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Investment Ideas: 25 January 2017

BHP and RIO: looking fully valued

> Starting early last year, BHP Billiton’s (BHP) and Rio Tinto’s (RIO) share prices have appreciated
strongly on the back of a marked (and mostly unexpected) turnaround in commodity prices.

» However, looking at the strong directional correlation between historical share price performance
and commodity prices, we suggest that the two diversified miners are fully valued.

» RIO in particular looks expensive. While the AS iron ore price is 27% below its January 2013 price
level, RIO is only 9% below its January 2013 price. This disconnect, however, could be due to the
increase in output/ production capacity and cost cutting programmes carried out by RIO over the
past four years.

» IRESS consensus target prices also indicate that BHP and RIO offer limited upside potential relative to
their current share price levels. BHP’s target price of AS25.10 is 10% below its current price of
AS27.86; RIO’s target price of AS62.58 is 6% below its current price of AS66.71.

> Without further commodity price gains (or market expectations of gains), we suggest that returns

will be limited to ordinary dividend yields and / or capital management (special dividend / share
buyback) initiatives.

BHP and RIO share prices versus A% iron ore / copper price index (base Jan 2013 = 1.0)
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Source: IRESS, State One Stockbroking forecasts

Note: Price index is weighted 75% iron ore / 25% copper, which reflects the average contribution of iron ore/ other commodities to
BHP/RIO profits.

State One Stockbroking Ltd AFSL 247100




STATE ONE

STOCKBROKING LTD
ABN 95 092 989 083 | AFSL 247 100
Participant of ASX, Chi-X, Sydney Stock Exchange

Warnings and Disclosures

These Research products and their contents at all times remain the property of State One Stockbroking Ltd (“State One”)
and as such cannot be reprinted, distributed, copied, posted on the internet, in part or whole, without written prior
approval from State One. The contents of this document constitute General Advice and have been prepared without taking
account of your investment objectives, financial situation or needs. Because of that you should, before taking any action to
acquire or deal in, or follow a recommendation (if any) in respect of any of the financial products or information mentioned
in these documents, consult your own investment advisor to consider whether that is appropriate having regard to your
own objectives, financial situation and needs. While State One believes information contained in these documents are
based on information which is believed to be reliable, their accuracy and completeness are not guaranteed and no
warranty of accuracy or reliability is given or implied and no responsibility for any loss or damage arising in any way for
any representation, act or omission is accepted by State One or any officer, agent or employee of State One. If applicable,
you should obtain the Product Disclosure Statement relating to any relevant financial product mentioned in this document
(which contains full details of the terms and conditions of the relevant financial product) and consider it before making any
decision about whether to acquire the financial product. The directors and associated persons of State One may have a
long or short interest in the financial products discussed in these documents and they may earn brokerage, commissions,
fees and advantages, pecuniary or otherwise, in connection with the making of a recommendation or dealing by a client in
such financial products. Additionally, State One may earn fees due to having been appointed advisors to, or may be
undertaking or about to commence research relating to any of the companies mentioned here.
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