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Origin Energy

First-quarter FY20 production report

Origin Energy (ORG) delivered its September-quarter production report and in this
note Ord Minnett provides a summary of the key points from the release.

RESEARCH

Recommendation

Hold
Liguefied natural gas (LNG) production was below our estimate, although this was Risk
offset by higher domestic sales volumes due to seasonal demand and the restart of Higher
the Darling Downs Power Station after a planned outage. Furthermore, both domestic .
gas and LNG prices were above our estimate, which resulted in higher than expected Target price
revenue for the quarter. $8.25
Energy Markets data showed a soft quarter driven by milder than usual winter Last price
weather conditions. $7.87
We have increased FY20 net profit forecast by 3%, although our longer-dated Price Performance
estimates and valuation remain unchanged. 8.50
We maintain our Hold recommendation on Origin with an $8.25 target price. jzz
A
e 1Q20 production — Total upstream production for the quarter of 66.5 petajoules * 00
(PJ) was 4% higher than the previous quarter. This was attributed to higher well &%
availability and the Eurombah Reedy Creek InterConnect (ERIC) pipeline coming PRovis  Feve Mep1s Augas
online. SaP/A 200 Gebased
e LNG - Origin’s share of LNG production increased 4% from the previous quarter
to 829,000t. This implies the plant operated at an annualised rate of 8.8Mt, or a
utilisation rate of 98%. 18PJ was sold into domestic markets, in line with the
previous quarter but above our estimate of 15PJ. This was driven mainly by strong
seasonal demand as well as the Darling Downs Power Station coming back online.
¢ Realised prices — LNG realised prices increased marginally to US$9.67 per million
British thermal units (mmBtu), implying an effective slope of 13.4% versus trailing
Japanese customs-cleared crude (JCC). This compares to PNG LNG at
US$9.44/mmBtu, Santos’s (STO, Hold) portfolio at US$10.04/mmBtu, North West
Shelf at US$7.10/mmBtu, Pluto LNG at US$9.40/mmBtu, and Wheatstone LNG at
US$8.70/mmBtu. Management noted LNG spot prices remained weak in the
quarter, driven by additional supply from new projects and subdued demand
growth. Domestic gas prices fell 3% (but were above our forecast), due to lower
short-term contract prices.
Table 1: Quarterly production summary
Sep-18 Dec-18 Mar-19 Jun-19 Sep-19 OMLe QoQ YoY vs OMLe
Production
LNG 000t 767 844 834 800 829 893 4% 8% 1%
Sales
Natural Gas PJ 21 18 16 18 18 15 -1% -15% 17%
LNG 000t 762 839 862 794 812 893 2% 7% -9%
Total PJe 63.6 64.2 63.4 62.3 63.1 65.0 1% 1% -3%
Realised price
Natural Gas $/GJ 5.29 5.10 4.80 4.89 4.76 4.32 -3% -10% 10%
LNG US$/mmBtu 9.63 10.59 10.84 9.31 9.67 9.29 4% 0% 4%
Revenue
Natural Gas $m 113 20 75 89 86 67 -4% -24% 29%
LNG $m 527 651 689 554 602 611 9% 14% -2%
Total 640 ™ 764 643 688 678 7% % 1%

Source: Company reports and Ord Minnett estimates.



Compa ny Revie\/\/ ORD MINNETT

Price Performance Summary Investment Thesis and Valuation

o While the majority of earnings and valuation comes from

8 the retail business, the company is highly levered to oil
A rices through APLNG. We expect to see earnings
\\la- growth from higher cash flows from APLNG. We also
5 expect the company’s balance sheet to withstand a
sustained period of low prices, with the balance sheet

5 delevering rapidly. The company has recently announced
Jan 19 Apr 19 Jul 19 Oct 19 a ZOCpS base dividend.
— ORG.AX Price (A$) ASX100 (rebased) However, with the stock price trading in line with our NPV,
YD im 3m 2m_ e are Hold on the stock.
Abs 2.4% -0.6% 0.8% 10.5%
Rel 3.4% -0.7% 2.8% -5.5%
DCF valuation — June 2020
Company Data $m Base case
Shares O/S (mn) 1,749 Energy Markets
52-week range ($) 8.14-6.03 Natural gas 4,488
Market cap ($ mn) 9,412.52 Electricity 7,950
Exchange rate 1.46 Non-commodity 1,052
Free float(%) 99.3% LPG 871
3M - Avg daily vol (mn) 6.09 Other 673
3M - Avg daily val ($ mn) 320 Rehabilitation -364
Volatility (90 Day) 23 Total 13,324
Index ASX 100 AP LNG
BBG BUY|HOLDISELL 1013]0 Origin share 8,044
. Corporate costs -958
Key Metrics (FYE Jun) Enterprise value 20,410
$ in millions FY19A FY20E FY21E  FY22E Net cash (debt) 5,417
Financial Estimates Equity value 14,992
Revenue 14,727 14511 14005 14,434 Per share ($) 8.26
AdJ EBITDA 3’232 3’412 3’622 3’401 Source: Ord Minnett estimates.
Adj. EBIT 1,308 1573 1,791 1,707
Adj. netincome 1,028 1,160 1,389 1,286 :
Adj. EPS 058 066 079 073 Performance Drivers
BBG EPS 0.59 0.59 0.62 -
Cashflow from operations 1325 658 1,078 1,094 Market 43%
FCFF 1,273 264 997 1,040 Sector
Margins and Growth
Revenue growth 08% (1.5%) (35%)  3.1% Macro
EBITDA margin 219%  235% 259%  23.6% Style
EBITDA growth 9.7% 5.6% 6.1%  (6.1%)
EBIT margin 89% 108%  128%  11.8% Idiosyn. 26%
Net margin 7.0% 8.0% 9.9% 8.9%
Adj. EPS growth 225%  132%  197%  (7.4%) Factors 6M Corr 1Y Corr
Ratios Market: MSCI Australia 0.51 0.66
Adj. tax rate 10.7%  158% 142%  16.0% Sect: Energy 0.66 0.70
Interest cover 21.0 174 21.0 19.2 Ind: Energy 0.67 0.69
Net debt/Equity 05 04 03 0.2 Macro:
Net debt/EBITDA 1.9 16 12 1.1 : )
ROCE 48%  57%  74%  6.9% Crude Qi 0.35 0.47
ROE 8.2% 8.6% 9.8% 8.6% TR/CC CRB ER Index 0.20 0.44
Valuation Economic Surprise 0.43 0.20
FCFF yield 9.2% 19%  72%  7.6% Quant Styles:
Dividend yleld 3.2% 3.1% 5.0% 4.7% Growth -0.03 0.24
EV/EBITDA 6.2 5.7 5.1 5.1
Adj. PIE 134 119 99 107 LowVol 019 0.13
Momentum 0.09 0.05

Sources for: Performance Drivers — Bloomberg, Ord Minnett Quantitative and Derivatives Strategy; all other tables are company data and Ord Minnett estimates.
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Investment Thesis, Valuation and Risks

Origin Energy (Hold; Price Target: $8.25)

Investment Thesis

While the majority of earnings and valuation comes from the retail business,
the company is highly levered to oil prices through APLNG. We expect to see
earnings growth from higher cash flows from APLNG. We also expect the
company'’s balance sheet to withstand a sustained period of low prices, with
the balance sheet deleveraging rapidly. The company has recently
announced a 20cps base dividend. However, with the stock price trading in
line with our estimate of NPV, we are Hold on the stock.

Valuation

Our June 2020 price target is based on our sum-of-the-parts valuation. In our
analysis, we use a post-tax WACC of 8.3% (cost of equity 10.0%, cost of
debt 8.5%).

DCF valuation — June 2020

$m Base case
Energy Markets

Natural gas 4,488
Electricity 7,950
Non-commodity 1,052
LPG 871
Other 673
Rehabilitation -364
Total 13,324
AP LNG

Origin share 8,044
Corporate costs -958
Enterprise value 20,410
Net cash (debt) -5,417
Equity value 14,992
Per share ($) 8.26

Source: Ord Minnett estimates.

Risks to Rating and Price Target

The key upside and downside risks to our valuation are: higher or lower-than-
expected oil prices; management failing to deliver on cost-out and debt
reduction initiatives; weakness in NEM electricity demand; higher or lower-
than-forecast electricity and gas retail tariffs; and strong cash generation
leading to capital returns.
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$ in millions, year end Jun

Profit And Loss FY18 FY19 FY20E FY21E FY22E Valuation Summary $m  $ps
Revenue 14,604 14,727 14,511 14,005 14,434 Current mkt capitalisation 13,712.16  7.84
Revenue growth 35% 0.8% (1.5%) (3.5%) 3.1%
COGS - - - - - Price Target 8.25
Operating Expenses (11,657) (11,495) (11,099) (10,383) (11,033)  Capital growth to price target 5.2%
EBITDA 2947 3232 3412 3,622 3,401
EBITDA growth 16.5% 9.7% 56% 6.1% (6.1%) Trading Multiples FY18 FY19 FY20E FY21E FY22E
EBITDA margin 20.2% 21.9% 235% 259% 23.6% PE Pre-abnormals 164 134 119 99 107
Amortisation 0 0 0 0 0 PE Reported 632 114 119 99 107
Depreciation (1,573) (1,924) (1,839) (1,831) (1,693) EV/EBITDA 7.2 6.2 57 5.1 5.1
EBIT 1,374 1,308 1,573 1,791 1,707 EV/EBIT 154 153 123 102 103
Other Income - - - - -
Other Expenses - - - - - Key Ratios FY18 FY19 FY20E FY21E FY22E
Net Interest (271) (154) (196) (173) (177) Dividend Yield 00% 32% 31% 50% 4.7%
Pre-Tax Profit 1,03 1,154 1,377 1,618 1,530 Franking 0.0% 100.0% 100.0%  100.0% 100.0%
Tax (262) (123) (217)  (230) (245) Return on Assets (%) 34% 41% 47% 58% 5.4%
Tax Rate 238% 10.7% 158% 14.2% 16.0% Return on Equity (%) 72% 82% 8.6% 9.8% 8.6%
Minorities 3) 3) 0 0 0 ROIC (%) - - - - -
Abnormals (post tax) (620) 183 0 0 0
Reported NPAT 218 1,211 1,160 1,389 1,286 Leverage FY18 FY19 FY20E FY21E FY22E
Gearing (Net Debt / Equity) 0.6 0.5 0.4 0.3 0.2
Normalised NPAT 838 1,028 1,160 1,389 1,286 Gearing (ND/(ND +E)) 381% 31.5% 28.1%  232% 19.1%
Growth 524% 22.7% 12.8% 19.7% (7.4%) NetDebt/EBITDA 25 1.9 1.6 1.2 1.1
EBIT Interest Cover (x) 51 8.5 8.0 10.4 9.6
End of Period Shares 1,758 1,760 1,754 1,754 1,754
EFPOWA 1,758 1,760 1,754 1,754 1,754 Balance Sheet FY18 FY19 FY20E FY21E FY22E
Cash 150 1,546 150 150 150
Reported EPS 012 069 066 079 0.73 Receivables 2537 2,324 2213 2,146 2,232
Normalised EPS 058 058 066 079 0.73 Investments - - - - -
Growth 85.0% 0.9% 132% 19.7% (7.4%) Inventories 19 137 220 211 220
Other Current Assets 883 1,156 1,156 1,156 1,156
DPS 000 025 024 039 037 Total Current Assets 3,766 5,163 3,739 3,664 3,757
Growth - - (4.0%) 62.5% (5.1%) NetPPE 3,696 3,597 3,522 3,339 3,118
Total Intangibles 5328 5,381 5,381 5381 5,381
DPS/EPS payout 0.0% 36.3% 36.3% 49.3% 505% Other Non Current Assets 11,467 11,602 11,394 11,398 11,403
Total Non Current Assets 20,491 20,580 20,297 20,117 19,903
Cash Flow Statement FY18 FY19 FY20E FY21E FY22E Total Assets 24,257 25,743 24,036 23,781 23,660
Net Profit for Cashflow 218 1211 1,160 1,389 1,286 Creditors 2011 2210 1,831 1,762 1,831
Depreciation & Amortisation 1,573 1,924 1,839 1,831 1,693 Current Borrowings 1,089 948 0 0 0
Non Cash Iltems - - - - - Current Tax Provisions - - - - -
Working Capital Changes 0 0 0 0 0  Other Current Provisions 53 45 45 45 45
Other Operating Cashflows (498) (1,810) (2,342) (2,141) (1,885) Other Current Liabilities 1,296 1,064 1,064 1,064 1,064
Cashflow from Operating Activities 1,293 1,325 658 1,078 1,094 Total Current Liabilities 4,449 4,267 2,940 2,871 2,940
Non Current Creditors - - - - -
Capex (314)  (190)  (559) (229) (203) Non Current Borrowings 6,350 6,648 5,567 4571 3,763
Net Acquisitions 0 0 0 0 0 Deferred Tax Liabilities 0 0 0 0 0
Other Investing cashflows 1,666 779 1,361 1,017 823  Other Non Current Provisions 361 527 527 5271 527
Investing Cash Flow 1,352 589 803 788 620 Other Non Current Liabilites 1,269 1,152 1,150 1,150 1,150
Total Non Current Liabilities 7,980 8,327 7,244 6,248 5,440
Inc/(Dec) in Borrowings (1,982) 185 (2,029) (996) (808) Total Liabilities 12,429 12,594 10,184 9,119 8,379
Equity Issued 0 0 0 0 0 Equity 7150 7,125 7125 7125 7,125
Dividends Paid (1) (165) (457) (579) (667) Other Equity 0 0 0 0 0
Other Financing Cashflows (664)  (540) (370) (290) (240) Reserves 629 1,089 1,089 1,089 1,089
Financing Cash Flow (2,647)  (520) (2,856) (1,866) (1,715) Retained Profits 4,025 4915 5618 6,428 7,047
Outside Equity Interests 24 20 20 20 20
Net Cash Flow (1) 1,396 (1,396) (0) 0 Total Shareholders Equity 11,828 13,149 13,852 14,662 15,281
Net Debt 7,289 6,050 5417 4421 3613

Source: Company reports and Ord Minnett estimates.
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Please contact your Ord Minnett Adviser for further information on our document.

Guide to Ord Minnett Recommendations

Our recommendations are based on the total return of a stock — nominal dividend yield plus capital appreciation — and have a 12-

month time horizon.

SPECULATIVE BUY

We expect the stock’s total return (nominal yield plus capital appreciation) to exceed 20% over 12
months. The investment may have a strong capital appreciation but also has high degree of risk and
there is a significant risk of capital loss.

BUY The stock’s total return (nominal dividend yield plus capital appreciation) is expected to exceed 15%
over the next 12 months.

ACCUMULATE We expect a total return of between 5% and 15%. Investors should consider adding to holdings or taking
a position in the stock on share price weakness.

HOLD We expect the stock to return between 0% and 5%, and believe the stock is fairly priced.

LIGHTEN We expect the stock’s return to be between 0% and negative 15%. Investors should consider decreasing
their holdings.

SELL We expect the total return to lose 15% or more.

RISK ASSESSMENT Classified as Lower, Medium or Higher, the risk assessment denotes the relative assessment of an

individual stock’s risk based on an appraisal of its disclosed financial information, historical volatility of its
share price, nature of its operations and other relevant quantitative and qualitative criteria. Risk is
assessed by comparison with other Australian stocks, not across other asset classes such as Cash or

Fixed Interest.
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