20 August 2003

Directors’ Review of Results for the year ended 30
June 2003
The Directors submit their review of the results for the year ended 30 June 2003.

Financial Review
Profit and Dividend Declaration
Origin Energy reported a net profit after tax and outside equity interests of
$162.0 million for the year ended 30 June 2003, a 26% increase on the profit in
the prior year.
Earnings per share increased by 23% to 24.8 cents per share. A final dividend of
5 cents per share, franked to 2 cents, will be paid on 3 October 2003 to
shareholders of record on 19 September 2003. Origin shares will trade exdividend as from 15 September 2003. This final dividend will lift the total
dividend paid for the year to 10 cents per share (4 cents franked) from 5 cents
per share (fully franked) in the prior year.
The Board has also determined that the Dividend Reinvestment Plan will continue
to apply and that for this dividend, a discount of 2.5% will apply to the shares
allotted under the Plan.
Financial Highlights
2002/03
($m)
3,352

2001/02
($m)
2,429

% Change

Net after Tax Profit

162.0

128.7

26

EBITDA

491.3

404.6

21

Free Cash Flow

350

256

37

Capital Expenditure

524

403

30

Earnings per Share

24.8 cents

20.2 cents

23

Net Debt/Capitalisation

29%

28%

OCAT/Funds Employed

15.6%

13.7%

Revenue

38
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The main factors contributing to the profit improvement include:
•
•

•

Higher oil prices and oil sales from new producing fields in the Perth Basin;
Increased contribution from retailing following the acquisition of the
CitiPower retail business in July 2002, reduction in electricity purchasing
costs due to favourable electricity contracts and pool prices and a further
reduction in retained profit payments to the Victorian Government; and
Increased contribution from power generation with the acquisition of the Mt
Stuart Power Station in December 2002.

The funding requirements for growth capital and acquisitions has seen net debt
increase from $633 million at 30 June 2002 to $732 million at 30 June 2003,
resulting in a final net debt to capitalisation ratio of 29%.
Subsequent to the end of the financial year Origin has made a takeover offer for
the shares in Oil Company of Australia Limited (OCA) that it does not already
own. Origin had an 85.23% interest in OCA and has offered $4.25 per share for
the remaining shares. The total acquisition cost is expected to be $74 million
and the offer is due to close on 22 September 2003.
Financial Performance
Total revenue increased by 38% to $3,352.3 million and includes distributions
from Envestra of $12.8 million.
External sales revenue increased to $3,326.5 million from $2,389.2 million in the
prior year. The increase was due mainly to the initial contribution from the
electricity retail business acquired from CitiPower, the cessation of the Gascor
agency arrangement and the full year effect of prior year tariff increases.
Segment contributions to EBITDA were:
EBITDA $m
2002/03

2001/02

% change

Exploration & Production

187.6

185.2

1

Retail

232.1

166.8

39

Generation

48.3

30.2

60

Networks

23.4

22.5

4

491.3

404.6

21

Total

Year on year comparisons are provided in the divisional highlights section below.
This year’s EBITDA includes a provision for $4.5 million to fully cover deficiencies
under the Group’s defined benefit superannuation plan.
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Depreciation and amortisation expense increased by 13% to $196.1 million
reflecting new capital expenditure (detailed below) and increased amortisation
of intangibles and retail systems.
EBIT again showed strong growth with a 28% improvement to $295.3 million.
Net interest expense for the year was $48.7 million, up 14% from the prior year.
The increase is largely due to the costs associated with funding of acquisitions
totalling $276 million and consequent higher average debt balances during the
year.
Tax expense for the year totalled $80.2 million, an increase of 48% on the prior
year. The increase primarily reflects the higher pre-tax earnings and the nonrecognition of tax loss benefits from Envestra. As advised in the December half
results, these loss benefits have been deferred pending resolution of their
availability with the Australian Tax Office. There has been no significant progress
in this matter over the last six months.
Capital Expenditure
Capital expenditure on growth and stay-in-business projects was $249 million, 3%
higher than the prior year.
Stay-in-business capital expenditure associated with the maintenance of ongoing
operations was $97 million. The Exploration and Production segment accounted
for $74 million of this expenditure, of which two thirds was attributable to the
Cooper Basin.
Growth capital expenditure associated with new business initiatives was $152
million. This included:
•
•
•
•
•
•

$62 million on development of the BassGas Project and the Otway gas
Project in the offshore Otway Basin;
$30 million exploring and developing coal seam gas (CSG) resources in
Queensland;
$24 million on exploration and development in the Perth Basin;
$14 million on systems for full retail contestability (FRC) in electricity and
natural gas;
$9 million on exploration and development activities around the producing
centres of the Cooper Basin, Surat Basin, Denison Trough and Otway Basin;
and
$13 million on a variety of other growth projects.

Capital expenditure on acquisitions totalled $276 million, which included the
acquisition of the CitiPower retail business for $132 million, the purchase of the
Mt Stuart Power Station and contracts for $89 million and acquisition of
additional CSG interests for $50 million.
Total capital expenditure including acquisitions, was $524 million, 30% higher
than the prior year.
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The company expects to outlay $74 million during the first quarter of the current
financial year should the proposed acquisition of the minority interests in OCA be
successful.
Cash Flow
The primary measure used by the company to measure its performance is
operating cash flow after tax over average funds employed (referred to as the
OCAT Ratio). The measure is calculated from EBITDA as the primary source of
cash contribution, but adjusted for non-cash items, stay-in-business capital
expenditure, changes in working capital and tax paid. Funds employed are
averaged over the year. Funds employed increased significantly following the
various acquisitions during the year. However, the strong performance in
EBITDA, management of working capital and control of stay-in-business capital
expenditure resulted in proportionately greater improvement in operating cash
flow.
These factors produced an OCAT Ratio of 15.6% for the year ended 30 June 2003.
Cash flow available for funding growth and distributions to shareholders (free
cash flow) was $350 million compared with $256 million in the prior year, an
increase of 37%.

Funding and Capital Management
The company’s balance sheet remains strong with a net debt to capitalisation
ratio of 29% as at 30 June 2003. This compares with 28% as at 30 June 2002.
Additional equity of $33.6 million was raised through the operation of the
Dividend Reinvestment Plan and exercise of share options under the Senior
Executive Option Plan. Net borrowings have increased from $633 million at 30
June 2002 to $732 million at 30 June 2003. The increase is primarily the result of
increased expenditure on acquisitions and major capital projects (totalling
$524.3 million) significantly offset by strong cash flow from operations resulting
in an increase in net debt of $99 million. Interest cover as measured by
EBIT/interest expense remains robust at 6.1 times.
Origin completed a US$250 million US Private Placement issuance with all
proceeds hedged to Australian dollars. The issuance has provided 7 to 15 year
debt finance significantly extending the group’s debt maturity profile.

Risk Management
The company continued to hedge a significant portion of its exposure to both the
oil price and the USD exchange rate. Currently, the company has hedged 58% of
exposure to oil and related products over the 12 months to 30 June 2004 at
prices averaging over $US24.50 per barrel. A US$1.00 movement in the price of
oil over the next year will impact Origin’s EBITDA by approximately $1.9 million.
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With regard to foreign exchange, due to a combination of external hedging and
ongoing US dollar expenditure associated with major upstream projects, Origin is
significantly hedged over the next 12 months and expects that variability in the
USD exchange rate will have minimal impact on group profitability.
Origin only undertakes energy contracting and trading activities as part of
optimising the value of its physical assets and energy retailing activities.
The Board oversees the commodity risk management policies, which incorporate
short-term and long-term risk limits for the trading of electricity and natural gas,
oil and renewable energy credits (RECs). The Board monitors compliance with
these policies and continues to review risk management strategies on a regular
basis.

Returns to Shareholders
A final dividend of 5 cents per share, franked to 2 cents per share has been
declared, payable on 3 October 2003 to shareholders of record on 19 September
2003.
The Dividend Reinvestment Plan will continue to operate and for this dividend a
discount of 2.5% will apply to the shares allotted under the Plan.
The final dividend will lift total dividends for the year to 10 cents per share
(franked to 4 cents) from 5 cents per share (fully franked) in the prior year.
Origin will have limited capacity to frank dividends for several years. The
introduction of the new tax consolidation regime may further defer the payment
of tax by Origin and its wholly owned subsidiaries.
Employee Share and Option Plans
During the year the company issued 2,630,000 options under the Senior Executive
Option Plan at an exercise price of $3.56 each. The options were issued subject
to Origin performance hurdles and the exercise price was equal to the market
price at the date of approval.
Under the Employee Share Plan, 445,626 shares were purchased on market for
issuance to employees. The cost of shares purchased for the Employee Share
Plan have been expensed and an amount of $1.8 million charged against profit
before tax.
Details regarding a review of the operation and accounting of the Employee
Share and Option Plans are provided in the Divisional Highlights under People,
Health, Safety and Environment.
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Issued Capital
An additional 7,547,299 shares were issued during the period under Origin’s
Dividend Reinvestment Plan and 2,333,300 shares were issued as a result of the
exercise of options. As at 30 June 2003, Origin had 657,709,751 shares on issue.

Corporate Governance
The Australian Stock Exchange (ASX) Corporate Governance Council issued the
Principles of Good Corporate Governance and Best Practice Recommendations
(“the Principles”) on 31 March 2003.
Origin has reviewed its current practices and established that it is substantially in
compliance with the Principles. Origin has updated many of its practices and
policies and will continue to review those to enable it to make a full statement
on its compliance with the Principles in its 2004 Annual Report.
The 2003 Annual Report, which is due to be released on 16 September 2003, will
provide a statement of Corporate Governance and will report by reference to the
Principles. At the same time Origin will launch a Corporate Governance section
of its website which will be progressively updated during the year. The Chairman
will make a further report on Corporate Governance at the Annual General
Meeting on 16 October 2003.
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Divisional Performance Highlights
Exploration and Production
2002/03
$m

2001/02
$m

% Change

EBITDA

187.6

185.2

1

EBIT

103.3

103.2

-

2002/03

2001/02

% change

Natural Gas (PJ)

74.0

72.5

2

Crude Oil (kbbls)

853.8

804.1

6

Condensate/naphtha (kbbls)

644.2

676.4

(5)

LPG (ktonnes)

62.3

61.4

1

Ethane (ktonnes)

35.5

46.9

(24)

Total (PJe)

87.4

86.3

1

Sales Volumes

External sales revenue for the Exploration and Production segment increased by
9% to $286 million as revenue from Perth Basin oil sales, higher oil prices, and
increased gas sales more than offset revenues foregone following the sale of
Eromanga Basin oil assets in the previous year.
EBITDA for the period was $187.6 million, up $2.4 million or 1% on the previous
year. EBIT was steady at $103.3 million.
Total gas sales were 74 PJ, an increase of 2%. CSG sales continued to grow and
now represent 12% of total gas sales.
Oil production was boosted by three Perth Basin oil fields coming on stream in
the second half of the year. As a result, oil sales increased by 6% to 853,800 bbls,
despite the sale of the Bodalla oil field and associated assets in the Eromanga
Basin midway through the prior year.
Origin’s 2P reserves increased by 38% to 1,573 PJe largely as a result of the
inclusion of reserves from the Thylacine and Geographe fields, additions through
CSG acquisitions and the reappraisal of the Myall Creek gas field in the Surat
Basin. A total of 83 development and appraisal wells and 36 exploration wells
were drilled during the year with 95 wells cased for future production providing
an overall success rate of 80%.

Page 7 of 19

Cooper Basin (Queensland/South Australia)
The Cooper Basin is Australia’s largest onshore gas production province and is a
significant supplier of gas to southern and eastern Australia. Under a long-term
gas supply arrangement signed with AGL in December, Origin and the other
Cooper Basin producers will supply up to 505 PJ of gas over 14 years from 2003.
Origin’s share of the contract is 71 PJ.
Coal Seam Gas (CSG)
In December 2002 Origin, and 85% owned Oil Company of Australia Limited
(OCA), signed an agreement with AGL to supply 340 PJ of gas for 15 years from
May 2005. About 52% will be supplied from OCA’s CSG interests in central
Queensland.
This contract enhanced OCA’s position as the largest CSG producer in Australia.
CSG supplies about 25% of Queensland’s total gas demand. OCA’s CSG production
is 30 TJ/day from three fields, which have a current production capacity of 55
TJ/day.
Through acquisition and appraisal drilling, CSG reserves increased from 296 PJ to
472 PJ, and recent drilling on the Durham field is expected to substantially
increase these reserves. Significant progress has been made in the development
planning of the Durham field with the granting of production and pipeline
licences and the approval of an Indigenous Land Usage Agreement with native
titleholders.
Other producing CSG fields have maintained strong performances with the
Dawson Valley (Moura) fields reaching record production levels.
To date $225 million has been invested by Origin and OCA in the acquisition and
development of CSG interests including $50 million in additional interests in the
Fairview and Durham fields acquired in the prior year. Total development cost
for CSG is expected to be several hundred million dollars over future years and in
the coming year a further $100 million will be spent building a gas processing
plant at the Durham field; developing the Mungi field at Moura; and appraising
the Talinga field, which is based on the Walloon Coals near the Wallumbilla to
Brisbane gas pipeline.
Perth Basin
Origin continued a highly successful gas and oil exploration program in the Perth
Basin.
Following last year’s oil discovery at Hovea, the field was successfully appraised
and developed and is now producing at about 4,000 barrels of oil per day (bopd).
Long term production tests were undertaken during the June quarter on the
Jingemia and Eremia fields in the Perth Basin and established flow rates of
around 1,800 and 1,000 bopd respectively.
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By July 2003 these fields combined had produced more than one million barrels
of oil (Origin’s share 500,000 barrels). Origin’s share of proved and probable
reserves is currently estimated at 5.4 million barrels.
The Beharra Springs North 1 gas field, discovered in late 2001, commenced
production in July 2002, increasing gas sales from the Beharra Springs gas plant
by 32%. A further small gas pool was discovered in the exploration well Hovea 2
during 2002 and is yet to be developed.
Origin has embarked on another significant drilling program in the Perth Basin to
appraise and develop the Hovea, Eremia and Jingemia oil fields and explore for
gas close to the Beharra Springs gas plant and in areas further north. The
program, which may include the drilling of up to 10 wells, began in July 2003 and
is expected to further lift production rates.
BassGas Project (Yolla field: Tasmania/Victoria)
The BassGas Project is scheduled to deliver 20 PJ of gas per annum to Victoria
from July 2004, representing about 10% of that State’s natural gas demand.
Origin holds a 37.5% interest and is the operator. Origin’s Retail Division will
purchase the gas for sale to residential and business customers.
Following State and Federal environmental approvals, construction began in
January 2003 and the project is now 45% complete.
The project will cost $450 million (Origin’s share $170 million) and will include
an un-manned offshore platform over the Yolla gas field, a 147-kilometre subsea
pipeline to a shore crossing near Kilcunda and a 32-kilometre onshore pipeline to
a gas plant under construction at Lang Lang.
Otway Gas Project (Thylacine and Geographe fields: Tasmania/Victoria)
The Otway Gas Project will develop the Thylacine and Geographe gas fields and
is designed to deliver 60PJ of sales gas each year to South Australia and Victoria
by mid 2006, as well as significant volumes of condensate and LPG. During the
year the interests of the joint venturers, Woodside, Benaris, CalEnergy and Origin
were equalised across both fields. Origin has a 29.75% interest in the project,
which is operated by Woodside Petroleum Limited.
The project received joint venture approval late in 2002 to proceed to
development. Environmental impact statements were released for public
exhibition in June and a preliminary development concept has been submitted to
the Victorian and Federal Governments.
Phase 1 of the project will involve the development of the Thylacine field
including a platform, subsea pipeline and a gas processing plant with anticipated
expenditure of around $750 million (Origin’s share $220 million). Phase 2 will
see the subsea development of the Geographe field and tie-in to the Thylacine
facility. Phase 3 will add compression at the gas plant to maximise recovery
from the fields. Total project cost is estimated at around $1 billion.
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Greenfields Exploration
Origin’s exploration program focussed on gas prone areas close to developed
infrastructure.
Origin participated in seven exploration and appraisal wells in greenfield areas.
Of the successful wells, three were in the onshore Perth Basin, and the Morangie
1 well in the offshore Perth Basin which, although unsuccessful, recorded
encouraging residual oil shows.
Origin extended its exploration efforts in the Surat Basin around existing gas
fields. A reappraisal of the Myall Creek area resulted in a further five wells
drilled in that area, four of which successfully tested gas at commercial rates.
During the year, Origin and Woodside were awarded a near-shore Otway Basin
permit VIC/P37(V) and in July 2003 were awarded permit T/34P in Tasmanian
waters southwest and adjoining the Thylacine permit. Exploration in VIC/P37
(V), which is operated by Origin, will begin in late 2003, while the work program
for T/34P (operated by Woodside) includes the acquisition of 3D seismic survey
data in 2004 and the drilling of a well in 2005.
In New Zealand, Origin will participate in the deepening of the gas exploration
well at Tuihi. In the Bass Basin, Origin will participate in the drilling of the
Trefoil prospect near Yolla.

Retail
2002/03
$m

2001/02
$m

% Change

EBITDA

232.1

166.8

39

EBIT

143.8

92.0

56

Customers (‘000)

2,010

1,777

13

Natural Gas*

Electricity

LPG

Revenue (A$m)

841

1,547

417

Gross Margin (A$m)

131

285

114

Sales – (PJ)

123

Sales – (TWh)

15

Sales – (ktonnes)

479

Total Sales (PJe)

123

54

24

Customer # (‘000)

986

851

200+

* Revenue for natural gas is the gross revenue received from customers including the Retained
Profit component which terminated in Sept 2002. Gross margin is after payment of Retained
Profit.
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Revenue from the Retail segment increased 46% to $2.8 billion. EBITDA
increased by 39% to $232 million mostly due to the contribution of the CitiPower
retail business purchased in July 2002, reductions in electricity purchasing costs
due to favourable electricity contracts and pool prices and the cessation of
retained profits paid to the Victorian Government.
The CitiPower acquisition, which added 264,000 customers in Melbourne’s CBD
and surrounding suburbs, makes Origin the largest energy retailer in Victoria and
the second largest nationally.
The integration of the CitiPower business with existing gas and electricity
businesses was a major focus for the year. Work will be completed on the
integration of billing systems and conversion of customer data in August 2003.
Having common back office systems will help reduce costs, improve the service
levels and ability to access customers in competitive markets. While there were
cost increases associated with the CitiPower integration and the introduction of
FRC, the expanded customer base will deliver reduced cost to serve in the next
financial year.
FRC was introduced in Victoria in January 2002 for electricity and October 2002
for natural gas. Churn in the electricity market grew modestly until the
introduction of contestability for natural gas, after which there was a spike in
activity for both fuels. Churn appears to have stabilised at rates of 5-10% per
annum which is in line with industry expectation. FRC for electricity was
introduced in South Australia in January 2003, but no official statistics are
available for this market.
Overall during financial year ended June 2003 Origin maintained its gas customer
numbers and achieved a modest growth in electricity customer numbers. Early
losses of mass market customers in the Victorian electricity market due to
transfers in progress at the time of the CitiPower acquisition were reversed by
gains later in the year in both Victoria and South Australia.
Electricity
Origin supplies electricity predominantly to customers in Victoria, and also
participates in competitive markets in New South Wales, Queensland and South
Australia.
Electricity revenue increased by over $700 million and gross margins increased by
over $125 million to $285 million largely due to the CitiPower retail acquisition in
July 2002.
The Victorian Government continues to cap prices for mass market customers
and in January 2003 rejected proposed tariff increases for electricity supplied to
customers in the former Powercor area and implemented a 4% tariff reduction
for customers in the former CitiPower area.
Notwithstanding these caps Origin is rebalancing individual tariff categories to
cover the costs of buying electricity and costs to serve in an increasingly
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competitive market. This will deliver reduced tariffs to customers who have
been receiving competitive market offers while un-profitable segments of the
market will continue to have their tariffs adjusted on a gradual basis.
At the wholesale level the industry has undergone a degree of consolidation with
the withdrawal of several retail competitors. Despite the consolidation, the
National Electricity Market continues to be vigorously competitive. Even with
this competitive environment Origin has managed to increase its market share
renewing most existing contracts and signing new contracts with major customers
in Victoria, New South Wales, South Australia and Queensland.
Electricity purchase costs, while increasing due to the replacement of long-term
favourable contracts with current market contracts, benefited from generally
low pool price volatility. Origin entered into a number of electricity purchase
contracts that enabled Origin to take advantage of low pool prices while
maintaining appropriate cover against periods of high pool prices. The
combination of these factors meant that Retail profitability was maintained on a
unit margin basis and improved overall because of the increased retail and
wholesale customer sales volumes.
Natural Gas
Origin supplies natural gas mainly to customers in Victoria, South Australia,
Queensland and New South Wales.
Natural gas revenues increased mainly due to the termination of the Gascor
Agency Agreement and cessation of retained profit payments to the Victorian
Government following the introduction of FRC in the Victorian gas market in
October 2002. The profit retained by the State under the Gascor Agency
Agreement reduced to $14 million from $29 million in the prior year.
In the mass market the natural gas business benefited from tariff increases of
2.5% in Victoria in January 2002; 6% in South Australia in July 2002; and 6.7%
increase in Queensland in March 2002. However as a result of an unsuccessful
application for a Victorian tariff increase in January 2003, prices were flat in
Victoria during the later half of this year.
Sales volumes were also impacted by mild winter weather in Victoria. The
measure of average degree-days, which provides an indication of heating
requirements, continued to be well below long-term averages.
The deregulated natural gas market for commercial and industrial customers in
South Australia and Queensland is moving into a more challenging phase with the
emergence of effective competition. Nationally commercial and industrial sales
decreased by 6% to 51 PJ.
LPG
Origin is a retailer and wholesaler of LPG in Australia, New Zealand and the near
Pacific.
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The LPG business continued the strong performance reported last year despite a
reduction in sales volumes of 2% and an increase of 17% in the unit purchase cost
of LPG. The Contract Price (CP) - the international benchmark price for LPG was up by $74 per tonne to $517 per tonne average for the year.
Sales volumes were impacted by the drought, which particularly affected sales to
commercial and industrial customers in many parts of rural Australia. Autogas
volumes declined in the face of competition from alternative fuels. However
these reductions were offset by an improvement in sales to the Pacific Islands.
Operating costs were reduced $2.9 million while a focus on credit management
delivered an improved debtor performance compared to the prior year of $4.6
million and contributed to operating cash flow returns in excess of 20%.
Margins were maintained despite the increased costs of LPG, through a
favourable change in the mix of sales towards the higher margin customers. As a
result gross margins were steady at $114 million.
During the year Origin acquired the Treston Gas business in Shepparton, Victoria.
This business, which will continue to operate under the Treston brand name, will
deliver additional sales of 12,000 tonnes per annum and provide opportunities for
multi fuel offerings to Origin’s electricity and natural gas customer base in the
region.

Generation
2002/03
$m

2001/02
$m

% Change

EBITDA

48.3

30.2

60

EBIT

26.5

15.6

70

2002/03

2001/02

% Change

1.90

1.86

2

Total Sales (TWh)

The Generation segment recorded a 54% growth in total sales revenue to $97
million. EBITDA rose 60% to $48.3 million. This was largely due to the
implementation of a tolling agreement between Origin’s Retail and Generation
Divisions and the acquisition of the Mt Stuart Power Station in Townsville
Queensland.
Contract Plant
The acquisition of the Mt Stuart Power Station increased the capacity of
contracted plant by 86% to 622 MW.
Mt Stuart supplies peaking power to the Queensland Government owned entity,
Enertrade, under a long-term power purchase agreement. The plant,
commissioned in December 1998, currently runs on kerosene but can be readily
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converted to natural gas and could be expanded by a further 150 MW through
conversion to combined cycle mode.
Origin’s 50% owned cogeneration plants at the Worsley Alumina refinery in
Western Australia and the Osborne Cogeneration Plant in South Australia
operated at high levels of availability and efficiency.
Availability of the cogeneration plant at BP’s Bulwer Island refinery (50%
interest) improved during the year following the implementation of a technical
remediation plan to reduce the level of outages experienced in the prior year.
During the early part of 2003/04 both gas turbines will be upgraded to full design
rating.
Construction of the energy centres at the Toowoomba and Baillie Henderson
Hospitals in Queensland proceeded satisfactorily, with the Toowoomba Base
Hospital works completed just prior to year-end. The energy centres will deliver
electricity, steam and hot and chilled water to each hospital.
Merchant Plant
Origin owns and operates three merchant plants - Roma Power Station in central
Queensland, Ladbroke Grove Power Station and Quarantine Power Station in
South Australia - all maintained high availability and reliability during the year.
The maturity of the national electricity market has enabled Origin to implement
a market based tolling arrangement whereby capacity provided by its electricity
merchant plant is charged to Origin’s Retail businesses. This has allowed the
stabilisation of Generation income and quarantined the volatility of the
electricity spot market to the Retail business where that volatility is managed
across Origin’s entire portfolio of electricity purchases and sales.
Renewable Generation
Throughout the year Origin continued to develop a portfolio of renewable energy
projects.
This included the acquisition of an option to develop the Troubridge Point wind
farm near Edithburgh on the Yorke Peninsula in South Australia, and an option to
acquire a 50% interest in the Challicum Hills wind farm in Victoria. Development
is also underway for the Kemiss Hill Road wind farm, near Yankalilla in South
Australia. Wind monitoring is being conducted on a further two potential wind
farm locations.
Origin has also funded research to develop lower cost solar energy. During the
year Origin and the Australian National University announced the development of
SLIVER® Solar Cell technology which uses one tenth of the silicon used in
conventional solar panels while matching power, performance and efficiency.
Testing confirmed that solar panels using this technology could be commercially
competitive. An automated approach to module assembly was developed and
planning for a pilot production facility is well advanced.
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In August 2003 Origin announced the acquisition of a 19% interest in Geodynamics
Limited for a consideration of $5 million. The company has been exploring and
seeking to develop geothermal sources of energy including the hot dry rock
geothermal resource in the Cooper Basin. Under a Power Purchase Agreement,
Origin will have the right to purchase 50% of the power generated by
Geodynamics’ projects including RECs and environmental credits at a discount to
the prevailing market price. The acquisition is subject to approval by
shareholders of Geodynamics.

Networks
2002/03
$m

2001/02
$m

% Change

EBITDA

23.4

22.5

4

EBIT

21.6

19.9

9

The Network segment EBITDA of $23.4 million was 4% higher than the prior year.
Origin increased its holding in Envestra by 17.4 million shares to 19.14% in April
2002. As a consequence distributions received from Envestra increased by $1.2
million.
There was a steady increase in management fees earned from Envestra,
reflecting the underlying growth in its business but this was largely offset by
changes to other fees.
During the year, total natural gas connections increased by 2.5% to 905,500. This
increase was largely driven by the continued strength of the domestic housing
market. About 300 km of new mains were laid and 105 km of existing mains
replaced.
FRC was introduced for Victorian natural gas customers in October 2002, allowing
consumers to change retailers. New Information systems and processes were
introduced to ensure cost efficient metering and billing of consumers serviced by
Envestra’s networks in the new competitive environment. Work has commenced
on introducing similar systems and processes in South Australia where the natural
gas market will open to full competition in 2004.
In a joint venture with United Utilities, Origin won a contract for the
management of the water network and treatment assets of Coliban Water in
regional Victoria. The 10-year contract commencing 1 July 2003 is a significant
win for the joint venturers and will generate more than $120 million in revenue
over the contract term.
SEA Gas Pipeline
The SEA Gas Partnership (33.3% Origin, 33.3% International Power, 33.3% TXU) is
constructing the SEA Gas Pipeline that will travel 680 km linking Origin’s new gas
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production interests in Victoria to retail gas markets and growing generation
assets in South Australia.
By mid August 2003, 530 km of the pipeline had been completed, and the project
remained on budget and on schedule for commercial operation in January 2004.
People, Health, Safety and Environment
Employee numbers increased 5% to 2,857 reflecting the growth in the retail
business.
A continued focus on safety performance has assisted in reducing the Lost Time
Injury Frequency Rate by 25% from 3.6 to 2.7. Regrettably, an incident at a
drilling rig resulted in the death of an employee of a contractor engaged to drill
an appraisal well for OCA. The incident will be the subject of a coronial enquiry
and investigations into the cause of the incident have not yet been completed.
There were no significant environmental incidents during the year and there
were no breaches of significant environmental regulations that relate to the
company’s operations.
During the year Origin produced its first Sustainability Report, which provided a
detailed report to stakeholders on the company’s social, environmental and
economic impacts.
Over the past two years employees with at least 12 months’ service have been
able to become Origin shareholders under the Employee Share Plan, in
recognition of the financial performance of the company and the achievement of
a significantly improved safety record. A further issue under this Plan will be
made in recognition of 2002/03 performance. The cost of $2.2 million before tax
has been provided for in the current year result.
In October 2002 Origin announced that it would undertake a review of its equity
based compensation programs.
This review has been undertaken covering the Executive Option Plan, Employee
and Executive Share Plans including an assessment of the impact of proposed
changes to the accounting and tax treatment of options.
The review has concluded that the use of equity as part of the company’s
remuneration program is an effective means of providing long-term incentives
that motivate and reward employees for acting in the best interests of
shareholders. The Board acknowledges that the plans are part of a remuneration
strategy that must adhere to appropriate corporate governance principles and
has concluded that they meet these objectives.
For the Employee Share Plans, the company will purchase all shares on market
for distribution to employees under these plans, the cost of which will be treated
as an expense.
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The Board has concluded that the Executive Option Plan with its existing exercise
hurdles and market exercise price meets best practice and is in the interests of
shareholders. The plan has been reinstated as part of Origin’s remuneration
plan.
The Australian Accounting Standards Board has released an exposure draft
(ED108) on how to account for share-based payments, including employee
options. The company has not adopted ED108 as there are a number of
unresolved issues, and the final form of the AASB and IASB standards may well
change from that currently on issue. Accordingly, the reported net profit after
tax of $162.0 million does not include any amount for the expensing of options.
However, if the draft standard were applied Origin would have reported an
expense of $1.8 million in the past year in respect of options issued.
When the accounting standards have been determined and the tax implications
are clear, Origin will again review the use of options as the long-term incentive
component of executive remuneration.
Further details of the Executive Option Plan and Employee Share Plans will be
included in Origin’s 2003 Annual Report.
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Outlook
In the year ahead Origin will continue to build upon the performance to date and
further develop opportunities for growth.
Performance of the Exploration and Production segment will be boosted by
increased oil production from the Perth Basin.
Retail will continue to benefit from cessation of the Gascor retained profit
payment and the drive to reduce costs from the integration of recently acquired
businesses. As current favourable contracts for the purchase of electricity roll
off they are being replaced at competitive prices and the wholesale margin
gained in the last financial year is unlikely to be sustained.
The Generation segment will benefit from a full year contribution from the Mt
Stuart Power Station and Networks segment earnings will benefit from the
Coliban Water contract.
Based on these factors the outlook for the coming year is for Origin to achieve its
long-term target for growth in earnings per share of 10-15% per annum.
During the coming year the company will also continue to develop opportunities
that provide the basis for growth in the medium term. These include the BassGas
Project, Otway Gas Project, SEAGas Pipeline and development of coal seam gas.
In the longer term Origin expects to benefit from new opportunities in its
Greenfield exploration portfolio, further investment in power generation and
development of opportunities in renewable generation.
Notwithstanding the recent acquisitions and capital expenditure on new projects
Origin maintains a conservatively geared balance sheet. This, combined with the
company’s strong cash flows, means that Origin is well placed to take advantage
of opportunities that continue to arise from the rationalisation and growth that is
occurring in the energy sector.
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Origin Energy Key Financials
2002/2003
($m)
3,352

2001/2002
($m)
2,429

EBITDA

491.3

404.6

21

EBIT

295.3

230.7

28

Profit before tax

246.6

187.9

31

Profit after tax
Profit after tax and outside
equity interests

166.3

133.6

24

162.0

128.7

26

350

256

37

15.6%

13.7%

14

524

403

30

3,409

2,958

15

732

633

16

1,790

1,626

10

24.8 cents

20.2 cents

23

per share

53.7 cents

40.1 cents

34

(2)

10 cents

5 cents

100

$2.70

$2.50

8

Net debt to capitalisation

29%

28%

Net debt to equity

41%

39%

EBIT Interest cover

6.1 times

5.4 times

9.2%

8.1%

Exploration & Production

187.6

185.2

1

Retail

232.1

166.8

39

Generation

48.3

30.2

60

Networks

23.4

22.5

4

Total revenue

Free cash flow
OCAT ratio
Capital expenditure
Total assets
Net debt
Shareholders equity

% change
38

Key Ratios
Earnings per share
Free cash flow

(1)

Total dividend per share

Net asset backing per share

Return on equity
Segment Analysis (EBITDA) (3)

(1)

Cash flow available for funding growth and distributions to shareholders
Final dividend 5 cents per share (franked to 2 cents), interim dividend 5 cents per share (franked
to 2 cents)
(3)
The Corporate segment reported in previous results announcements has now been allocated
across the four operational business segments
(2)
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