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Adoption of International Financial Reporting Standards 
 
 
Rio Tinto will report its results for the six months to 30 June 2005 and subsequent periods in 
accordance with International Financial Reporting Standards (IFRS).  This statement 
presents the Group’s IFRS balance sheets as at 31 December 2004 and 30 June 2004 
together with the Group’s IFRS results and cash flows for the periods then ended.  It also 
presents and explains the differences between the Group’s results and shareholders’ equity 
under IFRS and the amounts previously reported for these periods under UK Generally 
Accepted Accounting Principles (UK GAAP). 
 
Salient points for year ended 31 December 2004 
 
• The change to reporting under IFRS does not affect the cash flow generation of Rio 

Tinto’s businesses and hence will not affect any commercial decisions.   
• 2004 IFRS reported cash flow from operations, which includes dividends from equity 

accounted joint ventures and associates, is $4.5 billion pre-tax. 
• Net debt of $3.8 billion is practically unchanged under IFRS. 
• IFRS Net Earnings were $405 million higher than UK GAAP Net Earnings (which 

included the amortisation of goodwill). 
• To enhance understanding of the performance of Rio Tinto’s businesses an alternative 

earnings measure, Underlying Earnings, will be presented in addition to Net Earnings.   
• IFRS Underlying Earnings for 2004 were $2,272 million which compares with $2,221 

million for UK GAAP Adjusted Earnings (which included the amortisation of goodwill). 
• Shareholders’ equity at 31 December 2004 is $707 million (six per cent) lower than UK 

GAAP. 
 
IFRS is continuing to evolve through the issue and/or endorsement of new Standards and 
Interpretations and developments in the application of recently issued Standards.  For that 
reason, it is possible that the amounts included in this announcement will change before they 
are presented as comparatives to the IFRS financial information issued by the Group in 
respect of the periods to 30 June 2005 and 31 December 2005.  The amounts presented in 
this release do not reflect IAS 39 “Financial Instruments: Recognition and Measurement” 
which will be adopted with effect from 1 January 2005. 
 

All dollars are US dollars unless otherwise stated 
 

Cont…/ 
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Net Earnings and Underlying Earnings 
 
           
    
  Year ended 31 December 2004 IFRS   UK GAAP   
  US$ millions          
  Net Earnings  3,218   2,813   
    
  Items excluded from Underlying Earnings/Adjusted Earnings         
  Asset write downs and provision for contract obligation  321   321   
  Profit on disposals of interests in businesses  (1,175)   (913)   
  Effect of exchange on US dollar debt (80)   -   
  Mark to market of derivatives (12)    -   
  Underlying Earnings/Adjusted Earnings 2,272   2,221   
  All numbers are stated net of tax and outside interests        
 
Under UK GAAP, Rio Tinto presented an alternative measure of earnings, Adjusted 
Earnings, to provide insight into the underlying performance of its business.  To achieve the 
same aim under IFRS, Rio Tinto will present Underlying Earnings as well as Net Earnings.  
The complexity of IFRS results in a greater number of items that need to be excluded from 
Net Earnings to provide a measure of underlying performance.  Underlying Earnings will 
exclude impairments of non current assets and gains and losses from disposals of interests 
in businesses.  It will also exclude certain items that, although included in the IFRS Income 
Statement, do not reflect the economic impact of the related transaction.  For example, 
exchange differences on US dollar debt that are included in the US dollar IFRS Income 
Statement will be excluded from Underlying Earnings.  Finally, as with Adjusted Earnings, 
Underlying Earnings will exclude transactions that are of a nature and size to require 
exclusion in order to achieve its aim of providing insight into the underlying performance of 
the business.  The outcome is a measure of underlying performance that is similar to 
Adjusted Earnings.  A fuller description of the exclusions from Underlying Earnings is on 
page 18. 
 
Reconciliation of UK GAAP Earnings to IFRS Earnings  
 
 
                             
  Year ended 31 December 2004          

   US$ millions        

Adjusted 
Earnings/Underlying 

Earnings     Net Earnings   
                             
  UK GAAP          2,221         2,813     
  Reversal of goodwill amortisation 77                    
  Post retirement benefits 25                    
  Share based payments   (27)                    
  Deferred tax     (7)                    
  Other     (17)                    
             51         51     
  Profits on disposals of interests in businesses           262     
  Effect of exchange on US dollar debt                80     
  Mark to market of derivatives                12     
                             
  IFRS          2,272         3,218     
   All adjustments are stated net of tax and outside interests                  
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Reconciliation of shareholders’ equity under UK GAAP to shareholders’ equity under 
IFRS 
 
    
 US$ millions 31 Dec 

2004 
 1 Jan

2004
   

 Shareholders’ equity under UK GAAP 12,584  10,037
    
 Deferred tax  (899)  (885)
 Post retirement benefits (764)  (659)

 Dividends 626  469
 Exchange differences on capital expenditure hedges 162  93
 Goodwill  74  -
 Mark to market of derivatives 99  139
 Other (5)  6
    
 Shareholders’ equity under IFRS 11,877  9,200
   
 All adjustments are stated net of tax and outside interests   

 
The Group’s transition date for IFRS is 1 January 2004.  The principal differences between 
UK GAAP and IFRS are described below.  All financial numbers are stated after tax and 
outside shareholders’ interests. 
 
Reversal of goodwill amortisation 
The systematic amortisation of goodwill under UK GAAP, by an annual charge to the profit 
and loss account, will cease under IFRS. It will be replaced by annual impairment reviews of 
the carrying value of goodwill.  Impairment charges relating to goodwill are quite likely in 
future reporting periods due to the finite life of the associated ore body.  The charges may 
vary significantly from period to period. 
 
The impact on Net Earnings in 2004 was a $77 million reduction (to zero) of the charge for 
amortisation of goodwill.  At 31 December 2004, this increases the goodwill balance under 
IFRS by $74 million because the goodwill amortised under UK GAAP in 2004 has been 
reversed. 
 
Post-retirement benefits 
Under UK GAAP, the Group applied SSAP 24, ‘Accounting for Pension Costs’ under which 
post retirement benefit surpluses and deficits were spread over the expected average 
remaining service lives of relevant current employees.  The International Accounting 
Standards Board (IASB) issued an amendment to IAS 19 “Employee Benefits” in December 
2004.  In preparing the IFRS information in this release, the directors have assumed that this 
revised standard will be endorsed by the EU and adopted in the Group’s 2005 financial 
statements.  Under IAS 19 the basis of calculating the surplus or deficit under IFRS differs 
from SSAP 24.  In addition, IAS 19 permits three alternative ways in which the surplus or 
deficit can be recognised.  The Group has chosen to recognise actuarial gains and losses 
directly in shareholders’ equity via the Statement of Recognised Income and Expense.  The 
annual service cost and net financial income on the assets and liabilities of the Group’s post 
retirement benefit plans are recognised through Net Earnings. 
 
The impact on Net Earnings in 2004 was a $25 million reduction in the charge for post 
retirement benefits. 
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At 31 December 2004, the different bases for calculating the surplus or deficit and 
determining the amounts recognised on the balance sheet results in additional provisions of 
$764 million (net of deferred tax and outside interests) in the IFRS balance sheet compared 
to the UK GAAP balance sheet. 
 
Share based payments 
Under UK GAAP, no cost was recognised in respect of the Group’s share option schemes. 
IFRS requires the economic cost of share option plans to be recognised by reference to fair 
value on the grant date, and charged to the Income Statement over the expected vesting 
period.  The IFRS charge in 2004 was $27 million and is included in Underlying Earnings. 
 
Deferred tax on fair value adjustments arising on acquisitions 
UK GAAP requires the recognition of deferred tax on all fair value adjustments to monetary 
items, and on fair value adjustments which reduce the carrying value of non-monetary items. 
IFRS requires deferred tax to be recognised on all fair value adjustments, other than those 
recorded as goodwill.  IFRS Net Earnings will therefore benefit as the additional deferred tax 
provisions on upward revaluations of non-monetary items are released to the Income 
Statement in line with the amortisation of the related fair value adjustments. 
 
For future acquisitions, these additional deferred tax provisions will be offset by increases to 
the value of goodwill or other acquired assets.  For acquisitions prior to 1 January 2004, the 
increase in provisions has been reflected as a reduction in opening shareholders’ equity. 
 
The impact on IFRS Net Earnings for 2004 was an increase of $29 million.  At 31 December 
2004, the IFRS balance sheet includes additional provisions of $720 million relating to 
deferred tax on fair value adjustments for prior year acquisitions. 
 
Deferred tax on unremitted earnings 
Under UK GAAP, tax was only provided on unremitted earnings to the extent that dividends 
were accrued or if there was a binding agreement for the distribution of earnings at the 
reporting date.  Under IFRS, full provision must be made for tax arising on unremitted 
earnings from subsidiaries, joint ventures and associated companies, except to the extent 
that the Group can control the timing of remittances and remittance is not probable in the 
foreseeable future.   
 
The impact on IFRS net earnings was a reduction of $16 million.  At 31 December 2004, the 
IFRS balance sheet includes additional provisions of $74 million relating to deferred tax 
balances on unremitted earnings.  
 
Deferred tax related to closure costs 
Under IFRS, deferred tax is not provided on the depreciation of capitalised closure costs 
except to the extent that the capitalised amount was first recognised in accounting for an 
acquisition.  This reduced IFRS Net Earnings for 2004 by $20 million and reduced IFRS 
shareholders' equity at 31 December 2004 by $105 million. 
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Profits on disposal of subsidiaries, joint ventures, associates and undeveloped properties 
Differences occur in the measurement of the accounting gain on such transactions where 
there are differences in the book value of assets under the respective accounting rules.  In 
2004, the majority of the additional profit under IFRS arose because under UK GAAP 
goodwill that had been eliminated against reserves at the time of acquisition was reinstated 
and charged against earnings at the time of disposal.   Such reinstatement does not apply 
under IFRS.  In 2004 this increased IFRS Net Earnings by $262 million. 
 
Exchange differences on net debt 
The Group finances its operations primarily in US dollars, which is the currency in which the 
majority of its revenues are denominated.  A substantial part of the Group’s US dollar debt is 
located in subsidiaries having functional currencies other than the US dollar.  Under IFRS, 
exchange gains and losses relating to US dollar debt and certain intragroup financing 
balances are included in the Group’s US dollar Income Statement, whereas under UK GAAP 
they were taken to reserves. In 2004 this increased IFRS net earnings by $80 million. Under 
both IFRS and UK GAAP the offsetting differences arising on the translation into US dollars 
of the local currency balance sheets are taken to reserves.  
 
There is no difference between the IFRS Balance Sheet and the UK GAAP Balance Sheet 
due to these items. 
 
At 1 January 2005, the main currency exposures arising from net debt and intragroup 
financing balances were liabilities of US$1.7 billion accounted for in Australian dollars and 
liabilities of US$0.5 billion accounted for in Canadian dollars.  The exchange differences 
recorded in the Income Statement are a function not only of fluctuations in exchange rates 
but also fluctuations in the level of these balances during the period.   
 
Mark to market of derivative contracts 
It remains the Group’s general policy not to hedge on-going exposures to fluctuations in 
exchange rates, prices or interest rates although the Group is party to some derivative 
contracts.  For example, the Group holds derivative contracts taken out by Group companies 
prior to their acquisition and from time to time the Group has used forward foreign currency 
contracts to hedge the non US dollar component of capital projects. 
 
Some derivative contracts that qualified for hedge accounting under UK GAAP do not qualify 
for hedge accounting under IFRS because the instrument is not located in the operation 
which carries the exposure.  These contracts are marked to market under IFRS, thereby 
giving rise to charges or credits to the Income Statement in periods before the hedged 
transaction is recognised.   
 
At 31 December 2004, the marked to market value of derivative contracts, that under UK 
GAAP would have been eligible for hedge accounting, increases shareholders’ equity by $99 
million.   
 
Exchange differences on capital expenditure hedges 
Some of the derivative contracts that were taken out to fix the non US dollar component of 
capital expenditure in previous periods do not qualify for hedge accounting under IFRS.  The 
adjustment to the carrying value of property, plant & equipment that under UK GAAP had 
been stated net of realised exchange gains and losses on forward contracts hedging capital 
expenditure, increases shareholders’ equity by $162 million. 
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Dividends 
Under IFRS, dividends that do not represent a present obligation at the reporting date are not 
included in the balance sheet.  Hence, the Companies’ proposed dividends are not 
recognised in the Group accounts until the period in which they are declared by the directors. 
 
This has no effect on Net Earnings or Underlying Earnings, but increases shareholders’ 
equity at 31 December 2004 by $626 million. 
 
Functional currencies 
From 2005, the functional currencies of Rio Tinto’s operations will be their local currencies 
with the exception of Escondida, Grasberg JV and Lihir for which the functional currency is 
the US dollar.   
 
IAS 39 and IAS 32 
The Group has elected to adopt IAS 32 “Financial Instruments: Disclosure and Presentation” 
and IAS 39 “Financial Instruments: Recognition and Measurement” with effect from 1 
January 2005 with no restatement of comparative information.  The financial information for 
30 June 2004 and 31 December 2004 does not therefore incorporate the effect of these 
Standards.   
 
Subsidiaries, joint ventures and associates 
The basis for determining the presentation of partially owned operations in the Group’s 
financial statements differs in certain respects between IFRS and UK GAAP.  The Group has 
decided to adopt equity accounting for all jointly controlled entities. 
 
Kennecott Energy’s Colowyo operation, which under UK GAAP was equity accounted, is 
consolidated under IFRS.  Anglesey Aluminium, which was consolidated is now equity 
accounted.   
 
Boyne Island Smelters, Queensland Alumina Limited, Eurallumina and NZAS which were 
proportionately consolidated under UK GAAP will be equity accounted under IFRS.  This 
results in significant increases in accounts receivable and accounts payable in the Group 
balance sheet because amounts due to or from these operations by the rest of the Group are 
no longer eliminated on consolidation. 
 
Rio Tinto Coal Australia’s Bengalla, Mount Thorley, Blair Athol, Hail Creek, Kestrel and 
Warkworth mines, Kennecott Minerals’ Greens Creek mine and the Grasberg Joint Venture 
which were equity accounted under UK GAAP will be proportionately consolidated under 
IFRS. 
 
Cash flow statement and net debt 
 
The pre-tax cash flow from operations of $4,452 million, including dividends from equity 
accounted joint ventures and associates, is practically the same under IFRS as it was under 
UK GAAP.  Some operations previously equity accounted under UK GAAP are 
proportionately consolidated under IFRS and vice versa, with the effect that the increase in 
cash flow from subsidiary operations is largely offset by lower reported dividends from equity 
accounted joint ventures and associates.  These reclassifications are explained fully above. 
 
Similarly, net debt of $3,809 million is only $58 million higher under IFRS reflecting changes 
between equity accounting and proportionate consolidation for some operations.  A sizeable 
proportion of Rio Tinto’s borrowings are denominated in currencies other than US dollar and 
then swapped into US dollars.  Under UK GAAP, these borrowings are accounted for as if 
they were in US dollars.  Under IFRS, the exchange gains and losses on the swaps must be 
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shown separately in the balance sheet as financial assets or financial liabilities as 
appropriate.  A reconciliation of net debt to the various balance sheet categories is shown on 
page 19.  There is no change to the Group’s treasury policy, which is to manage net debt 
after taking account of such currency swaps. 
 
Gearing increases from 22 per cent under UK GAAP to 23 per cent under IFRS because of 
the reduction in shareholders’ equity shown above.  IFRS interest cover is 20 times (UK 
GAAP 20 times). 
 
Non IFRS changes to segmental analysis 
 
In addition to the differences in accounting rules laid down by IFRS, the following changes 
have been made to the way Rio Tinto presents its results. 
 
Product groups/Business segments 
The presentation of performance by business unit has been amended to reflect recent 
changes in management responsibilities.  Rio Tinto Brasil is reported as part of the Iron Ore 
product group and Kennecott Land is reported in “other operations”.  Both were previously 
reported as part of the Copper product group.  Reflecting the new management structure 
implemented in 2004, the results of Coal & Allied are combined with those of Rio Tinto Coal 
Australia.  In line with its obligations as a listed company Coal & Allied Industries Limited will 
continue to report its results separately. 
 
US tax group 
Certain adjustments relating to deferred taxation in operations in the US tax group, which 
were previously reported in “other items”, are reported within the US business units.  This 
presentation more accurately reflects the performance of those business units. 
 
Exploration incurred by business units 
In addition to expenditure managed by Rio Tinto’s Exploration group, the charge to the 
Income Statement for exploration and evaluation includes expenditure on early stage 
evaluation of exploration discoveries and near mine exploration expenditure managed by Rio 
Tinto’s product groups and business units.  In future, all near mine exploration will be 
reported as part of the respective product group to reflect the management accountability for 
the expenditure.   
 
The tax and exploration reallocations above have not been reflected in the UK GAAP 
columns of the business unit tables on pages 21-22 and pages 29-30. 
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For further information, please contact: 

LONDON AUSTRALIA 

Media Relations  
Lisa Cullimore 
Office:  +44 (0) 20 7753 2305 
Mobile: +44 (0) 7730 418 385 

Media Relations  
Ian Head 
Office:  +61 (0) 3 9283 3620 
Mobile: +61 (0) 408 360 101 

Investor Relations 
Nigel Jones 
Office:  +44 (0) 20 7753 2401 
Mobile: +44 (0) 791 722 7365 
Richard Brimelow 
Office:  +44 (0) 20 7753 2326 
Mobile: +44 (0) 7753 783 825 
 

Investor Relations 
Dave Skinner 
Office:  +61 (0) 3 9283 3628 
Mobile: +61 (0) 408 335 309 
Susie Creswell  
Office:  +61 (0) 3 9283 3639 
Mobile: +61 (0) 418 933 792 

Website: www.riotinto.com 




























































