periods into the future in view of the Group’s investment intentions.

The useful lives of the major assets of a CGU are often dependent on
the life of the orebody to which they relate. The life of the orebody will
be determined on the basis of the life-of-mine plan which is based on
the estimates of ore reserves, and in some cases, mineral resources
as described on page 234.
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(iii) Provision for onerous contracts

Provision for an onerous contract is made only when the assets
dedicated to that contract are fully impaired or the contract becomes
stranded as a result of a business decision. Judgment is required in
determining which assets are considered dedicated to a contract
when there is optionality as to how the contract obligations can be
settled. Key estimates are the cash flows associated with the
contract and the discount rate assumption. The Group has made
provision in past periods for rail infrastructure take or pay contracts in
the Coal business which were considered stranded. As at 31
December 2017 the balance of the provision was US$407 million.

(iv) Close-down, restoration and environmental obligations (note 26)
Provision is made for close-down, restoration and environmental costs
when the obligation occurs, based on the net present value of
estimated future costs required to satisfy the obligation. Management
uses its judgment and experience to determine the potential scope of
closure rehabilitation work required to meet the Group’s legal,
statutory and constructive obligations, and any other commitments
made to stakeholders, and the options and techniques available to
meet those obligations and estimate the associated costs and the
likely timing of those costs. Significant judgment is also required to
determine both the costs associated with that work and the other
assumptions used to calculate the provision. External experts support
the cost estimation process where appropriate but there remains
significant estimation uncertainty.

The key judgment in applying this accounting policy is determining
when an estimate is sufficiently reliable to make or adjust a closure
provision.

Closure provisions are not made for those operations that have no
known restrictions on their lives as the closure dates cannot be
reliably estimated. This applies primarily to certain Canadian smelters
which have indefinite-lived water rights or power agreements for
renewably sourced power with local governments.

Cost estimates are updated throughout the life of the operation;
generally cost estimates must comply with the Group’s Capital Project
Framework once the operation is ten years from expected closure. This
means, for example, that where an Order of Magnitude (OoM) study is
required for closure it must be of the same standard as an OoM study
for a new mine, smelter or refinery. As at 31 December 2017, there are
ten operations with remaining lives of under ten years before taking into
account unapproved extensions; the largest of these is Rio Tinto
Kennecott for which a pre-feasibility study is expected to be concluded
in the next 24 months. Adjustments are made to provisions when the
range of possible outcomes becomes sufficiently narrow to permit
reliable estimation. Depending on the materiality of the change,
adjustments may require review and endorsement by the Group’s
Closure Steering Committee before the provision is updated.

In some cases, the closure study may indicate that monitoring and,
potentially, remediation will be required in perpetuity. In this case, the
provision may be restricted to a period for which the costs can be reliably
estimated; on average this is around 30 years for operations in closure.

The most significant assumptions and estimates used in calculating
the provision are:

— The weighted average remaining lives of operations is shown in
note 26 c). Some expenditure may be incurred before closure whilst
the operation as a whole is in production. The length of any post
closure monitoring period will depend on the specific site
requirements; some expenditure can continue into perpetuity.

— The probability weighting of possible closure scenarios. The most
significant impact of probability weighting is at the Pilbara
operations (Iron Ore) relating to infrastructure and incorporates the
possibility that some infrastructure may be retained by the relevant
State authorities post closure. The assignment of probabilities to
this scenario reduces the closure provision by US$0.7 billion.

— Appropriate sources on which to base the calculation of the risk-
free discount rate. At 31 December 2017 the carrying value of the
close-down, restoration and environmental provision was US$9,983
million. The change in carrying value of the provision which would

result if the real discount rate was 0.5 per cent lower than that
assumed by management is shown in note 26.

There is significant estimation uncertainty in the calculation of the
provision and cost estimates can vary in response to many factors
including:

— Changes to the relevant legal or local/national government
requirements and any other commitments made to stakeholders;

— Review of remediation and relinquishment options;

— Additional remediation requirements identified during the
rehabilitation;

— The emergence of new restoration techniques;

— Change in the expected closure date;

— Change in the discount rate and;

— The effects of inflation.

Experience gained at other mine or production sites may also change
expected methods or costs of closure, although elements of the
restoration and rehabilitation of each site are relatively unique to a
site. Generally, there is relatively limited restoration and rehabilitation
activity and historical precedent elsewhere in the Group, or in the
industry as a whole, against which to benchmark cost estimates.

The expected timing of expenditure can also change for other reasons,
for example because of changes to expectations around ore reserves
and mineral resources, production rates, renewal of operating licences
or economic conditions.

As noted in note (k) above, changes in closure and restoration
provisions for ongoing operations (other than the impact relating to
current year production) are capitalised and therefore will impact
assets and liabilities but have no impact on equity at the time the
change is made. However, these changes will impact depreciation and
the unwind of discount in future years. Changes in closure estimates
at the Group’s ongoing operations could result in a material
adjustment to assets and liabilities in the next 12 months.

Changes to closure cost estimates for closed operations, and changes to
environmental cost estimates at any operation, would impact equity,
however, the Group does not consider that there is significant risk of a
change in estimates for these liabilities causing a material adjustment
to equity in the next twelve months. Any new environmental incidents
may require a material provision but cannot be predicted.

Cash flow estimates must be discounted at the risk free interest rate
if this has a material effect on the provision. The selection of
appropriate sources on which to base the calculation of the risk-free
discount rate requires judgment. The two per cent real rate currently
used by the Group is based on a number of inputs including
observable historic yields on 30 year US Treasury Inflation Protected
Securities (“TIPS”), and recommendations by independent valuation
experts. These inputs are considered in the broader global context
that spot yields remain volatile and somewhat depressed in response
to macroeconomic turbulence in recent years.

(v) Deferral of stripping costs (note 14)

Stripping of waste materials takes place throughout the production
phase of a surface mine or pit. The identification of components within
a mine and of the life of component strip ratios requires judgment and
is dependent on an individual mine’s design and the estimates
inherent within that. Changes to that design may introduce new
components and/or change the life of component strip ratios.
Changes in other technical or economic parameters that impact ore
reserves may also have an impact on the life of component strip
ratios, even if they do not affect the mine’s design. Changes to the life
of component strip ratios are accounted for prospectively.

The Group’s judgment as to whether multiple pit mines are
considered separate or integrated operations determines whether
initial stripping of a pit is deemed to be pre-production or production
phase stripping and, therefore, the amortisation base for those costs.
The analysis depends on each mine’s specific circumstances and
requires judgment: another mining company could make a different
judgment even when the fact pattern appears to be similar.
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Notes to the 2017 financial statements
continued

1 Principal accounting policies continued

(vi) Uncertain tax positions

The Group operates across a large number of jurisdictions and is
subject to periodic challenges by local tax authorities on a range of
tax matters during the normal course of business, including transfer
pricing, indirect taxes and transaction related issues. Where the
amount of tax payable or recoverable is uncertain, the Group
establishes provisions based on the Group’s interpretation of tax law
and judgment of the most likely amount of the liability, or recovery.
An alternative approach under current standards is to use a weighted
average of various possible scenarios. The weighted average approach
is required under IFRIC 23 “Uncertainty over Income Tax Treatments”
which is mandatory in 2019 although for issues with a binary
outcome, the most likely amount method can continue to be applied.
The Group is currently evaluating the impact of IFRIC 23 as noted on
page 120. Further information on uncertain tax positions is given in
note 9.

(vii) Recoverability of potential deferred tax assets (note 17)

The Group has tax losses, and other deductible temporary differences,
mainly in Australian, Canadian, French, US and Mongolian taxable
entities, that have the potential to reduce tax payments in future
years. Deferred tax assets have been recognised to the extent that
their recovery is probable, having regard to the availability of
sufficient taxable temporary differences relating to the same taxation
authority and the same taxable entity, the estimates of projected
future taxable income of these taxable entities and after taking
account of specific risk factors that are expected to affect the recovery
of these assets including the risk of expiry of losses. Further
information on deferred tax assets is given in note 17.

In addition to the risk of expiry of losses the projections on which
recovery of tax losses are based are subject to the same estimation
uncertainty as noted in (i) above in relation to impairment. The key
judgment in the application of this accounting policy is the recognition
of deferred tax assets for losses where the operation is not currently
profitable for tax purposes.

(viii) Identification of functional currencies

The functional currency for each subsidiary, unincorporated
arrangement, joint operation and equity accounted unit, is the
currency of the primary economic environment in which it operates.
Determination of functional currency involves significant judgment
and other companies may make different judgments based on similar
facts. For many of Rio Tinto’s businesses, their functional currency is
the currency of the country in which they operate. The Group
reconsiders the functional currency of its businesses if there is a
change in the underlying transactions, events or conditions which
determine their primary economic environment.

The determination of functional currency is a key judgment which
affects the measurement of non-current assets included in the
balance sheet and, as a consequence, the amortisation of those
assets included in the income statement. It also impacts exchange
gains and losses included in the income statement and in equity. The
Group applies judgment to determine whether or not certain
intragroup loans are likely to be repaid in the foreseeable future and
therefore whether the associated exchange gains and losses can be
taken to equity. During 2017, A$21 billion of intragroup loans
continued to meet these criteria and associated exchange gains were
taken to equity.

(ix) Estimation of obligations for post-employment costs (note 44)
The value of the Group’s obligations for post-employment benefits is
dependent on the amount of benefits that are expected to be paid out,

discounted to the balance sheet date. The discount rate is a key
assumption and is based upon the yields on high quality corporate
bonds in the relevant currency which have durations consistent with
the term of the obligations. The discount rate will vary from one
period to another in line with movements in corporate bond yields, but
at any given measurement date there is relatively little estimation
uncertainty. This rate is also used to calculate the interest cost on
obligations and interest income on plan assets.

The following key assumptions are used to calculate the estimated
benefit: future pay increases to be received by members of final pay
plans, the level of inflation (for those benefits that are subject to
some form of inflation protection), current mortality rates and future
improvements in mortality rates:

— The assumption regarding future inflation is based on market yields
on inflation linked instruments, where possible, combined with
CONSENSUS Views.

— The Group reviews the actual mortality rates of retirees in its major
pension plans on a regular basis and uses these rates to set its
current mortality assumptions. It also uses its judgment with
respect to allowances for future improvements in longevity having
regard to standard improvement scales in each relevant country
and after taking external actuarial advice.

Most of the Group’s defined benefit pension plans are closed to new
entrants and the majority of the obligations relate to former
employees. The carrying value of the Group’s post-employment
obligations is therefore less sensitive to assumptions about future
salary increases than it is to assumptions regarding future inflation.

Details of the key assumptions, how they have moved since the
previous balance sheet date and the sensitivity of the carrying value
to changes in the assumptions are set out in note 44.

(x) Contingencies (note 31)

Disclosure is made of material contingent liabilities unless the
possibility of any loss arising is considered remote based on the
Group’s judgment and legal advice. Contingent liabilities are
quantified unless, in the Group’s judgment, the amount cannot be
reliably estimated.

(xi) Basis of consolidation (notes 33 to 36)

Judgment is sometimes required to determine whether after
considering all relevant factors, the Group has control, joint control or
significant influence over an entity or arrangement. Other companies
may make different judgments regarding the same entity or
arrangement. Significant influence includes situations of collective
control (see note 36a).

(xii) Exclusions from underlying earnings (note 2)

As set out in note 2), certain items are excluded from net
earnings/(loss) in arriving at underlying earnings in each period
irrespective of materiality. In addition, there is a final judgmental
category which includes, where applicable, other credits and charges
that, individually or in aggregate if of a similar type, are of a nature or
size to require exclusion in order to provide additional insight into
underlying business performance. The exclusion of the impact of the
remeasurement of deferred tax assets in the US and other
jurisdictions for rate changes, of the derecognition of deferred tax
assets related to expected divestments and of an element of the
insurance proceeds received in relation to the Manefay slide were the
only judgments in this respect in 2017; the treatment of the insurance
proceeds was consistent with prior years.
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2 Operating segments

Rio Tinto’'s management structure is based on the principal product
groups in the tables below together with the global functions that
support the business, which include Growth & Innovation. Certain
comparative amounts have been reallocated to appropriately
represent changes in management responsibility. The chief executive
of each product group reports to the chief executive of Rio Tinto. The
chief executive of Rio Tinto monitors the performance of each product
group based on a number of measures, including EBITDA, capital
expenditure and operating cash flows, with underlying earnings and
free cash flow being the key financial performance indicators. Finance
costs and net debt are managed on a Group basis.

Generally, business units are allocated to product groups based on
their primary product. The Energy & Minerals product group includes
businesses with products such as uranium, borates, salt and titanium
dioxide feedstock together with coal operations, Iron Ore Company of
Canada and the Simandou iron ore project, which is the responsibility
of the Energy & Minerals product group chief executive. The Copper &
Diamonds product group also produces gold, silver, molybdenum and
other by-products.

The financial information by business unit provided on pages 206 to
208 of these financial statements provides additional voluntary
disclosure which the Group considers useful to the users of the
financial statements.

2017 2016 2015
Gross sales revenue US$m US$m US$m
Iron Ore 18,251 14,605 13,952
Aluminium 11,005 9,458 10,117
Copper & Diamonds 4,842 4,524 5,592
Energy & Minerals 7,764 6,734 7,140
Other Operations 10 8 18
Reportable segments total 41,872 35,329 36,819
Inter-segment transactions (15) [GD) (34)
Product group total 41,857 35,318 36,785
Iltems excluded from underlying earnings 10 18 (1)
Gross sales revenue 41,867 35,336 36,784
Share of equity accounted units and adjustments for inter-
subsidiary/equity accounted units sales (1,837) (1,555) (1,955)
Consolidated sales revenue per income statement 40,030 33,781 34,829

Gross sales revenue includes the Group’s proportionate share of sales revenue of equity accounted units (after adjusting for sales to

subsidiaries) of US$1,859 million (2016: US$1,585 million; 2015: US$1,987 million) which are not included in consolidated sales revenue.
Consolidated sales revenue includes subsidiary sales of US$22 million (2016: US$30 million; 2015: US$32 million) to equity accounted units

which are not included in gross sales revenue.

2017 2016 2015
Capital expenditure US$m US$m US$m
Iron Ore 1,201 868 1,608
Aluminium 1,436 916 1,682
Copper & Diamonds 1,622 1,441 1,576
Energy & Minerals 467 141 552
Other Operations (35) an (36)
Reportable segments total 4,691 3,355 5,382
Other items 70 (46) 65
Less: capital expenditure of equity accounted units (417) (651) (859)
Capital expenditure per financial information by business units 4,344 2,658 4,588
Add: proceeds from disposal of property, plant and equipment 138 354 97
Capital expenditure per cash flow statement 4,482 3,012 4,685

Capital expenditure for reportable segments comprises the net cash outflow on purchases less disposals of property, plant and equipment,
capitalised evaluation costs and purchases less disposals of other intangible assets. The details provided include 100 per cent of subsidiaries’
capital expenditure and Rio Tinto’s share of the capital expenditure of joint operations and equity accounted units.

2017 2016 2015
Depreciation and amortisation US$m US$m US$m
Iron Ore 1,645 1,645 1,744
Aluminium 1,199 1,250 1,172
Copper & Diamonds 1,452 1,601 1,261
Energy & Minerals 652 739 830
Other Operations 32 34 32
Reportable segments total 4,980 5,269 5,039
Other items 42 51 68
Less: depreciation and amortisation of equity accounted units (647) (526) (462)
Depreciation and amortisation per note 4 4,375 4,794 4,645
Annual report 2017 | riotinto.com 131

=
2
>
=
=
>
-
4
5
m
<
m
=z
=
(%]




Notes to the 2017 financial statements
continued

2 Operating segments continued

Product group depreciation and amortisation for reportable segments totals include 100 per cent of subsidiaries’ depreciation and amortisation
and Rio Tinto’s share of the depreciation and amortisation of equity accounted units. Rio Tinto’s share of the depreciation and amortisation
charge of equity accounted units is deducted to arrive at depreciation and amortisation, excluding equity accounted units, as shown in note 4.
These figures exclude impairment charges and reversals, which are excluded from underlying earnings.

2017 2016 2015
Tax charge/(credit) US$m US$m US$m
Iron Ore 2,871 2,005 1,747
Aluminium 543 171 303
Copper & Diamonds 48 (320) (77)
Energy & Minerals 652 331 122
Other Operations (84) (73) (73)
Reportable segments total 4,030 2,114 2,022
Other items (261) (191) (192)
Exploration and evaluation not attributed to product groups (36) (27) (25)
Net finance costs (364) (484) (245)
3,369 1,412 1,560
Tax charge/(credit) excluded from underlying earnings 596 155 (567)
Tax charge per income statement 3,965 1,567 993

Tax charge/(credit) excludes amounts relating to equity accounted units. Further information on the tax charge/(credit) excluded from
underlying earnings is provided below in the section “Underlying earnings”.

2017 2016 2015
Underlying earnings (Refer overleaf) US$m US$m US$m
Iron Ore 6,692 4611 3,940
Aluminium 1,583 947 1,118
Copper & Diamonds 263 (18) 370
Energy & Minerals 1,242 612 177
Other Operations (138) (88) (90)
Reportable segments total 9,642 6,064 5,515
Other items (483) (241) (375)
Exploration and evaluation not attributed to product groups (178) (147) 211)
Net finance costs (354) (576) (389)
Underlying earnings 8,627 5,100 4,540
Iltems excluded from underlying earnings (Refer overleaf) 135 (483) (5,406)
Net earnings/(loss) attributable to owners of Rio Tinto per income 8.762 4617 (866)

statement

Underlying earnings is reported by Rio Tinto to provide greater
understanding of the underlying business performance of its
operations and to enhance comparability of reporting periods.

The measure of underlying earnings, in conjunction with net cash
generated from operating activities and capital expenditure (net of
proceeds on disposals), is used by the chief executive of Rio Tinto to
assess the performance of the product groups. Underlying earnings
and net earnings/(loss) both represent amounts net of tax
attributable to owners of Rio Tinto.

The following items are excluded from net earnings/(loss) in arriving
at underlying earnings in each period irrespective of materiality:

Net gains/(losses) on disposal of interests in businesses.
Impairment charges and reversals.

Profit/(loss) after tax from discontinued operations.

— Exchange and derivative gains and losses. This exclusion includes
exchange gains/(losses) on US dollar net debt and intragroup
balances, gains/(losses) on currency and interest rate derivatives
not qualifying for hedge accounting and gains/(losses) on
embedded commodity derivatives not qualifying for hedge
accounting.

In addition, there is a final judgmental category which includes, where
applicable, other credits and charges that, individually or in aggregate
if of a similar type, are of a nature or size to require exclusion in order
to provide additional insight into underlying business performance.

Product group earnings include earnings of subsidiaries and the
Group’s share of the underlying earnings of equity accounted units
stated before finance items but after the amortisation of discount on
provisions.

Rio Tinto’s share of the underlying earnings of equity accounted units
amounted to US$332 million in 2017 (2016: US$309 million; 2015:
US$390 million). This amount is attributable as follows: US$295
million profit to the Copper & Diamonds product group and US$37
million profit to other product groups (2016: US$272 million profit to
the Copper & Diamonds product group and US$37 million profit to
other product groups; 2015: US$307 million profit to the Copper &
Diamonds product group and US$83 million profit to other product
groups). These amounts are included in underlying earnings and
include the underlying earnings of the Group’s tolling entities which
process alumina. Tolling entities recharge the majority of their costs
and generally have minimal earnings.
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Reconciliation of net earnings/(losses) to underlying earnings

Non-
Pre-tax controlling Net Net Net
U Taxation interests amount amount amount
2017 2017 2017 2017 2016 2015
Exclusions from underlying earnings US$m US$m US$m US$m US$m US$m
Impairment charges (note 6) (796) 141 174 (481) (183) (1,802)
Net gains on disposal of interests in businesses (@ 2,344 (322) - 2,022 382 48
Exchange and derivative (losses)/gains:
— Exchange (losses)/gains on external US dollar net debt and
intragroup balances ® (613) 113 12 (488) 516 (3,282)
— Gain/(losses) on currency and interest rate
derivatives not qualifying for hedge accounting 33 (5) 2 30 12) (88)
— (Losses)/gains on embedded commodity derivatives not
qualifying for hedge accounting @ (498) 146 - (352) 32 88
Changes in corporate tax rates in the US and France © - (439) - (439) - -
Onerous port and rail contracts ® - - - - (329) -
Restructuring costs and global headcount reductions - - - - 177) (258)
Increased closure provision for non-operating and legacy operations @ - - - - (282) (233)
Rio Tinto Kennecott insurance settlement ® 73 (28) - 45 - 18
Tax provision ® - - - - (380) -
Adjustment to deferred tax assets relating to expected divestments @ - (202) - (202) - 234
Other exclusions ® - - - - (50) (131)
Total excluded from underlying earnings 543 (596) 188 135 (483) (5,406)
Net earnings/(loss) 12,816 (3,965) (89) 8,762 4,617 (866)
Underlying earnings 12,273 (3,369) (277) 8,627 5,100 4,540

(a)

(b)

(©
(d)
(e)
®

(g

(h)
0)

)
(k)

Net gains on disposal of interests in businesses in 2017 relate mainly to the sale of Coal & Allied Industries Limited which completed on 1 September 2017.

In 2016, the net gain related mainly to the sale of Rio Tinto’s 40 per cent interest in the Bengalla Joint Venture on 1 March 2016 and the sale of the Lochaber assets in Scotland on 23
November 2016. This was partially offset by a loss on disposal of the 100 per cent interest in Carbone Savoie on 31 March 2016.

Exchange (losses)/gains on external US dollar net debt and intragroup balances comprise of post-tax foreign exchange gains on US dollar denominated net debt in non-US dollar
functional currency companies of US$420 million and post-tax losses of US$908 million on intragroup balances.

Net exchange gains in 2016 comprise post-tax foreign exchange gains of US$123 million on external US dollar denominated net debt, and US$393 million gains on intragroup balances,
mainly as the Canadian dollar strengthened against the US dollar.

Valuation changes on currency and interest rate derivatives, which are ineligible for hedge accounting, other than those embedded in commercial contracts, and the currency revaluation
of embedded US dollar derivatives contained in contracts held by entities whose functional currency is not the US dollar.

Valuation changes on commodity derivatives, embedded in commercial contracts and other financial commodity derivatives, that are ineligible for hedge accounting, but for which there
will be an offsetting change in future Group earnings.

Deferred tax assets have been re-measured to reflect lower corporate income tax rates in the US and France as a result of tax legislation changes substantively enacted in December
2017.

In 2016, a review of the infrastructure capacity requirements in Queensland, Australia confirmed that it was no longer likely that Rio Tinto would utilise the Abbot Point Coal Terminal and
associated rail infrastructure capacity contracted under take or pay arrangements and agreement was reached with Adani, the owner of the port, to relinquish that capacity. Accordingly,
an onerous contract provision was recognised based on the net present value of expected future cash flows for the port and rail capacity discounted at a post-tax real rate of two per cent,
resulting in a post-tax onerous contract charge of US$329 million.

In 2016, the closure provision for non-operating and legacy operations increased mainly due to the Gove alumina refinery in Northern Territory, Australia where operations have been
curtailed since May 2014. The provision was updated based on the cost estimates from the studies. Future revisions to the closure cost estimate during the study periods (including the
next stage of feasibility study) will continue to be excluded from underlying earnings as the site operating assets have been fully impaired.

In 2017, Rio Tinto received the final settlement on the insurance claims related to the 2013 slide at Rio Tinto Kennecott’s Bingham Canyon mine. The amounts excluded from underlying
earnings are consistent with the previous excluded loses to which they relate, in line with the treatment of the 2013 and 2015 settlement payments.

Tax provision includes amounts provided for specific tax matters for which the timing of resolution and potential economic outflow are uncertain. During 2016, provision was made in
relation to matters under discussion with the Australian Taxation Office (ATO) in relation to the transfer pricing of certain transactions between Rio Tinto entities based in Australia and
the Group’s commercial centre in Singapore for the period since 2009.

Deferred tax assets have been derecognised as a result of revised profit forecasts in France due to expected divestments.

Other credits and charges that, individually, or in aggregate if of similar type, are of a nature or size to require exclusion in order to provide additional insight into underlying business
performance. In 2016, other exclusions included costs related to multiple transformation projects and the recuperation of capital losses against capital gains on divestment. In 2015, other
exclusions included a provision relating to the incomplete divestment of Carbone Savoie within the Aluminium product group, divestment costs and an increase in provision relating to the

Gove refinery.

() Exclusions from underlying earnings relating to equity accounted units are stated after tax and are included in the column “Pre-tax”.
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Notes to the 2017 financial statements
continued

3 Operating segments — additional information

Adjusted®  Adjusted ® Adjusted®  Adjusted®

2017 2016 2015 2017 2016 2015

Consolidated sales revenue by destination % % % US$m US$m US$m
China 44.2 436 42.2 17,706 14,742 14,701
Asia (excluding China and Japan) 12.8 13.9 129 5,108 4,692 4,499
United States of America 14.3 13.9 15.3 5,716 4,709 5,321
Japan 11.7 11.3 114 4,701 3,809 3,974
Europe (excluding UK) 7.5 7.6 8.4 3,015 2,579 2,909
Canada 2.8 3.0 3.8 1,111 1,024 1,322
Australia 1.8 2.0 2.4 710 675 830
UK 1.1 1.2 0.9 449 391 330
Other countries 3.8 3.5 2.7 1,514 1,160 943
Consolidated sales revenue 100.0 100.0 100.0 40,030 33,781 34,829

(a) Consolidated sales revenue by geographical destination is based on the ultimate country of destination of the product, if known. If the eventual destination of the product sold through
traders is not known then revenue is allocated to the location of the product at the time when the risks and rewards of ownership are transferred. Rio Tinto is domiciled in both the UK and
Australia.

(b) The 2016 and 2015 comparatives above have been amended to correct the allocation of revenues by region. The most significant impacts are an increase in the amounts allocated to
China (2016: US$337 million; 2015: US$135 million) and Canada (2015: US$155 million) and a decrease in amounts allocated to Asia (excluding China and Japan) (2016: US$319 million;
2015: US$263 million). There is no impact on the total consolidated sales revenue.

Consolidated sales revenue by product
Consolidated sales revenues of the Group are derived from the following products sold to external customers:

2017 2016 2015

US$m US$m US$m
Iron ore 20,010 15,855 15,239
Aluminium 10,864 9,342 9,904
Copper 1,760 1,609 1,577
Coal 2,822 2,567 2,703
Industrial minerals 2,060 1,954 2,155
Gold 378 608 1,063
Diamonds 706 613 698
Other 1,430 1,233 1,490
Consolidated sales revenue 40,030 33,781 34,829

Non-current assets other than excluded items
The total of non-current assets other than items excluded is shown by location below. This is allocated based on the location of the business
units holding the assets.

2017 2016
Non-current assets other than excluded items @ US$m US$m
Australia 32,890 30,602
Canada 14,640 14,362
Mongolia 8,582 7,743
United States of America 4,812 4,958
Africa 3,781 3,882
South America 3,304 3,785
Indonesia 1,458 1,482
Europe (excluding France and the UK) 362 429
UK 66 66
France 276 251
Other countries 892 891

71,063 68,451

Non-current assets excluded from analysis above:

Deferred tax assets 3,395 3,728
Other financial assets (including loans to equity accounted

units) 510 822
Quasi equity loans to equity accounted units ® 159 163
Tax recoverable 30 38
Trade and other receivables 1,397 975
Total non-current assets per balance sheet 76,554 74,177

(a) Allocation of non-current assets by country is based on the location of the business units holding the assets. It includes investments in equity accounted units totalling US$4,327 million
(2016: US$4,856 million) which represents the Group’s share of net assets excluding quasi equity loans shown separately within “Loans to equity accounted units” above.

(b) Loans to equity accounted units comprise quasi equity loans of US$159 million (2016: US$163 million) included in “Investments in equity accounted units” on the face of the balance
sheet and non-current non-quasi equity loans of US$39 million (2016: US$39 million) shown within “Other financial assets”.
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4 Net operating costs (excluding items shown separately)

d1s

Adjusted @ =

2017 2016 2015 e

Note US$m US$m US$m =

Raw materials, consumables, repairs and maintenance @ 9,286 8,760 8,966 :

Amortisation of intangible assets 13 177 227 207 =
Depreciation of property, plant and equipment 14 4,198 4,567 4,438
Employment costs 5 4,765 4,881 5,446
Shipping and other freight costs © 2,338 1,454 2,165
(Increase)/decrease in finished goods and work in progress® (82) 87 558
Royalties 2,228 1,889 1,863
Amounts charged by equity accounted units ® 980 1,184 1,246

Net foreign exchange losses/(gains) 61 38 (263)

Other external costs ) (@ 3,935 3,472 4,181 >

Provisions (including exchange differences on provisions) 26 527 1,404 731 ;

Research and development 58 60 104 2

Costs included above qualifying for capitalisation (486) (521) (661) =

Other operating income (1,002) (703) (1,062) :

Net operating costs (excluding items shown separately) 26,983 26,799 27,919 T

(a) The 2016 and 2015 comparatives have been amended to reclassify certain amounts between operating cost categories. The impact is to decrease the amount allocated to
“(Increase)/decrease in finished goods and work in progress” (2016: US$304 million; 2015: US$143 million) and to increase “Raw materials, consumables, repairs and maintenance” by
the same amount.

(b) Amounts charged by equity accounted units relate to toll processing and also include purchases from equity accounted units of bauxite and aluminium which are then processed by the
product group or sold to third parties. Generally, purchases are in proportion to the Group’s share of the equity accounted unit but in 2017, US$229 million (2016: US$383 million; 2015:
US$378 million) related to purchases of the other investors’ share of production.

(c) Net operating costs includes operating lease expense of US$555 million (2016: US$541 million). Costs for leases of dry bulk vessels (which include costs for crewing services) are included
within “Shipping and other freight costs” and other lease costs are included within “Other external costs”. The 2016 comparative has been amended to exclude certain contractual
arrangements which do not qualify as leases in accordance with IAS 18.

(d) Other external costs include a financial penalty of £27.4 million (US$36.4 million) paid to the United Kingdom’s Financial Conduct Authority (FCA) in relation to the timing of the
impairment of the Group’s former coal operations in Mozambique. Refer to note 31 for further detail. n
s
=
o
>
5 Employment costs 9
2
2017 2016 2015 E
Note US$m US$m US$m o
Total employment costs @
- Wages and salaries 4,129 4,235 4,670
- Social security costs 337 429 430
- Net post-retirement charge 44 500 522 439
- Share option charge 43 91 116 128
5,057 5,302 5,667
Less: charged within provisions @ 26 (292) (421) (221)
Employment costs 4 4,765 4,881 5,446

(@) Amounts included above in respect of provisions for pensions, post-retirement healthcare, long service leave and other employee entitlements which are included in ‘Provisions (including
exchange differences on provisions)’ in note 4.
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Notes to the 2017 financial statements
continued

6 Impairment charges and reversals

Non-
controlling Net Pre-tax Pre-tax
Pre-tax Taxation interests amount amount amount
2017 2017 2017 2017 2016 2015
Note US$m US$m US$m US$m US$m US$m
Energy & Minerals — Roughrider (357) 100 - (257) - (229)
Energy & Minerals — Rossing (267) 7 83 (177) - -
Energy & Minerals — Simandou - - 91 91 - (2,039)
Energy & Minerals — Energy Resources of Australia - - - - - (260)
Copper & Diamonds — Argyle (172) 34 - (138) (241) -
Copper & Diamonds — Molybdenum Autoclave Process - - - - - (17)
Aluminium - Other - - - - - 179)
Other - - - - (8) (67)
Total impairment charge net of reversals (796) 141 174 (481) (249) (2,791)
Allocated as:
Goodwill 12 - - 116)
Intangible assets 13 (357) m (1,833)
Property, plant and equipment 14 (435) (248) (652)
Other assets and liabilities 4) - (190)
Total impairment charge net of reversals (796) (249) (2,791)
Comprising:
Total impairment charge net of reversals in the financial
information by business unit (page 206) tey) (249) (2.791)
Taxation (including related to EAUs) 141 66 (57)
Non-controlling interests 174 - 1,046
Total impairment in the income statement (481) (183) (1,802)
,‘EQ'SE;%);is‘eI:,I |gae ,';S(lj'; Energy Resources of Australia (ERA), Australia

Following a reassessment of planned exploration spend in the six
months ended 30 June 2017, substantive expenditure to evaluate the
Roughrider deposit is neither budgeted nor planned. These
circumstances were identified as an impairment indicator under IFRS 6
and the recoverable amount for the evaluation and exploration assets
was determined to be US$nil due to the significant uncertainty over
whether commercially viable quantities of mineral resources could be
identified at a future date. Accordin%ly an impairment charge of
US$357 million was recorded in 2017 to fully write-off the mineral
interests recognised on acquisition.

In 2015, a pre-tax impairment charge of US$116 million to fully write-off
goodwill and a pre-tax impairment charge of US$113 million to
exploration and evaluation intangible assets was recognised in relation to
the Roughrider deposit. The recoverable amount for Roughrider was
determined by reference to a fair value less cost of disposal (FVLCD)
model in line with the accounting policy set out in note 1(i).

Réssing, Namibia
An impairment indicator was identified at the Réssing Uranium cash-
enerating unit as a result of structural changes in the forecast prices
or uranium due to oversupply in the market. In assessing the
recoverable amount of the assets, it was determined that the
property, plant and equipment and certain other non-current assets
were fully impaired resulting in a pre-tax impairment charge of
US$267 million.

Simandou, Guinea

In 2015, a pre-tax impairment charge of US$1,655 million to exploration
and evaluation intangible assets and a pre-tax impairment charge of
US$194 million to property, plant and equipment were recognised to fully
write-down the long-term assets of the Simandou project. In addition a
pre-tax charge of US$7 million was recognised in relation to inventories
and a pre-tax charge of US$183 million was also recognised as a financial
liability for contractual arrangements. This liability was settled during
2017 by the Group’s subsidiary Simfer Jersey Limited from the proceeds
of a share issue. The non-controlling interest component of this
transaction (US$91 million) has been accounted for as an impairment
reversal consistent with the original accounting treatment.

In 201){5, a pre-tax write-down to property, plant and equipment and
intangible assets of US$260 million to fully write off these long-term
assets was recognised. Deferred tax assets of US$123 million were
also fully written off.

Copper & Diamonds

Argyle Diamond Mine, Australia

In 2016, an impairment trigger assessment at the Argyle cash-
generating unit resulted in the identification of impairment indicators
as a result of lower production volumes compared with forecast and
lower prices achieved for bulk diamonds. The recoverable amount for
Argyle was determined to be US$191 million, resulting in a pre-tax
impairment charge of US$241 million to property, plant and
equipment and intangible assets.

In 2017, an impairment trigger assessment at the Argyle cash-
generating unit resulted in the identification of impairment indicators
because of lower production volumes compared with forecast, a
smaller than expected contribution from productivity improvements
and lower realised prices. In assessing the recoverable amount of the
assets, it was determined that the property, plant and equipment,
including an updated closure asset, was fully impaired resulting in a
pre-tax impairment charge of US$172 million. The impairment charge
resulted in the recognition of deferred tax assets of US$34 million;
these will be recovered by other business units in the same tax group.

Molybdenum Autoclave Process, US

In 2015, previously estimated net disposal proceeds for the
Molybdenum Autoclave Process project were reduced resulting in a
pre-tax impairment of US$17 million recorded against property, plant
and equipment.

Aluminium

Other

In 2015, a pre-tax impairment charge of US$147 million was recorded
in relation to the Carbone Savoie cash-generating unit and US$32
million was recorded in relation to other aluminium businesses which
were subsequently disposed of.
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7 Share of profit after tax of equity accounted units

d1s

2017 2016 2015 5
US$m Us$m Us$m e
Sales revenue: Rio Tinto share @ 1,960 1,727 2,149 h
Operating costs (1,400) (1,237) (1,609) 3
Profit before finance items and taxation 560 490 540 3
Finance items 47) (33) (37)
Share of profit after tax of equity accounted units 17 20 35
Profit before taxation 530 477 538
Taxation (191) (156) 77)
Profit for the year (Rio Tinto share) 339 321 361
(a) Sales revenue of equity accounted units includes sales by equity accounted units to Group subsidiaries.
Further information relating to the Group’s interests in joint ventures and associates is given in notes 35 and 36. 0
8 Finance income and finance costs 5
2017 2016 2015 =
Note US$m US$m US$m e
Finance income from equity accounted units (Rio Tinto share) 4 6 8 3
Other finance income (including bank deposits and other financial assets) 137 83 44 &
Total finance income 141 89 52
Interest on:
- Financial liabilities at amortised cost and associated derivatives (819) (895) (972)
- Finance leases 3) 3) (4)
Fair value movements:
- Bonds designated as hedged items in fair value hedges 28 89 17)
- Derivatives designated as hedging instruments in fair value hedges (22) (89) 1)
Loss on early redemption of bonds @ (256) (324) -
Amounts capitalised 14 224 111 254
Total finance costs (848) (1,111) (750)

(a) In2017, loss on early redemption of bonds includes a premium charge of US$238 million; unamortised debt issuance costs and fees of US$14 million and the write-off of the fair value
hedge adjustment of US$4 million (see note 30).
In 2016, loss on early redemption of bonds included a premium charge of US$441 million; unamortised debt issuance costs and fees of US$42 million partially offset by the write-off of fair
value hedge adjustments of US$159 million (see note 30).
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Notes to the 2017 financial statements

continued
9 Taxation
2017 2016 2015
Note US$m US$m US$m
Taxation charge
— Current 3,270 2,115 1,132
- Deferred 17 695 (548) (139)
3,965 1,567 993
2017 2016 2015
Prima facie tax reconciliation US$m US$m US$m
Profit/(loss) before taxation 12,816 6,343 (726)
Deduct: share of profit after tax of equity accounted units (339) (321) (361)
Parent companies' and subsidiaries' profit/(loss) before tax 12,477 6,022 (1,087)
quna facie tax payable/(receivable) at UK rate of 19 per cent (2016: 20 per cent; 2.371 1204 217)
5: 20 per cent)
Higher rate of taxation on Australian underlying earnings 1,069 604 506
Impact of items excluded in arriving at underlying earnings @:
- Impairment charges net of reversals 10 16) 615
— Gains and losses on disposal of businesses (123) 30 11)
— Exchange and gains/losses on derivatives (48) (33) 481
— Onerous port and rail contracts - (46) -
— Closure provision for legacy operations - (40) -
— Tax provision ® - 380 -
- Adjustment to deferred tax assets relating to expected divestments © 202 - (250)
- Changes in corporate tax rates in the US and France @ 439 - -
— Other exclusions 14 (48) a7)
Impact of changes in tax rates and laws 21 9) 3)
Other tax rates applicable outside the UK and Australia on underlying earnings (92) (283) (68)
Resource depletion and other depreciation allowances (33) 15) (15)
Research, development and other investment allowances (13) 15) (21)
Recognition of previously unrecognised deferred tax assets (40) (154) (40)
Write-down of previously recognised deferred tax assets © 160 - -
Unrecognised current year operating losses 26 25 45
Other items ® 2 17) (12)
Total taxation charge @ 3,965 1,567 993

(a) The impact for each item includes the effect of tax rates applicable outside the UK.

(b) Tax provision includes amounts provided for specific tax matters for which the timing of resolution and potential economic outflow are uncertain. During 2016 provision was made in
relation to matters under discussion with the Australian Taxation Office (ATO) in relation to the transfer pricing of certain transactions between Rio Tinto entities based in Australia and

the Group’s commercial centre in Singapore for the period since 2009.

(c) Deferred tax assets have been derecognised as a result of revised profit forecasts in France due to expected divestments.
(d) Deferred tax assets have been re-measured to reflect lower corporate income tax rates in the US and France as a result of tax legislation changes substantively enacted in December

2017.

(e) The write-down of previously recognised deferred tax assets in 2017 primarily relates to a reduction in recognised deferred tax assets on brought forward losses in Grasberg.

(f) Other items include various adjustments to provisions for taxation of prior periods.

(g) This tax reconciliation relates to the Group’s parent companies, subsidiaries and joint operations. The Group’s share of profit of equity accounted units is net of tax charges of US$191

million (2016: US$156 million; 2015: US$177 million).

2017 2016 2015
Total Total Total
US$m US$m US$m
Tax (charge)/credit on actuarial gains and losses on post-retirement benefit plans (12) 29 (175)
Adjustments to deferred tax on post-retirement benefit plans due to changes in (140) ) )
corporate tax rates in the US and France
Other (1) 4 3)
Tax relating to components of other comprehensive income/(loss) for the year @ (153) 33 (178)

(a) This comprises a deferred tax charge of US$153 million (2016: credit of US$33 million; 2015: charge of US$174 million) and a current tax charge of US$nil (2016: US$nil; 2015: charge of
US$4 million), plus a share of tax on other comprehensive income of equity accounted units shown separately (see note 17).
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10 Earnings/(loss) per ordinary share

2017 2016
Weighted Weighted
average 2017 average 2016
2017 number of Per share 2016 number of Per share
Earnings shares amount Earnings shares amount
US$m (millions) (cents) US$m (millions) (cents)
Basic earnings per share attributable to ordinary
shareholders of Rio Tinto @ 8,762 1,786.7 490.4 4,617 1,797.3 256.9
Diluted earnings per share attributable to ordinary
shareholders of Rio Tinto ® 8,762 1,799.5 486.9 4,617 1,808.6 255.3
2015
Weighted
average 2015
2015 number of Per share
Loss shares amount
US$m (millions) (cents)
Basic loss per share attributable to ordinary
shareholders of Rio Tinto @ (866) 1,824.7 (47.5)
Diluted loss per share attributable to ordinary
shareholders of Rio Tinto ® (866) 1,824.7 (47.5)

(a) The weighted average number of shares is calculated as the average number of Rio Tinto plc shares outstanding not held as treasury shares of 1,364.5 million (2016: 1,373.7 million;
2015: 1,398.1 million) plus the average number of Rio Tinto Limited shares outstanding of 422.3 million (2016: 423.6 million; 2015: 426.6 million) over the relevant period. No Rio Tinto

Limited ordinary shares were held by Rio Tinto plc in any of the periods presented.

(b) For the purposes of calculating diluted earnings per share, the effect of dilutive securities of 12.8 million shares in 2017 and 11.3 million shares in 2016 is added to the weighted average
number of shares described in (a) above. This effect is calculated under the treasury stock method. In accordance with IAS 33 “Earnings per share”, for the purposes of calculating diluted
loss per share, the effect of potentially dilutive securities has not been taken into account for the year ended 31 December 2015. The Group’s only potential dilutive ordinary shares are

share options for which terms and conditions are described in note 43.

11 Dividends

2017 2016 2015

US$m US$m US$m

Rio Tinto plc previous year final dividend paid 1,725 1,443 1,642

Rio Tinto plc interim dividend paid 1,530 604 1,476

Rio Tinto Limited previous year final dividend paid 523 473 520

Rio Tinto Limited interim dividend paid 472 205 438

Dividends paid during the year 4,250 2,725 4,076
Dividends per share: paid during the year 235.0c 152.5¢ 226.5¢
Dividends per share: proposed in the announcement of the results for the year 180.0c 125.0c 107.5¢

Dividends Dividends Dividends

per share per share per share

2017 2016 2015
Rio Tinto plc previous year final (pence) 100.56p 74.21p 77.98p
Rio Tinto plc interim (pence) 83.13p 33.80p 68.92p
Rio Tinto Limited previous year final - fully franked at 30% (Australian cents) 163.62c 151.89¢ 152.98¢
Rio Tinto Limited interim — fully franked at 30% (Australian cents) 137.72c 59.13c 144.91c

Number Number Number

of shares of shares of shares

2017 2016 2015

(millions) (millions) (millions)

Rio Tinto plc previous year final 1,374.6 1,373.9 1,412.7

Rio Tinto plc interim 1,366.1 1,374.4 1,395.2

Rio Tinto Limited previous year final 424.0 4235 435.0

Rio Tinto Limited interim 424.0 424.0 423.7

The dividends paid in 2017 are based on the following US cents per
share amounts: 2016 final — 125.0 cents, 2017 interim — 110.0 cents
(2016 dividends paid: 2015 final = 107.5 cents, 2016 interim — 45.0
cents; 2015 dividends paid: 2014 final — 119.0 cents, 2015 interim —
107.5 cents).

The number of shares on which Rio Tinto plc dividends are based excludes
those held as treasury shares and those held by employee share trusts
which waived the right to dividends. Employee share trusts waived
dividends on 277,946 Rio Tinto plc ordinary shares and 22,021 American
Depository Receipts (ADRs) for the 2016 final dividend and on 173,297
Rio Tinto plc ordinary shares and 24,377 ADRs for the 2017 interim
dividend (2016: 428,529 Rio Tinto plc ordinary shares and 13,881 ADRs

for the 2015 final dividend and on 217,661 Rio Tinto plc ordinary shares
and 31,604 ADRs for the 2016 interim dividend; 2015: 342,902 Rio Tinto
plc ordinary shares and 24,582 ADRs for the 2014 final dividend and on
237,266 Rio Tinto plc ordinary shares and 27,050 ADRs for the 2015
interim dividend). In 2017, 2016 and 2015, no Rio Tinto Limited shares
were held by Rio Tinto plc.
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Notes to the 2017 financial statements
continued

11 Dividends continued

The number of shares on which Rio Tinto Limited dividends are based
excludes those held by shareholders who have waived the rights to
dividends. Employee share trusts waived dividends on 214,278 Rio Tinto
Limited ordinary shares for the 2016 final dividend and on 274,899
shares for the 2017 interim dividend (2016: 681,818 shares for the

2015 final dividend and on 152,834 shares for the 2016 interim
dividend; 2015: 727,676 shares for the 2014 final dividend and on
474,665 shares for the 2015 interim dividend).

In addition, the directors of Rio Tinto announced a final dividend of 180
cents per share on 7 February 2018. This is expected to result in
payments of US$3,158 million (Rio Tinto plc: US$2,416 million, Rio Tinto
Limited US$742 million). The dividends will be paid on 12 April 2018

12 Goodwill

to Rio Tinto plc and Rio Tinto Limited shareholders on the register at the
close of business on 2 March 2018.

The proposed Rio Tinto Limited dividends will be franked out of
existing franking credits or out of franking credits arising from the
payment of income tax during 2018.

The approximate amount of the Rio Tinto Limited consolidated tax
group’s retained profits and reserves that could be distributed as
dividends and franked out of available credits that arose from net
payments of income tax in respect of periods up to 31 December 2017
(after deducting franking credits expected to be utilised on the 2017
final dividend declared) is US$8,542 million.

2017 2016
US$m US$m
Net book value
At 1 January 951 892
Adjustment on currency translation 86 59
At 31 December 1,037 951
- cost 17,942 17,144
—accumulated impairment (16,905) (16,193)
At 1 January
- cost 17,144 17,120
—accumulated impairment (16,193) (16,228)
At 31 December, goodwill has been allocated as follows:
2017 2016
US$m US$m
Net book value
Richards Bay Minerals 552 502
Pilbara 389 360
Dampier Salt 96 89
1,037 951

Impairment tests for goodwill

Richards Bay Minerals

Richards Bay Minerals’ annual impairment review resulted in no
impairment charge for 2017 (2016: no impairment charge). The
recoverable amount has been assessed by reference to FVLCD, in line
with the policy set out in note 1(i) and classified as level 3 under the
fair value hierarchy. FVLCD was determined by estimating cash flows
until the end of the life-of-mine plan including anticipated expansions.
In arriving at FVLCD, a post-tax discount rate of 8.7 per cent (2016:
9.0 per cent) has been applied to the post-tax cash flows expressed in
real terms.

The key assumptions to which the calculation of FVLCD for Richards
Bay Minerals is most sensitive and the corresponding decrease in
FVLCD are set out below:

US$ million
5% decrease in the titanium slag price 165
1% increase in the discount rate applied to post-tax 226
cash flows
10% strengthening of the South African rand 603

Other assumptions include the long-term pig iron and zircon prices
and operating costs. Future selling prices and operating costs have
been estimated in line with the policy set out in note 1(i). The
recoverable amount of the cash-generating unit exceeds the carrying
value for each of these sensitivities applied in isolation.

Pilbara

The annual impairment review of the Pilbara cash-generating unit has
been assessed by reference to FVLCD using discounted cash flows,
which is in line with the policy set out in note 1(i) and is classified as
level 3 under the fair value hierarchy. In arriving at FVLCD, a post-tax
discount rate of 6.7 per cent (2016: 7.0 per cent) has been applied to
the post-tax cash flows expressed in real terms. The recoverable
amount was determined to be significantly in excess of carrying value,
and there are not considered to be any reasonably possible changes in
key assumptions that would cause the remaining goodwill to be
impaired.
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13 Intangible assets

Trademarks, Contract
Exploration patented and based Other
and non-patented intangible intangible
evaluation ® technology assets ® assets Total
Year ended 31 December 2017 US$m US$m US$m US$m US$m
Net book value
At 1 January 2017 711 78 2,103 387 3,279
Adjustment on currency translation 27 10 150 29 216
Expenditure during the year 57 - - 65 122
Amortisation for the year © - (13) (67) 97) (177)
Impairment charges @ (357) - - - (357)
Disposals, transfers and other movements (© (45) - 2 79 36
At 31 December 2017 393 75 2,188 463 3,119
- cost 2,658 224 3,438 1,537 7,857
- accumulated amortisation and impairment (2,265) (149) (1,250) (1,074) (4,738)
Trademarks, Contract
Exploration patented and based Other
and non-patented intangible intangible
evaluation® technology assets ® assets Total
Year ended 31 December 2016 US$m US$m US$m US$m US$m
Net book value
At 1 January 2016 706 94 2,138 398 3,336
Adjustment on currency translation 14 (3) 47 - 58
Expenditure during the year 8 - - 23 31
Amortisation for the year © - (13) (87) 127) (227)
Impairment charges @ - - - M) )
Disposals, transfers and other movements 17) - 5 94 82
At 31 December 2016 711 78 2,103 387 3,279
- cost 2,588 199 3,897 1,329 8,013
—accumulated amortisation and impairment (1,877) (121) (1,794) (942) (4,734)

(a) Exploration and evaluation assets’ useful lives are not determined until transferred to property, plant and equipment.

(b) The Group benefits from certain intangible assets acquired with Alcan, including power supply contracts, customer contracts and water rights. The water rights are expected to contribute
to the efficiency and cost effectiveness of operations for the foreseeable future: accordingly, these rights are considered to have indefinite lives and are not subject to amortisation but are
tested annually for impairment. These water rights constitute the majority of the amounts in “Contract based intangible assets”.

The remaining carrying value of the water rights (US$1,824 million) as at 31 December 2017 relates wholly to the Quebec smelters cash-generating unit. The Quebec smelters cash-
generating unit was tested for impairment by reference to FVLCD using discounted cash flows, which is in line with the policy set out in note 1(i). The recoverable amount of the Quebec
smelters is classified as level 3 under the fair value hierarchy. In arriving at FVLCD, post-tax cash flows expressed in real terms have been estimated over the expected useful economic
lives of the underlying smelting assets and discounted using a real post-tax discount rate of 6.7 per cent (2016: 7.0 per cent).

The recoverable amounts were determined to be significantly in excess of carrying value, and there are no reasonably possible changes in key assumptions that would cause the remaining
water rights to be impaired.

(c) Finite life intangible assets are amortised over their useful economic lives on a straight-line or units of production basis, as appropriate. Where amortisation is calculated on a straight-line
basis, the following useful lives have been determined:

Trademarks, patented and non-patented technology
Trademarks: 14 to 20 years
Patented and non-patented technology: ten to 20 years

Contract-based intangible assets
Power contracts / water rights: two to 45 years
Other purchase and customer contracts: five to 15 years

Other intangible assets
Internally generated intangible assets and computer software: two to five years
Other intangible assets: two to 20 years

(d) Impairment charges in 2017 relate to the full write-off of the Roughrider deposit in Canada (see note 6). Impairment charges in 2016 related to the full write-off of the intangible assets of
the Argyle cash-generating unit (see note 6).

(e) Disposals, transfers and other movements for Exploration and Evaluation includes US$34 million transferred to Mining Property in relation to the Kemano tunnel project following approval
of the project. Disposals, transfers and other movements for exploration and evaluation in 2016 included the disposal of the Mount Pleasant thermal coal project in New South Wales,
Australia.
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Notes to the 2017 financial statements
continued

13 Intangible assets continued

Exploration and evaluation expenditure

The charge for the year and the net amount of intangible assets capitalised during the year are as follows:

2017 2016 2015
US$m US$m US$m
Net expenditure in the year (net of proceeds of US$3
million (2016: US$208 million; 2015: US$nil) on
disposal of undeveloped projects) (493) (284) (705)
Non-cash movements and non-cash proceeds on
disposal of undeveloped projects (24) (177) (15)
Amount capitalised during the year 57 8 152
Net charge for the year (460) (453) (568)
Reconciliation to income statement
Exploration and evaluation costs (445) (497) (576)
Profit relating to interests in undeveloped projects (15) 44 8
Net charge for the year (460) (453) (568)

At 31 December 2017, a total of US$420 million had been capitalised related to projects which had not yet been approved to proceed. This

comprised evaluation costs of US$393 million included above and US$27 million of early works expenditure within property, plant and

equipment (31 December 2016: a total of US$726 million had been capitalised comprising: evaluation costs of US$711 million included above

and US$15 million of early works expenditure within property, plant and equipment).
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14 Property, plant and equipment

Mining Land Plant Capital
properties and and works in
and leases @ buildings ® equipment progress Total
Year ended 31 December 2017 Note US$m US$m US$m US$m US$m
Net book value
At 1 January 2017 10,848 7,316 35,706 4,985 58,855
Adjustment on currency translation © 495 461 2,242 183 3,381
Adjustments to capitalised closure costs 26 710 - - - 710
Interest capitalised @ 8 = = - 224 224
Additions 230 41 646 3,834 4,751
Depreciation for the year @ ® (673) (403) (3,122) - (4,198)
Impairment charges, net of reversals ® (304) (2) (128) (1) (435)
Disposals - (57) (40) (26) (123)
Subsidiaries no longer consolidated @ (211) (95) (417) (26) (749)
Transfers and other movements ™ 393 115 1,398 (2,229) (323)
At 31 December 2017 11,488 7,376 36,285 6,944 62,093
- cost 24,691 12,029 71,903 7,266 115,889
—accumulated depreciation and
impairment (13,203) (4,653) (35,618) (322) (53,796)
Non-cu‘rrent assets held under finance ; ; 37 ; 37
leases ®
Non-current assets pledged as security @ 3,307 410 5,308 3,278 12,303
Mining Land Plant Capital
properties and and works in
and leases @ buildings ® equipment progress Total -
Year ended 31 December 2016 Note Us$m Us$m US$m Us$m US$m >
Net book value =
At 1 January 2016 11,146 7,571 37,900 4,440 61,057 E
Adjustment on currency translation 137 62 138 16 353 "
Adjustments to capitalised closure costs 26 (123) - - - (123) i’:
Interest capitalised @ 8 - - - 111 111 ]
Additions 237 47 537 2,307 3,128 T
Depreciation for the year @ © (760) (429) (3,378) - (4,567) &
Impairment charges, net of reversals (130) - (112) 6) (248)
Disposals 3) (169) (86) - (258)
Subsidiaries no longer consolidated (40) (88) (217) (14) (359)
Transfers and other movements 384 322 924 (1,869) (239)
At 31 December 2016 10,848 7,316 35,706 4,985 58,855
- cost 22,989 11,444 68,030 5,374 107,837
—accumulated depreciation and
impairment (12,141) (4,128) (32,324) (389) (48,982)
Non-current assets held under finance
leases @ - - 38 - 38
Non-current assets pledged as security @ 3,310 423 5,332 2,104 11,169

(a) At 31 December 2017, the net book value of capitalised production phase stripping costs totalled US$1,815 million, with US$1,374 million within Property, plant and equipment and a
further US$441 million within Investments in equity accounted units (2016 total of US$1,967 million with US$1,511 million in Property, plant and equipment and a further US$456 million
within Investments in equity accounted units). During the year capitalisation of US$327 million was partly offset by depreciation of US$299 million (including amounts recorded within
equity accounted units). Depreciation of deferred stripping costs in respect of subsidiaries of US$194 million (2016: US$203 million; 2015: US$173 million) is included within “Depreciation
for the year”.

(b) At 31 December 2017, the net book value amount for land and buildings includes freehold US$7,294 million (2016: US$7,276 million) and long leasehold US$82 million (2016: US$40
million).

(c) Adjustment on currency translation represents the impact of exchange differences arising on the translation of the assets of entities with functional currencies other than the US dollar,

recognised directly in the currency translation reserve. The adjustment in 2017 arose from the weakening of the US dollar against other currencies.

Interest is capitalised at a rate based on the Group or relevant subsidiary’s cost of borrowing or at the rate on project specific debt, where applicable. The Group’s average borrowing rate

used for capitalisation of interest is 4.45 per cent (2016: 4.2 per cent).

(e) Assets within operations for which production is not expected to fluctuate significantly from one year to another or which have a physical life shorter than the related mine are depreciated
on a straight-line basis as follows:

Land and buildings

Land: not depreciated

Buildings: five to 50 years

Plant and equipment

Other plant and equipment: three to 50 years
Power assets: 25 to 50 years

Capital work in progress: not depreciated

(f) During 2017, impairment charges primarily related to Arygle Diamonds and Réssing Uranium (see note 6). During 2016, impairment charges primarily related to Argyle Diamonds.

(g) During 2017, “Subsidiaries no longer consolidated” relates primarily to the disposal of Coal & Allied Industries Limited which completed on 1 September 2017 (see note 37).

(h) “Transfers and other movements” includes reclassifications between categories, including transfers to assets of disposal groups held for sale.

(i) The finance leases under which these assets are held are disclosed in note 23.

(j) Excludes assets held under finance leases. Non-current assets pledged as security represent amounts pledged as collateral against US$4,677 million (2016: US$4,783 million) of loans,
which are included in note 22.

(d
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Notes to the 2017 financial statements
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15 Investments in equity accounted units

2017 2016
Summary balance sheet (Rio Tinto share) US$m US$m
Rio Tinto's share of assets
— Non-current assets 5,913 6,686
— Current assets 990 832
6,903 7,518
Rio Tinto's share of liabilities
— Current liabilities (654) (612)
— Non-current liabilities (1,763) (1,887)
(2,417) (2,499)
Rio Tinto's share of net assets 4,486 5,019

Further details of investments in equity accounted units are set out in notes 35 and 36.
At 31 December 2017 and 2016, the Group had no investments in equity accounted units with shares listed on recognised stock exchanges.

At 31 December 2017, net debt of equity accounted units, excluding amounts due to Rio Tinto, was US$1,244 million (2016: US$1,338 million).

16 Inventories

2017 2016
US$m US$m
Raw materials and purchased components 648 470
Consumable stores 875 840
Work in progress 1,082 970
Finished goods and goods for resale 1,027 800
3,632 3,080

Comprising:
Expected to be used within one year 3,472 2,937
Expected to be used after more than one year 160 143
3,632 3,080

During 2017, the Group recognised a net inventory write-back of US$7 million. This comprised a US$81 million write-back of amounts
previously written down due to an increase in realisable values, offset by inventory write offs of US$74 million. In 2016, inventory write-downs,
net of reversals, amounted to US$51 million and in 2015 US$192 million.

At 31 December 2017, US$611 million (2016: US$564 million) of inventories were pledged as security for liabilities.

17 Deferred taxation

2017 2016

US$m US$m
At 1 January - deferred tax asset (607) (23)
Adjustment on currency translation 53 58
Charged/(credited) to the income statement 695 (548)
Charged/(credited) to statement of comprehensive income @ 153 (33)
Disposals - 8)
Other movements ® (61) (53)
At 31 December - deferred tax liability/(asset) 233 (607)
Comprising:
- deferred tax liabilities ()@ 3,628 3,121
- deferred tax assets © @ ® (3,395) (3,728)
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Deferred tax balances for which there is a right of offset within the same tax jurisdiction are presented net on the face of the balance sheet as
permitted by IAS 12. The closing deferred tax liabilities and assets, prior to this offsetting of balances, are shown below. b=

¢

Total Total Z
2017 2016 -
US$m US$m a
Deferred tax liabilities arising from: 2
Capital allowances 5,208 4,937
Unremitted earnings 588 659
Capitalised interest 391 403
Unrealised exchange gains 31 40
Other temporary differences 222 301
6,440 6,340
Deferred tax assets arising from:
Tax losses © (2,282) (2,246)
Provisions (1,731) (2,040) 0
Capital allowances (579) (883) >
Post-retirement benefits (616) (888) S
Unrealised exchange losses (317) (342) S
Other temporary differences (682) (548) S

(6,207) (6,947)

Charged/(credited) to the income statement

Unrealised exchange losses 36 156
Tax losses 12 (122)
Provisions 451 (279)
Capital allowances 278 (441)
Tax on unremitted earnings 4 6)
Post-retirement benefits 149 6)
Other temporary differences (235) 150
695 (548)

(a) The amounts charged directly to the Statement of comprehensive income include provisions for tax on exchange differences on intragroup loans qualifying for reporting as part of the net
investment in subsidiaries, on cash flow hedges and on actuarial gains and losses on pension schemes and on post-retirement healthcare plans.

(b) “Other movements” include deferred tax relating to tax payable recognised by subsidiary holding companies on the profits of the equity accounted units to which it relates and, in 2016,
amounts credited directly to the statement of changes in equity relating to the restructure of Coal & Allied Industries Limited.

(c) The deferred tax liability of US$3,628 million (2016: US$3,121 million) includes US$3,615 million (2016: US$3,109 million) due in more than one year. The deferred tax asset of US$3,395

million (2016: US$3,728 million) includes US$3,386 million (2016: US$3,721 million) receivable in more than one year. All amounts are shown as non-current on the face of the balance

sheet as required by IAS 12.

Deferred tax is not recognised on the unremitted earnings of subsidiaries and joint ventures totalling US$3,242 million (2016: US$2,523 million) where the Group is able to control the

timing of the remittance and it is probable that there will be no remittance in the foreseeable future. If these earnings were remitted, tax of US$131 million (2016: US$125 million) would

be payable.

(e) Thereis a limited time period, the shortest of which is six years, for the recovery of US$1,679 million (2016: US$1,309 million) of tax losses and other tax assets which have been
recognised as deferred tax assets in the financial statements.

(f) Recognised and unrecognised deferred tax assets are shown in the table below and totalled US$7,071 million at 31 December 2017 (2016: US$7,170 million). Of this total, US$3,395
million has been recognised as deferred tax assets (2016: US$3,728 million), leaving US$3,676 million (2016: US$3,442 million) unrecognised, as recovery is not considered probable.
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Notes to the 2017 financial statements
continued

17 Deferred taxation continued

The recognised amounts do not include deferred tax assets that have been netted off against deferred tax liabilities.

Recognised Unrecognised

2017 2016 2017 2016
At 31 December US$m US$m US$m US$m
France - 330 1,163 1,077
Canada 546 470 674 707
us 877 1,239 7 6
Australia 1,055 1,072 257 446
Mongolia ® 631 441 61 -
Other ® 286 176 1,514 1,206
Total 3,395 3,728 3,676 3,442

(a) Deferred tax assets in Mongolia include US$432 million (2016: US$365 million) from tax losses that expire if not recovered against taxable profits within eight years. Tax losses have been
calculated in accordance with the provisions of the Oyu Tolgoi Investment Agreement and Mongolian laws. Recovery of the recognised deferred tax assets is expected to commence from
2023 based on projected cash flows in the latest life-of-mine plan, which includes delivery of the underground project. Tax law in Mongolia and its interpretation by the tax authority has
been, and is expected to continue to be, subject to change. Such future changes could have a material impact on the amount and period of recovery of these deferred tax assets.

(b) US$777 million (2016: US$964 million) of the unrecognised assets relate to realised or unrealised capital losses, the recovery of which depends on the existence of capital gains in future
years. There is a time limit, the shortest of which is one year, for the recovery of US$250 million of the unrecognised assets (2016: US$105 million).

18 Trade and other receivables

Non-current Current Total  Non-current Current Total

2017 2017 2017 2016 2016 2016

US$m US$m US$m US$m US$m US$m

Trade receivables @ 1 2,314 2,315 - 2,283 2,283
Other receivables 526 820 1,346 347 880 1,227
Prepayment of tolling charges to jointly controlled entities ® 269 - 269 267 - 267
Pension surpluses (note 44) 871 - 871 625 - 625
Amounts due from equity accounted units - 30 30 - 31 31
Other prepayments 57 279 336 103 266 369
1,724 3,443 5,167 1,342 3,460 4,802

(a) At 31 December 2017, trade and other receivables are stated net of provisions for doubtful debts of US$55 million (2016: US$66 million). Amounts of US$38 million were impaired during
the year, and US$11 million of unused provision reversed.
(b) These prepayments will be charged to Group operating costs as processing takes place.

There is no material element of trade and other receivables that is interest-bearing.

The fair value of current trade and other receivables and the majority of amounts classified as non-current trade and other receivables
approximates to their carrying value.

As of 31 December 2017, trade receivables of US$145 million (2016: US$230 million) were past due but not impaired. The ageing of these
receivables is as follows:

2017 2016

US$m US$m

less than 30 days overdue 122 196
between 30 and 60 days overdue 3 4
between 60 and 90 days overdue 17 7
more than 90 days overdue 3 23
145 230

These relate to a number of customers for whom there is no recent history of default.

With respect to trade and other receivables that are neither impaired nor past due, there are no indications as of the reporting date that the
debtors will not meet their payment obligations.
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19 Assets and liabilities held for sale

As at 31 December 2017, assets and liabilities held for sale includes Rio Tinto's interest in the Dunkerque aluminium smelter (US$355 million)

and certain other separate assets.

At 31 December 2016, assets and liabilities held for sale included Blair Athol and certain other separate assets.

20 Other financial assets (including non-quasi equity loans to equity accounted units)

Non-current Current Total  Non-current Current Total

2017 2017 2017 2016 2016 2016

US$m US$m US$m US$m US$m US$m

Derivative financial instruments 238 29 267 508 24 532
Equity shares and quoted funds 45 91 136 73 83 156
Other investments, including loans @ 188 964 1,152 202 252 454
Loans to equity accounted units 39 - 39 39 - 39
510 1,084 1,594 822 359 1,181

(a) Current “Other investments, including loans” comprise US$958 million (2016: US$250 million) of highly liquid financial assets held in managed investment funds classified as held for

trading.
Detailed information relating to other financial assets is given in note 30.

21 Cash and cash equivalents

2017 2016

Note US$m US$m

Cash at bank and in hand 1,035 956

Money market funds and other cash equivalents 9,515 7,245

Balance per Group balance sheet 10,550 8,201
Bank overdrafts repayable on demand (unsecured) 22 3) (12)

Balance per Group cash flow statement 10,547 8,189

Cash and cash equivalents of US$290 million (2016: US$358 million)
are held in countries where there are restrictions on remittances. Of
this balance, US$158 million (2016: US$252 million) could be used to
repay subsidiaries’ third-party borrowings.

There are also restrictions on a further US$1,089 million (2016:
US$1,051 million) of cash and cash equivalents, the majority of which

is held by partially owned subsidiaries and is not available for use in
the wider Group due to legal and contractual restrictions currently in
place. Of this balance US$703 million (2016: US$766 million) could be
used to repay subsidiaries’ third-party borrowings.
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Notes to the 2017 financial statements
continued

22 Borrowings and other financial liabilities

cull'\:::; Current Total curNrZEE Current Total

2017 2017 2017 2016 2016 2016

Borrowings at 31 December Note US$m US$m US$m US$m US$m US$m
Rio Tinto Finance (USA) Limited Bonds 9.0% 2019 @) - - - 1,235 - 1,235
Rio Tinto Finance (USA) Limited Bonds 3.5% 2020 - - - 464 - 464
Rio Tinto Finance plc Euro Bonds 2.0% due 2020 @) ® 921 - 921 817 - 817
Rio Tinto Finance (USA) Limited Bonds 4.125% 2021 @ 428 - 428 573 - 573
Rio Tinto Finance (USA) Limited Bonds 3.750% 2021 @ 347 - 347 621 - 621
Rio Tinto Finance (USA) plc Bonds 3.5% 2022 @ 227 - 227 459 - 459
Rio Tinto Finance (USA) plc Bonds 2.875% 2022 (@) 377 - 377 509 - 509
Rio Tinto Finance plc Euro Bonds 2.875% due 2024 @ () 644 - 644 577 - 577
Rio Tinto Finance (USA) Limited Bonds 3.75% 2025 @ 1,192 - 1,192 1,195 - 1,195
Rio Tinto Finance (USA) Limited Bonds 7.125% 2028 @ 965 - 965 980 - 980
Alcan Inc. Debentures 7.25% due 2028 105 - 105 105 - 105
Rio Tinto Finance plc Sterling Bonds 4.0% due 2029 @) ®) 669 - 669 609 - 609
Alcan Inc. Debentures 7.25% due 2031 422 - 422 425 - 425
Alcan Inc. Global Notes 6.125% due 2033 740 - 740 741 - 741
Alcan Inc. Global Notes 5.75% due 2035 287 - 287 287 - 287
Rio Tinto Finance (USA) Limited Bonds 5.2% 2040 @ 1,102 - 1,102 1,103 - 1,103
Rio Tinto Finance (USA) plc Bonds 4.75% 2042 @) 467 - 467 466 - 466
Rio Tinto Finance (USA) plc Bonds 4.125% 2042 (@ 691 - 691 690 - 690
Oyu Tolgoi LLC Secured Loan due 2027 © 2,262 - 2,262 2,259 - 2,259
Oyu Tolgoi LLC Secured Loan due 2028 © 255 - 255 247 - 247
Oyu Tolgoi LLC Secured Loan due 2029 © 869 - 869 866 - 866
Oyu Tolgoi LLC Secured Loan due 2030 © 761 - 761 754 - 754
Loans from equity accounting units - 31 31 - 49 49
Other secured loans 451 79 530 530 127 657
Other unsecured loans 393 435 828 377 508 885
Finance leases 23 49 4 53 24 21 45
Bank overdrafts 21 - 3 3 - 12 12
Total borrowings including overdrafts ) 14,624 552 15,176 16,913 717 17,630

(a) These borrowings are subject to the hedging arrangements summarised below. Fair value hedge accounting has been applied except for the Rio Tinto Finance plc Sterling Bonds 4.0% due

2029 which has cash flow hedge accounting applied.

(b) Rio Tinto has a US$10 billion (2016: US$10 billion) European Debt Issuance Programme against which the cumulative amount utilised was US$2.2 billion equivalent at 31 December 2017
(2016: US$1.9 billion). The carrying value of these bonds after hedge accounting adjustments amounted to US$2.2 billion (2016: US$ 2.0 billion) in aggregate.

(c) These borrowings relate to the Oyu Tolgoi LLC project finance facility. The project finance facility provides for interest-only payments for the first five years followed by minimum repayments
according to a stepped amortisation schedule for the remaining life of the facility. The due dates stated represent the final repayment date. Further details are provided in note 30.

(d) The Group’s borrowings of US$15.2 billion (2016: US$17.6 billion) include US$2.7 billion (2016: US$2.8 billion) which relates to subsidiary entity borrowings that are without recourse to
the Group, and US$4.7 billion (2016: US$4.8 billion) which is subject to various financial and general covenants with which the respective borrowers were in compliance as at 31 December

2017.

cu:\:::; Current Total cu:'\:'g?\; Current Total

2017 2017 2017 2016 2016 2016

Other financial liabilities US$m US$m US$m US$m US$m US$m
Derivative financial instruments 481 50 531 517 6 523
Other financial liabilities 43 302 345 40 199 239
Total other financial liabilities 524 352 876 557 205 762
Total borrowings including overdrafts (as above) 14,624 552 15,176 16,913 717 17,630
Total borrowings and other financial liabilities 15,148 904 16,052 17,470 922 18,392

Swap arrangements

At 31 December 2017, US$5.7 billion (2016: US$7.7 billion) US dollar
notional of the fixed rate US dollar borrowings were swapped to
floating US dollar rates and US$1.5 billion (2016: US$1.3 billion) US
dollar notional equivalent of Euro borrowings were fully swapped to
floating US dollar rates.

Hedge accounting has been applied to the full notional of items
marked (a) in the above table except for: US$75 million (2016: US$75
million) of the Rio Tinto Finance (USA) Limited Bonds 7.125% due
2028. This portion is held at amortised cost.

The Rio Tinto Finance plc Sterling Bond 4.0% due 2029 at US$0.7
billion (2016: US$0.6 billion) US dollar notional equivalent of sterling
was fully swapped to US dollar notional and fixed US dollar rates.
Cash flow hedging was applied to the annual interest coupons and
principal of this bond. The hedge was fully effective in 2017 and 2016
financial years.

The fair value of interest rate and cross currency interest rate swaps
at 31 December 2017 was US$99 million (2016: US$108 million)
asset and US$276 million (2016: US$516 million) liability,
respectively. These are included within “Other financial assets” and
“Other financial liabilities” in the balance sheet.

Details of the major interest rate and cross currency interest rate
swaps are shown in note 30.
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23 Capitalised finance leases

2017 2016
Note US$m US$m

Present value of minimum lease payments
Total minimum lease payments 57 45

Effect of discounting (4) -
22 53 45
Payments under capitalised finance leases
Due within 1 year 4 21
Between 1 and 3 years 14 8
Between 3 and 5 years 28 6
More than 5 years 11 10
57 45
24 Consolidated net debt
Financing liabilities ) Other assets
Borrowings Debt-related
(including derivatives
finance (included in
leases) Other financial
excluding assets/ Cash/ Other 2017 2016
Overdrafts @ liabilities)  Overdrafts ® investments©  Netdebt Net debt
Year ended 31 December US$m US$m
Analysis of changes in consolidated net debt
Opening balance (17,618) (408) 8,189 250 (9,587) (13,783)
Foreign exchange adjustment (303) 245 (12) - (70) 90 =
Cash movements excluding exchange movements 2,777 7 2,370 705 5,859 3,915 ,E,
Other non-cash movements (29) (21) - 3 (47) 191 5
>
Closing balance (15,173) (177) 10,547 958 (3,845) (9,587) "
-
=
2017 2016 2015 =
US$m US$m US$m é
Exchange gains/(losses) on US dollar net debt and
intragroup balances
Exchange gains/(losses) on US dollar net debt 554 160 (1,578)
Exchange (losses)/gains on intragroup balances (1,154) 449  (1,961)
Exchange (losses)/gains on settlement of dividends (1) 2 1
(Charged)/credited to income statement (601) 611 (3,538)

(a) Borrowings (including finance leases) at 31 December 2017 differ from total borrowings on the balance sheet as they exclude overdrafts of US$3 million (31 December 2016: US$12 million),
other current financial liabilities of US$352 million (31 December 2016: US$205 million) and other non-current financial liabilities US$524 million (31 December 2016: US$557 million).
Closing cash/overdrafts at 31 December 2017 differ from cash and cash equivalents on the balance sheet as they include overdrafts of US$3 million which have been classified as a
financial liability (31 December 2016: US$12 million).

(c) Other investments comprise US$958 million (2016: US$250 million) of highly liquid financial assets held in managed investment funds classified as held for trading.

(b

Further information relating to the currency and interest rate exposures arising from net debt and related derivatives is given in note 30.

25 Trade and other payables

Non-current Current Total  Non-current Current Total

2017 2017 2017 2016 2016 2016

US$m US$m US$m US$m US$m US$m

Trade payables - 3,255 3,255 - 2,787 2,787

Deferred income 246 246 492 234 197 431

Accruals 13 1,347 1,360 1 973 974

Other payables 352 964 1,316 309 1,072 1,381

Employee entitlements - 734 734 - 720 720

Royalties and mining taxes 4 492 496 3 516 519

Amounts owed to equity accounted units 156 19 175 151 92 243

Government grants deferred 85 4 89 91 4 95

856 7,061 7,917 789 6,361 7,150

The fair value of trade payables and financial instruments within other payables approximates their carrying value.
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26 Provisions (including post-retirement benefits)

Pensions
and Close-down
post- Other and
retirement employee restoration/ Total Total
healthcare @ entitlements ® environmental © Other 2017 2016
Note US$m US$m US$m US$m US$m US$m
At 1 January 3,167 450 8,722 1,455 13,794 13,066
Adjustment on currency translation 200 34 502 110 846 (56)
Adjustments to mining properties 14
- changes in estimate - - 710 - 710 (123)
Charged/(credited) to profit:
- increases to existing and new provisions 233 96 230 238 797 1,630
- unused amounts reversed - (37) 61) (89) (187) (239)
- exchange (gains)/losses on provisions - - (40) (43) (83) 13
— amortisation of discount - - 348 35 383 338
Utilised in year (339) (84) (268) (362) (1,053) (997)
Actuarial losses recognised in equity 121 - - - 121 152
Subsidiaries no longer consolidated @ - (69) (102) (451) (622) (63)
Transfers to assets held for sale (13) 4) (47) - (64) 4)
Transfers and other movements 1 3 an 7 - 77
At 31 December 3,370 389 9,983 900 14,642 13,794
Balance sheet analysis:
Current 84 277 634 280 1,275 1,315
Non-current 3,286 112 9,349 620 13,367 12,479
Total 3,370 389 9,983 900 14,642 13,794

(a) The main assumptions used to determine the provision for pensions and post-retirement healthcare, and other information, including the expected level of future funding payments in

respect of those arrangements, are given in note 44.

(b) The provision for other employee entitlements includes a provision for long service leave of US$292 million (2016: US$317 million), based on the relevant entitlements in certain Group
operations and includes US$24 million (2016: US$59 million) of provision for redundancy and severance payments.

(c) The Group’s policy on close-down and restoration costs is described in note 1(k) and in paragraph (iv) under “Critical accounting policies and estimates” on pages 126 and 129. Close-
down and restoration costs are a normal consequence of mining, and the majority of close-down and restoration expenditure is incurred in the years following closure of the mine, refinery
or smelter. Remaining lives of operations and infrastructure range from one to over 50 years with an average for all sites, weighted by present closure obligation, of around 20 years (2016:
16 years). Although the ultimate cost to be incurred is uncertain, the Group’s businesses estimate their respective costs based on current restoration standards and techniques. Provisions
of US$9,983 million (2016: US$8,722 million) for close-down and restoration costs and environmental clean-up obligations are based on risk-adjusted cash flows. These estimates have
been discounted to their present value at a real risk free rate of 2 per cent per annum, based on an estimate of the long-term, risk-free, pre-tax cost of borrowing. If the risk free rate was

decreased by 0.5 per cent then the provision would be US$1,102 million higher.

Non-current provisions for close-down and restoration/environmental expenditure include amounts relating to environmental clean-up of US$336 million (2016: US$366 million) expected
to take place between one and five years from the balance sheet date, and US$839 million (2016: US$727 million) expected to take place later than five years after the balance sheet date.
Close-down and restoration/environmental liabilities at 31 December 2017 have not been adjusted for amounts of US$75 million (2016: US$110 million) relating to insurance recoveries

and other financial assets held for the purposes of meeting these obligations.
(d) “Subsidiaries no longer consolidated” relates primarily to the disposal of Coal & Allied Industries Limited, which completed on 1 September 2017 (see note 37).
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27 Share capital - Rio Tinto plc

2017 2016 2015
Number Number Number 2017 2016 2015
(million) (million) (million) US$m US$m US$m
Issued and fully paid up share capital of 10p each
At 1 January 1,384.520 1,384.487 1,425.378 224 224 230
Ordinary shares issued @ (©) 0.026 0.033 0.022 - - -
Shares purchased and cancelled ® (32.937) - (40.913) (4) - (6)
At 31 December 1,351.609 1,384.520 1,384.487 220 224 224
Shares held by public
At 1 January 1,374.822 1,374.046 1,414.147
Shares reissued from treasury @ 0.147 0.743 0.790
Shares purchased and cancelled ® (32.937) - (40.913)
Ordinary shares issued @ (© 0.026 0.033 0.022
At 31 December 1,342.058 1,374.822  1,374.046
Shares held in treasury 9.551 9.698 10.441
Shares held by public 1,342.058 1,374.822 1,374.046
Total share capital 1,351.609 1,384.520 1,384.487
Other share classes
Special Voting Share of 10p each @ 1 only 1 only 1 only
DLC Dividend Share of 10p each @ 1 only 1 only 1 only
Equalisation Share of 10p each 1 only 1 only 1 only

(a) 26,241 ordinary shares were issued in 2017 under the Global Employee Share Plan (GESP). 147,126 ordinary shares were reissued from treasury during the year resulting from the vesting
of awards and the exercise of options under Rio Tinto plc employee share-based payment plans, with exercise prices and market values between £28.63 and £37.78 per share (2016:
33,210 ordinary shares were issued under the GESP, and 743,380 ordinary shares were reissued from treasury with exercise prices and market values between £16.53 and £32.23 per
share; 2015: 21,709 ordinary shares were issued under the GESP, and 789,887 ordinary shares reissued from treasury with exercise prices and market values between £15.09 and £32.37
per share).

(b) The authority for the Company to buy back its ordinary shares was renewed at the 2017 annual general meeting. 32,937,109 shares were bought back and cancelled in 2017 under the on-
market buy-back programme. No shares were bought back in 2016. 40,912,881 shares were bought back and cancelled in 2015 under the on-market buy-back programme.

(c) The aggregate consideration for new shares issued under the GESP was US$1.0 million (2016: US$0.9 million; 2015: US$0.9 million). The difference between the nominal value and the
issue price of the shares issued was credited to the share premium account. The aggregate consideration received for treasury shares reissued was US$2 million (2016: US$4 million;
2015: US$13 million). No new shares were issued as a result of the exercise of options under Rio Tinto plc employee share-based payment plans in 2017, 2016 and 2015.

(d) The “Special Voting Share” was issued to facilitate the joint voting by shareholders of Rio Tinto plc and Rio Tinto Limited on Joint Decisions, following the DLC Merger. The “DLC Dividend
Share” was issued to facilitate the efficient management of funds within the DLC structure. Directors have the ability to issue an Equalisation Share if that is required under the terms of
the DLC Merger Sharing Agreement.
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During 2017, US$38.9 million of shares and ADRs (2016: US$40.1 million; 2015: US$34.1 million) were purchased by employee share
ownership trusts on behalf of Rio Tinto plc to satisfy future share options and awards as they vest. At 31 December 2017, 835,062 shares and
38,849 ADRs were held in the employee share ownership trusts on behalf of Rio Tinto plc.

Information relating to share options and other share-based incentive schemes is given in note 43.

28 Share capital - Rio Tinto Limited

2017 2016 2015

Number Number Number 2017 2016 2015

(million) (million) (million) US$m US$m US$m
Issued and fully paid up share capital
At 1 January 424.19 424.19 435.76 3,915 3,950 4,535
Adjustment on currency translation 310 (35) (503)
Ordinary shares purchased and cancelled @ ® (11.78) - (11.57) (85) - (82)
At 31 December 412.41 424.19 424.19 4,140 3,915 3,950
- Special Voting Share © 1 only 1 only 1 only
- DLC Dividend Share () 1 only 1 only 1 only
Total share capital 412.41 424.19 424.19

(a) In November 2017, 11,778,064 Rio Tinto Limited ordinary shares were purchased at A$63.67 per share and cancelled under an off-market share buy-back programme carried out pursuant
to the shareholder approval granted at Rio Tinto Limited’s 2017 annual general meeting for off-market and on-market buy-backs of up to 42.4 million Rio Tinto Limited ordinary shares.

(b) InApril 2015, 11,566,308 Rio Tinto Limited ordinary shares were purchased at A$48.44 per share and cancelled under an off-market share buy-back programme carried out pursuant to
the shareholder approval granted at Rio Tinto Limited’s 2015 annual general meeting for off-market and on-market buy-backs of up to 43.5 million Rio Tinto Limited ordinary shares.

(c) The “Special Voting Share” was issued to facilitate the joint voting by shareholders of Rio Tinto Limited and Rio Tinto plc on Joint Decisions following the DLC Merger. The “DLC Dividend
Share” was issued to facilitate the efficient management of funds within the DLC structure. Directors have the ability to issue an Equalisation Share if that is required under the terms of
the DLC Merger Sharing Agreement.

During 2017, US$37.5 million of shares (2016: US$48.5 million; 2015: US$37.0 million) were purchased by employee share ownership trusts on
behalf of Rio Tinto Limited to satisfy future share options and awards as they vest. At 31 December 2017, 757,450 shares were held in the
employee share ownership trusts on behalf of Rio Tinto Limited.

Information relating to share options and other share-based incentive schemes is given in note 43.
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Notes to the 2017 financial statements
continued

29 Other reserves and retained earnings

2017 2016 2015
US$m US$m US$m

Capital redemption reserve @
At 1 January 34 34 28
Own shares purchased and cancelled 4 - 6
At 31 December 38 34 34
Hedging reserves
At 1 January 32 - 12
Parent and subsidiaries' net cash flow hedge fair value gains/(losses) 62 (88) 41)
Parent and subsidiaries' net cash flow hedge (gains)/losses transferred to the income statement (62) 116 32
Tax on the above - 4 3)
At 31 December 32 32 -
Available for sale revaluation reserves
At 1 January (126) (139) (130)
Gains/(losses) on available for sale securities 19 13 (16)
Losses on available for sale securities transferred to the income statement 6 - 7
Tax on the above (1) - -
Transfers and other movements 122 - -
At 31 December 20 (126) (139)
Other reserves ®
At 1 January 11,861 11,735 11,704
Change in equity interest held by Rio Tinto - 108 -
Own shares purchased from Rio Tinto Limited shareholders to satisfy share options (64) (43) (25)
Employee share options: value of services 31 58 58
Deferred tax on share options 10 3 2)
Companies no longer consolidated (124) - -
At 31 December 11,714 11,861 11,735
Foreign currency translation reserve ©
At 1 January (2,585) (2,491) (492)
Parent and subsidiaries currency translation and exchange adjustments 2,942 (204) (1,940)
Equity accounted units currency translation adjustments 34 11 (57)
Currency translation reclassified on disposal 78 99 )
Transfers and other movements 11 - -
At 31 December 480 (2,585) (2,491)
Total other reserves per balance sheet 12,284 9,216 9,139

2017 2016 2015

US$m US$m US$m
Retained earnings ¥
At 1 January 21,631 19,736 26,110
Parent and subsidiaries' profit/(loss) for the year 8,423 4,298 (1,218)
Equity accounted units' profit after tax for the year 339 319 352
Actuarial gains/(losses) © 1 (94) 616
Tax relating to components of other comprehensive income (150) 30 (173)
Total comprehensive income/(loss) for the year 8,613 4,553 (423)
Share buy-back programme (2,312) - (1,946)
Dividends paid (4,250) (2,725) (4,076)
Change in equity interest held by Rio Tinto 43 40 20
Companies no longer consolidated 130 - -
Own shares purchased/treasury shares reissued for share options and other movements (18) (37) (27)
Employee share options and other IFRS 2 charges taken to the income statement 57 64 78
Transfer and other movements (133) - -
At 31 December 23,761 21,631 19,736

(a

The capital redemption reserve was set up to comply with section 733 of the UK Companies Act 2006 (previously section 170 of the UK Companies Act 1985) when shares of a company are
redeemed or purchased wholly out of the company’s profits. Balances reflect the amount by which the Company’s issued share capital is diminished in accordance with this section.

(b) Other reserves includes US$11,936 million which represents the difference between the nominal value and issue price of the shares issued arising from Rio Tinto plc’s rights issue completed in
July 2009. No share premium was recorded in the Rio Tinto plc financial statements through the operation of the merger relief provisions of the UK Companies Act 1985.
Other reserves also include the cumulative amount recognised under IFRS 2 in respect of options granted but not exercised to acquire shares in Rio Tinto Limited, less, where applicable,
the cost of shares purchased to satisfy share options exercised. The cumulative amount recognised under IFRS 2 in respect of options granted but not exercised to acquire shares in Rio

Tinto plc is recorded in retained earnings.

(c

1(d). The cumulative differences relating to an investment are transferred to the income statement when the investment is disposed of.

(d) Retained earnings and movements in reserves of subsidiaries include those arising from the Group’s share of joint operations.
(e) There were no actuarial losses relating to equity accounted units in 2017, 2016 or 2015.

Exchange differences arising on the translation of the Group’s net investment in foreign controlled companies are taken to the foreign currency translation reserve, as described in note
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30 Financial instruments and risk management

Except where stated, the information given below relates to the financial A — Financial assets and liabilities by categories
instruments of the parent companies and their subsidiaries and joint o L
operations, and excludes those of equity accounted units. The B — Derivative financial instruments
information is grouped in the following sections: C - Fair values

A (a) Financial assets and liabilities by categories

Held to maturity
Available assets/Other
Loans and for sale Held at financial
Total receivables securities  fair value liabilities
At 31 December 2017 Note US$m US$m US$m US$m US$m
Financial assets
Cash and cash equivalents 21 10,550 10,550 - - -
Trade and other receivables @ 2,985 2,895 - 90 -
Equity shares and quoted funds 20 136 - 136 - -
Other investments, including loans ® 20 1,152 15 - 1,125 12
Derivatives and embedded derivatives not related to net
debt: not designated as hedges © 20 168 - - 168 -
Derivatives related to net debt © 20,24 99 - - 99 -
Loans to equity accounted units including quasi equity
loans 198 198 - - -
Total financial assets 15,288 13,658 136 1,482 12
Financial liabilities
Trade and other payables @ (5,922) (15) (5,907)
Short term borrowings and bank overdrafts 22 (552) - (552)
Medium and long-term borrowings 22 (14,624) - (14,624) |
Derivatives related to net debt © 22,24 (276) (276) - s
Other derivatives and embedded derivatives: not 5
designated as hedges © 22 (255) (255) - =
Other financial liabilities 22 (345) - (345) g
Total financial liabilities (21,974) (546) (21,428) =l
=2
Held to maturity E
assets/other a
Loansand Available financial
Total receivables for sale Held at liabilities
At 31 December 2016 Note (Adjustggi)(ng (Adjusgesdg;g Sec%rétsl;en: fa"l)/;;;unﬁ (Adjusl:tf(f)?)
Financial assets
Cash and cash equivalents 21 8,201 8,201 - - -
Trade and other receivables @X© 3,047 2,904 - 143 -
Equity shares and quoted funds 20 156 - 156 -
Other investments, including loans ® 20 454 14 - 431 9
Currency and commodity derivatives: designated as
hedges © 20 1 - - 1 -
Derivatives and embedded derivatives not related to net
debt: not designated as hedges © 20 423 - - 423 -
Derivatives related to net debt © 20,24 108 - - 108 -
Loans to equity accounted units including quasi equity
loans 202 202 - - -
Total financial assets 12,592 11,321 156 1,106 9
Financial liabilities
Trade and other payables @ ® (5,209) (5) (5,204)
Short term borrowings and bank overdrafts 22 (717) - 717)
Medium and long-term borrowings 22 (16,913) - (16,913)
Derivatives related to net debt © 22,24 (516) (516) -
Other derivatives and embedded derivatives: not
designated as hedges © 22 7) 7) -
Other financial liabilities 22 (239) - (239)
Total financial liabilities (23,601) (528) (23,073)
(a) Trade and other receivables exclude non-financial assets such as pension surpluses, prepayment of tolling charges to joint operations and other prepayments within other

receivables and will therefore differ to the amounts shown in note 18.
(b) Other investments, including loans comprise US$958 million (2016: US$250 million) of highly liquid financial assets in managed investment funds classified as held for trading.
(c) These financial assets and liabilities in aggregate agree to total derivative financial instruments disclosed in notes 20 and 22.
(d) Trade and other payables excludes non-financial liabilities such as deferred income, Government grants, royalties, mining taxes and employee entitlements within other
payables and will therefore differ to the amounts shown in note 25. The trade and other payables held at fair value are valued using Level 2 inputs.
(e) The 2016 comparative of trade and other receivables has been reduced by US$385 million to remove other receivables, which were incorrectly classified as financial assets.
(f) The 2016 comparative of trade and other payables has been reduced by US$177 million to remove other payables, which were incorrectly classified as financial liabilities.
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Notes to the 2017 financial statements
continued

30 Financial instruments and risk management continued

A (b) Financial risk management

Funding and exposure management

The Group is exposed to a number of financial risks which are
considered within the overall Group Risk management framework
described on pages 19. The key financial risks are capital and liquidity,
commodity price, credit, foreign exchange and interest rate which are
discussed in detail below.

The Group’s policies on financial risk management are clearly defined
and consistently applied. The policies look to ensure that the Group
has an appropriate capital structure which enables it to manage the
risks faced by the organisation through the commodities cycle. The
general approach to financial risks is to ensure that the business is
robust enough to enable exposures to float with the market. However,
the Group may choose to fix some financial exposures when it is
deemed appropriate to do so.

The Group has a diverse portfolio of commodities and operates in a
number of markets, which have varying responses to the economic
cycle. This diversity also provides some naturally offsetting long-term
positions, for example Australian and Canadian currencies tend to
strengthen when commodity prices are high and vice versa.

Treasury operations

Treasury is a centralised support and service function that acts as the
custodian of the Group’s cash and balance sheet and its key financial
risks. It performs its activities in a strong control environment, within
board approved limits. It is not a profit centre. It is responsible for
managing liquidity through funding and investments as well as
financial risks such as commodity, financial counterparty credit,
foreign exchange and interest risk. It is also responsible for managing
banking relationships across the Group along with the Group’s
insurance and pension arrangements.

Treasury policy

Rio Tinto does not acquire or issue derivative financial instruments for
trading or speculative purposes; nor does it believe that it has
material exposure to such trading or speculative holdings through its
investments in joint arrangements and associates. However,
derivatives are used as and when required in order to manage the
Group’s exposure in accordance with its underlying financial risk

management principles. Cash management and investment activities
are managed and co-ordinated centrally by Treasury using only
approved counterparties and within allocated credit limits which are
reviewed and approved by the board at least annually.

(i) Capital and liquidity risk management

Policy

The Group’s overriding objective when managing capital is to
safeguard the business as a going concern whilst maximising returns
for shareholders. In a cyclical and capital intensive industry such as
the mining industry, maintaining a strong balance sheet and a sound
financial risk management framework are desirable to preserve
financial flexibility and generate shareholder value through the cycle.
The board and senior management regularly review the capital
structure and liquidity of the Group. These reviews take into account
the Group’s strategic priorities, economic and business conditions,
and opportunities that are identified to invest through all points of the
commodities cycle and focus on the dividend policy and other forms of
shareholder return while also striving to maintain a strong balance
sheet. In February 2016, the Group announced a change in its
dividend policy, moving from a progressive dividend policy to a
dividend determined by taking into account the results for the
financial year, the outlook for the Group’s major commodities, the
board’s view of the long-term growth prospects of the business and
the Group’s objective of maintaining a strong balance sheet. The
board expects total cash returns to shareholders over the longer term
to be in a range of 40 — 60 per cent of underlying earnings in
aggregate throughout the cycle. Acknowledging the cyclical nature of
the industry in periods of strong earnings and cash generation, it is
the board’s intention to supplement the ordinary dividends with
additional returns to shareholders. The resulting capital structure
provides the Group with a high degree of financial flexibility at a low
cost of capital.

To maintain a strong balance sheet, the Group considers various
financial metrics including net gearing, the overall level of borrowings
and their maturity profile, liquidity levels, total capital, cash flow,
EBITDA and interest cover ratios, either on a statutory reported basis
or as expected to be adjusted by the credit rating agencies.

2017 2016
Total capital Note US$m US$m
Equity attributable to owners of Rio Tinto (see Group balance
sheet) 44,711 39,290
Equity attributable to non-controlling interests (see Group
balance sheet) 6,404 6,440
Net debt 24 3,845 9,587
Total capital 54,960 55,317

Net debt is a measure used by management and the board to manage
the Group’s capital structure and liquidity risks. Net debt is disclosed
in note 24. Net debt decreased from US$9.6 billion at 31 December
2016 to US$3.8 billion at 31 December 2017 as operating cash
inflows and divestment proceeds were partly offset by capital
expenditure and cash returns to shareholders. At 31 December 2017

net gearing was seven per cent (2016: 17 per cent) and interest cover
was 14 times (2016: seven times).

The unified credit status of the Group is maintained through cross
guarantees whereby contractual obligations of Rio Tinto plc and Rio
Tinto Limited are automatically guaranteed by the other.
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Capital and liquidity risk management continued

The table below summarises the credit ratings attributed to the
Group by Standard and Poor’s and Moody’s investor services as at 31
December.

2017 2016
Long-term rating @®A-/A3 A-/Baal
Short-term rating A-1/P-2 A-1/P-2
Outlook @Positive/Stable Stable/ Stable

(a) On 12 February 2018, Standard and Poor's upgraded the Group's credit rating to
A with a stable outlook.

The Group has access to various forms of financing including its US
Shelf Programme, European Debt Issuance Programme, Commercial
Paper and credit facilities. The Group did not issue any listed debt in
2017 under these programmes.

During 2017, the Group redeemed US$2.5 billion (2016: US$7.5
billion), in aggregate, principal value of bonds issued by Rio Tinto
Finance (USA) plc and Rio Tinto Finance (USA) Limited as part of a
liability management programme. Due to early redemption costs this
led to an aggregate cash outflow on those redemptions of US$2.7
billion (2016: US$7.9 billion) before fees.

During 2016, Oyu Tolgoi LLC drew down US$4.3 billion under the
project finance facility signed in December 2015. The project finance
facility provides for interest-only payments for the first five years
followed by minimum repayments according to a stepped
amortisation schedule for the remaining life of the facility. The due
dates stated below represent the final repayment date. In 2017, a
further US$9 million was drawn down.

The facility is provided and funded by international financial
institutions and export credit agencies representing the governments
of the United States, Canada and Australia, along with 15 commercial
banks.

Drawdowns comprised, in aggregate, US$0.7 billion MIGA Insured
Loan due 2027 (LIBOR plus 2.65% pre-completion, LIBOR plus 3.65%
post-completion); US$1.6 billion commercial banks “B Loan” due
2027 (LIBOR plus 3.4% pre-completion, LIBOR plus 4.4% post-
completion); US$0.3 billion Export Credit Agencies Loan due 2028
(fixed at 2.3%); US$0.9 billion Export Credit Agencies Loan due 2029
(LIBOR plus 3.65% pre-completion, LIBOR plus 4.65% post
completion); and US$0.9 billion International Financial Institutions “A
Loan” due 2030 (LIBOR plus 3.78% pre-completion, LIBOR plus
4.78% post-completion).

In November 2015, Rio Tinto Finance plc and Rio Tinto Finance
Limited amended and extended its, in aggregate, US$7.5 billion
multi-currency revolving credit facilities, originally signed in 2013,
with a syndicate of banks. The facilities had two one-year extension
options, the first of which was utilised in November 2016 and the
second in November 2017. A US$1.9 billion facility currently matures
in November 2020 and a US$5.6 billion facility (including a US$
denominated same day access swing-line facility) matures in
November 2022. The funds made available under the facility
agreements may be used for the general corporate purposes of the
Group.

Advances under the revolving facilities bear an interest rate per
annum based on LIBOR (or EURIBOR, CDOR or BBSW in relation to
any euro, Canadian dollar or Australian dollar loans respectively) plus
a margin (which is dependent on the Group’s long-term credit rating
as determined by Moody’s and Standard & Poor’s and the level of
drawdown). The facility agreements contain no financial covenants.
At 31 December 2017 the facilities were undrawn.

(ii) Commodity price risk

Policy

The Group’s normal policy is to sell its products at prevailing market
prices. Exceptions to this rule are subject to strict limits laid down by
the board and to rigid internal controls.

The Group’s products are sold to customers under contracts which vary in
tenure and pricing mechanisms, including some volumes sold in the spot
market. Sales revenue may be subject to adjustment if the product
specification does not conform to the terms specified in the sales
contract.

Pricing for iron ore is on a range of terms, the majority being either
monthly or quarterly average pricing mechanisms, with a smaller
proportion of iron ore volumes being sold on the spot market.

Copper and aluminium are generally sold under contracts which vary in
tenure and pricing mechanisms, with some volumes sold in the spot
market. The prices are determined by reference to prevailing market
prices on terminal markets, such as the London Metal Exchange (LME)
and the Commaodities Exchange (COMEX) in New York. Prices fluctuate
widely in response to changing levels of supply and demand but, in the
long run, prices are related to the marginal cost of supply. Gold is also
priced in an active market in which prices respond to daily changes in
quantities offered and sought. Newly mined gold is only one source of
supply; investment and disinvestment can be important elements of
supply and demand.

Certain of the Group’s products are provisionally priced at the date
revenue is recognised, however, with the exception of copper, prices are
generally finalised within the calendar quarter of the month of shipment.
The final selling price is based on the price for the quotational period
stipulated in the contract. Substantially all iron ore and aluminium sales
are reflected at final prices in the results for the period. Final prices for
copper concentrate are normally determined between 30 to 180 days
after delivery to the customer. The change in value of the embedded
pricing derivative included in the receivable is based on relevant forward
market prices and is included in sales revenue.

As at 31 December 2017, the Group had 250 million pounds of copper
sales (31 December 2016: 235 million pounds) that were
provisionally priced at US 304 cents per pound (2016: US 250 cents
per pound). The final price of these sales will be determined during
the first half of 2018. A ten per cent change in the price of copper
realised on the provisionally priced sales, all other factors held
constant, would increase or reduce net earnings by US$41 million
(2016: US$36 million).
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Notes to the 2017 financial statements
continued

30 Financial instruments and risk management
continued

Hedging strategy

Rio Tinto’s exposure to commodity prices is diversified by virtue of its
broad commodity base and the Group does not generally consider
commodity price hedging would provide a long-term benefit to
shareholders. The Group may hedge certain commitments with some
of its customers or suppliers. Details of commodity derivatives held at
31 December 2017 are set out in section B.

Sensitivities

The Group’s commodity derivatives are impacted by changes in
market prices and include those aluminium forward and option
contracts embedded in electricity purchase contracts outstanding at

31 December 2017. A ten per cent increase in market prices on the
embedded derivatives in the power contracts would reduce net
earnings by US$221 million (2016: US$144 million), and a ten per
cent decrease in prices would increase net earnings by US$212
million (2016: US$139 million).There will be an offsetting change in
future Group earnings with any changes in price.

The Group’s “own use contracts” are excluded from the sensitivity
analysis 