Facilities Management “Design, Project Management,
Operations and Maintenance”

Concise Annual Report 2003

Downer EDI Limited (Downer EDI) is an Australian listed company
which provides comprehensive engineering and infrastructure
management services to the public and private power, rail, road,
telecommunications, mining and minerals processing sectors.
It employs more than 15,000 people and its services cover
Australia, New Zealand, Asia and the Pacific.
“Downer EDI is one of the few fully integrated engineering and
infrastructure management companies in the Asia Pacific region
able to provide services to clients in the transportation, power,
telecommunications, mining and energy sectors.”
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Downer EDI’s business consists of
four principal activities:

Infrastructure
Road build and maintenance
Rail track build and maintenance

Engineering
Design and facilities management
Telecommunications build and
maintenance
Power build and maintenance

Mining
Operation and infrastructure
management
Process engineering and minerals
technology
Exploration and drilling services

Rail
Rollingstock build and maintenance
Locomotive build and maintenance
The company’s integrated services
platform includes design, project and
facilities management, operations
and maintenance.

Downer EDI Limited’s 2003
Annual General Meeting will be
held in Sydney at The Heritage
Ballroom, The Westin Hotel,
1 Martin Place, Sydney on
27 October 2003 commencing
10.00 am. All shareholders are
invited to attend and are entitled
to be present.
Shareholders who are unable to attend
the Annual General Meeting, but
choose to vote on the proposed
resolutions, are encouraged to
complete a proxy form and lodge it
at least 48 hours prior to the meeting.
Addresses are provided in the
“Information for Investors” section of
this Report and on the proxy form.

The Downer EDI Limited 2003 Concise
Annual Report reflects the activity of
Downer EDI Limited for the financial
year 1 July 2002 to 30 June 2003.
Australian dollars, unless otherwise
stated, is the standard currency used
throughout this Report.
The Concise Annual Report provides
a summary of Downer EDI Limited’s
financial performance, financial position,
and operating, investing and financing
activities. Detailed financial information
for Downer EDI Limited for the year
ended 30 June 2003 is set out in the
2003 Full Financial Report available free
of charge from the Company Secretary,
Downer EDI Limited.
Please note that financial information
for Downer EDI Limited, including the
2003 Concise Annual Report and the
2003 Full Financial Report, can be
found at the Downer EDI website,
www.downeredi.com

Downer EDI Limited
Level 3, 190 George Street
SYDNEY NSW 2000
Tel: 61 2 9251 9899
Fax: 61 2 9251 4845
Website: www.downeredi.com
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Financial Highlights 2003
“Since listing in 1998, earnings reliability and growth despite volatile
markets, a company delivering sustainable profits with a growth outlook.”

•

Sixth successive year of earnings and
profit increases:
-

After tax profit $66.6 million,
up 18%

-

Net profit (before goodwill
amortisation) $82.6 million,
up 17%

-

Before tax profit $94.7 million,
up 19%

-

EBIT $123.6 million, up 9%

-

EBITA $140.4 million, up 9%

-

EBITDA $242.9 million, up 10%

-

Revenue $2.70 billion, up 10%

-

Turnover $2.87 billion, up 11%

-

Shareholders’ funds
$760.2 million, up 7%

-

•

•

•

Strong operating cash flow of
$225.0 million, up $177.6 million
on prior year, contributing to a lower
interest expense.

•

Net debt was reduced by 34% to
$296.2 million.

•

Gearing (net debt to shareholders
funds) at a record low of 39%,
down from 63%.

•

Balance sheet the strongest it’s ever
been – a product of existing and
ongoing focus.

•

Awarded a ‘BBB-’ investment grade
credit rating with a stable outlook
from an internationally recognised
credit ratings agency.

•

Established a secondary listing on
the New Zealand Exchange Limited
(NZX), with effective quotation date
for the trading of Downer EDI shares
of 6 November 2002 (NZX ticker:
DOW NZ).

•

Successfully completed a refinancing
and expansion of its maturing
$150 million syndicated financing
facility for a further 3 years, and
given the strong demand, increased
the facility to $200 million to provide
Downer EDI with a larger capital
base and improved liquidity.

Secured forward sales now
approaching $6 billion, up from
$4.5 billion.

Profit after tax 2003 full year equates
to 6.3 cents earnings per share (EPS)
basic, or 6.1 cents EPS
fully diluted (2002: 5.8 cents and
5.5 cents respectively).
First year of franked dividend. Total
dividends of 2.9 cents per share
(up 21% over the previous year),
of which final dividend of 2.4 cents
was franked to 50%.
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Message from the Chairman Barry O’Callaghan
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It is my pleasure to present the Downer
EDI Limited 2003 Concise Annual Report.
This has been another successful year
for your company. The diversification
of Downer EDI’s business platform has
delivered a robust financial performance
during a period of mixed economic
performance in the region, and our
industry platforms continue to strengthen.
Downer EDI’s audited profit after tax for
the year ended 30 June 2003 increased
18% to $66.6 million. The operating
profit before goodwill amortisation was
a pleasing $82.6 million (last year
$70.7 million). The result was achieved
on higher operating turnover of
$2.9 billion (compared to $2.6 billion).
Overall, core businesses performed
well with increases in revenue from
Engineering (16% increase), Infrastructure
(37%) and Mining and resources (5%).
While Rail (rollingstock) revenue
decreased by 8%, its contribution to the
Group’s EBITA increased by $6.4 million.
The result also included a revenue
contribution from CPG Corporation Pte
Ltd (CPG) of $77 million gross revenue
for the first three months of ownership.
Second half comparison with the previous
year showed improvement in turnover
(up 21.8% to $1,577.4 million) and profit
after tax (up 24.1% to $44.8 million).
The company was also successful in
managing its capital, repaying debt and
improving earnings per share. Basic
earnings per share was 6.3 cents, a
healthy improvement over the previous
year of 5.8 cents per share.
A more expansive summary of the
Group’s financial performance for the
year is provided in the Chief Financial
Officer’s Review (pages 10 to 12).

While we did not expect to have franking
credits available until the first half-year
dividend for the 2004 financial year,
I am delighted to advise shareholders
that we are ahead of our plans and will
be franking the final 2003 financial year
dividend to 50%. An interim dividend
to 0.5 cents unfranked was paid on
30 April 2003 and a final dividend of
2.4 cents (franked to 50%), payable
10 October 2003, was declared by the
directors, making up a full year dividend
of 2.9 cents per share, an increase in
dividends per share of 21%. This is the
first franked dividend paid by Downer
EDI since it listed in 1998 and due
reward for those shareholders who have
stayed with us.

Developments across the company’s
activities are described in more detail in
the Managing Director’s review and the
market segment reports (pages 6 to 37).

The year’s total dividends of $33.5 million
represent a pay-out ratio of 50.3% of
Downer EDI’s net profit after tax. The
directors expect that the policy of paying
out dividends of approximately 50% of
full year profit after tax will be maintained.

Companies and government entities that
form the industry sectors in which we
operate are all under pressure to deliver
a better service, more reliably and at a
lower cost.

The past year has seen employee numbers
grow from 10,000 to over 15,000, with a
substantial increase in the professional skill
base, particularly in the fields of design,
master planning, engineering and facilities
management, reflecting both acquisition
and organic growth.
The company prides itself in its
preparedness to invest in new technology
and systems and process innovations
where these can deliver improved service
levels and product satisfaction for our
clients and their customers.
Plans for Downer EDI’s business
development and growth as a major
provider of outsourced services in its
target markets are on track. Progress
during the year included solid organic
growth, strong cash flow, further
rationalisation of assets, value creation
and a growing market share in each of
the industry sectors in which we operate.

The economic outlook for Australia and
New Zealand, our two major markets,
is generally positive and we expect to
see further growth opportunities in our
key market segments of power,
telecommunications, road, rail and mining.
While the economic outlook for countries
where we operate within Asia and South
East Asia is mixed, we remain buoyed
by the prospects in our target markets.
As the global trend towards outsourcing
engineering services continues, the
outlook for all divisions is positive.

Many governments are facing major
challenges in upgrading aging
infrastructure, and meeting community
expectations for modern and reliable
services, especially in road and rail
networks. In the Australian market, some
governments historically have been
constrained in committing public funds
to major infrastructure because of
budgetary pressures and we expect
that there will be a period of ‘catch-up’
in the next few years. With the levels
of expenditure now required, we believe
public private partnerships (PPPs) will
be considered as a way forward.
This trend is already well established in
the United Kingdom, where private
financing initiatives (PFIs), which involve
a greater sharing of the significant risks
and rewards between government and
the private sector, are on the increase.

“The transformation of Downer EDI from a business dominated by capital
works to a services company based on a high level of skills and capability
in design, operation and maintenance across our markets is now complete.”

Downer EDI has developed a capability
to provide a range of services to assist
governments in upgrading and
maintaining essential infrastructure.
We strongly favour PPPs as a means
for governments to move forward and
are ideally placed to provide these
services should governments decide
to proceed down this path.
Your company’s development has been,
and continues to be, based on a longterm strategy to build a group of highly
complementary business skills that add
value to clients and minimise risk. Your
board is confident in the capacity of the
company’s management to continue to
invest to strengthen the business and its
earning’s capability.
As we look to the future, Downer EDI will
continue to focus on shareholder value
through sensible investment in growth
opportunities and developing the crossselling of services within the Group.
In November 2002, your company
established a secondary listing on the New
Zealand Exchange Limited (NZX), thereby
increasing the company’s profile in that
market where we have a substantial
business presence, and allowing our New
Zealand based shareholders to have
greater access to, and trade more freely in,
the company’s shares.
The board recognises the importance
of good corporate governance and
we will continue to review our practices
in this area. In keeping with the new
guidelines published by ASX Corporate
Governance Council, the board has
changed its committee structures
(refer Corporate Governance section
pages 40 to 42), and is giving further
consideration to the size of the board.

We remain committed to keeping
shareholders informed of our
developments and maintaining a high
level of financial transparency.
I am delighted to have been elected by
your board as Chairman effective from
4 June 2003. I have served on the board
as Deputy Chairman since 1998, and look
forward to continuing to serve you, the
shareholders, in my new capacity.
I thank my predecessor, Tom Lau, for
his valued contribution and welcome his
ongoing involvement as Deputy Chairman.
In December 2002, we welcomed Billy
Wong as alternate director to Charles
Chan and in April 2003 Bill Shurniak
resigned from the board following
Huchison Whampoa’s decision to divest
its shareholding in the company. The
board joins me in thanking Bill for his
valuable contribution as a director.
The continued support from our
shareholders is appreciated and on
your behalf I express our appreciation
to Stephen Gillies and his management
team and staff for their great efforts
during the year.
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This is our sixth successive year of earnings
and profit increases. Profit increased by
18% on the previous year, ahead of the half
year forecast level. Operating earnings
(EBITA) increased by 9% to $140.4 million.
Net debt was reduced by $150.8 million to
$296.2 million, a 34% decrease on the
previous year.

The Chairman’s report makes reference
to the lack of public spend by some
governments in infrastructure, particularly
in rail and road networks. Clearly we
now have the expertise and size to
pursue an increasing number of
opportunities in service partnering with
governments in a number of locations.

This year, we continued to make
substantial progress in building capability
as a value-adding service provider, with a
focus on design, master planning,
facilities management and maintenance
services, and are in a strong position as
a preferred choice for the provision of
engineering services in the public and
private road, rail, telecommunications,
power and mining sectors.

Active consideration is also being given
to the development of concepts such as
an infrastructure fund, which would allow
Downer EDI to co-invest, aligning with
selected clients where the investment
has long term business relationship
benefits. It is important for the company
to deliver value to its partners and
clients, but importantly it must deliver
value to you as shareholders through
benefits from moving up the value chain.

The diversity of our business activities
and the focus on essential infrastructure
combine to deliver a relatively stable, and
growing, core earnings stream to
underpin our business. In a way, we are
continuing to layer in “annuity-type”
earnings streams that serve to improve
the transparency and predictability of our
Group earnings.
Having built a business based
increasingly on long term relationships
with clients, in particular those involved in
infrastructure, and with our current size,
skill level and capacity, we are now
looking at the next stage of our
development. On a go-forward basis,
we expect this to involve participation in
public private partnerships and alliance
partnering contracts where these bring
benefits to the clients.

Operating performance
Profit for the 2003 financial year reflected
a solid operating performance from our
core businesses. Headline sales growth
resulted from strong underlying
performances by engineering,
infrastructure and mining divisions,
with turnover and profit in line with
expectations for the year.
For the year ended June 2003,
Infrastructure increased turnover by
35% to $576.5 million compared to the
previous year $425.5 million, reflecting
growth in the Australian market and a
solid performance in New Zealand.
Engineering achieved turnover of
$869.5 million, up 17%, with a strong
performance by power services, above
expectation performance from telco and
an expected contribution from CPG’s
fourth quarter result.

Mining and resources increased turnover
by 7% to $1.1 billion, due primarily to the
award of major contracts, expanded
services in the coal sector and the
increasing financial contribution of the
services business unit within the division.
Overall, Mining division in net terms had
an excellent year with uncompleted work
on hand at year-end at $1.8 billion.
While Rail (rollingstock) turnover was down
8% to $333.5 million, the division's EBITA
contribution to the Group increased by
$6.4 million. The performance of the
business was largely overshadowed by
the Millennium Train project.
The results reflected one-off charges
for non-core business sales and the
downsizing of the Walkers operations in
Maryborough, Queensland, to purely rail,
the reorganisation of the Century drilling
business to match planned levels of
activity and the significant scale-back of
non-core, underperforming construction
activities of the Capital Works group
within Downer Engineering. Divestment
of the non-core Walkers sugar and
foundry businesses was primarily
completed in the second half of the year.
The company’s forward order book
reached a high of $5.5 billion, up 22%
on the same time last year, but
importantly with new contracts in the
pipeline where we have been chosen as
preferred bidder, will extend the order
book to $6.3 billion.

“Fitch Ratings identified Downer EDI’s comprehensive approach to risk
management, good positioning for organic growth and steady, diversified
revenue stream as among the company’s key credit strengths.”

Millennium Train
There has been significant negative
political and media comment about
Sydney’s Millennium Train manufactured
by EDI Rail, as part of a wider political
debate about the state of rail
infrastructure in New South Wales.
Negative comment was aggravated
by teething problems with the train’s
introduction into revenue service and
sustained criticism by the NSW
Opposition of the Government over the
procurement processes of the State Rail
Authority of NSW (StateRail).
Downer EDI prides itself on its
preparedness to invest in new
technology where this can deliver
improved service levels and product
satisfaction for its clients and their
customers. We firmly believe the
Millennium Train will deliver greatly
improved safety, comfort and ride to
StateRail’s customers, as well as vastly
enhanced asset management for
StateRail and the Government.
The commissioning of the Millennium
Trains has not been problem-free, but
our experienced team of engineers and
product suppliers have provided,
and continue to provide, proactive
management for ongoing product
enhancement. The new technology
embraced in the design and operation
of the Millennium Train will deliver value
to Sydney’s rail commuters.

Managing our
capital for growth

During the year, working capital from
non-core business divestments was
used to fund activities which would
provide for increased maintenance and
service revenue from the road, rail and
power sectors. These included:
•

Expanding the road maintenance
business of Works Infrastructure
Australia, providing coverage in
Western Australia, Northern Territory,
South Australia and Victoria. The
addition of Tasmania will follow
completion of the purchase
agreement for Tasmania’s Civil
Construction Corporation (CCC).

•

Strengthened Downer Engineering’s
contracting services capability through
the addition of ABB’s electrical and
facilities management businesses in
Australia and Hong Kong, and shortly
after year-end, the Australian electrical
and maintenance businesses of Stork
NV of the Netherlands.

CPG Corporation (CPG)
In the Asia Pacific region, a strong
platform for growth has been established
with the addition of Singapore based CPG
Corporation, and with it 2,000 highly
skilled staff. The acquisition was
successfully completed well within our
timetable and I have been particularly
gratified by the ease with which the two
cultures have combined and the desire
shown by the enlarged Downer EDI group
to develop new opportunities together.
The operations of CPG are described in
the Design and Facilities Management
business report (pages 18 to 21).

Achieving operational
effectiveness
Achieving operational effectiveness and
maximising the benefits of a fully
integrated organisation able to cross-sell
and implement seamlessly its services
continues to be a key focus for the
Group. To assist in this process, an
annual conference for senior operational
management and other cross-divisional
activities are being used to more
frequently share ideas, develop cohesion
and team work and instigate steps to
enhance operational effectiveness.
A continuing theme is to foster improved
execution in the delivery of services to
clients through management review, risk
assessment and systems enhancement.
Further steps were taken to streamline
organisational structures intended to
improve efficiencies, be responsive to
client and market needs and obtain
further leverage for business growth.
Examples of this during the year included:
•

Downer Engineering has re-aligned its
structure so that it operates three core
business units: Telecommunications,
Power and Engineering Services.

•

The residual Capital Works
operations of Downer Engineering
in Australia, New Zealand and the
Pacific have been integrated into
Works Infrastructure.

•

The Hong Kong and Singapore
based engineering businesses
of Downer Engineering, and the
Australian and New Zealand process
engineering businesses have been
aligned with CPG, which together
form part of Downer Engineering.
This reflects the increased focus on
master planning, project engineering
and facilities management services.

•

The Maryborough rail operations
have been integrated into EDI Rail.

We continue to place emphasis on
improved quality of businesses, particularly
in operational and financial management,
overhead cost controls and margin
improvements, and reinvestment of cash
and working capital to fund growth.
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•

•

•

Roche Mining has been reorganised
to establish a stronger services-based
business focus and a national mining
business team, reflecting the different
markets now serviced in the mining
and minerals processing industries.
As part of the realignment of services
to the mining and resources sector,
the Walkers mill liner foundry in Perth
and the minerals exploration and
blasthole drilling business of Century
Resources were transferred to
Roche Mining.
A national office for Works
Infrastructure in Australia was
established in Melbourne to
co-ordinate the division’s growing
road and rail maintenance business.

The rollout of Group branding and
achieving a greater level of brand
recognition remains a high priority.
Our customers will continue to see
the benefits of these steps and the
company’s focus on client service and
surpassing client expectations.

New contracts
Our focus is on providing service and
developing client relations that lead to
long-term quality contracts and repeat
business. Our overall approach is to be
highly selective – to focus on opportunities
that contribute to our long term success
and which entail us assuming those risks
that we can control.
Indicative of the range of contracts
awarded to Downer EDI during the
year were:
•

Transmission line contracts with
Powerlink Queensland and Western
Power Corporation ($90 million);

•

Telecom New Zealand 5 year
facilities management services
contract (NZ$50 million);

•

Preferred tenderer to supply new
smartcard ticketing system for
Transperth’s bus, train and ferry
services – Western Australian
Government ($30 million).

•

Supply and maintenance contracts
for the Alice Springs to Darwin rail
link ($60 million);

•

Stage 2 Millennium train contract to
supply 60 carriages – State Rail
Authority of NSW ($165 million);

•

Cumnock Coal Mine, NSW, 5 year
mining contract – Cumnock Coal
Limited ($100 million); and

•

Yallourn Energy Coal Mine, Victoria,
long term mining contract through
the joint venture RTL (Roche Thiess
Linfox) – Yallourn Energy (Roche
Mining share $110 million).

The business segment reviews (pages 14
to 37) provide further indications of the
range of contracts awarded.
At the same time, we will continue to
pursue strategic alliances, partnering
and joint ventures where these lead to
complementary skill sets and the
opening up of new business
opportunities in our core business areas.
The alliance contract with Queensland
Rail, which resulted in the successful
build, delivery and in-revenue service
commissioning of the Cairns Tilt Train
during the year, is an example of this,
and is a proven successful contractual
model for the future. An increasing
number of partnership associations with
companies like Mitsubishi in the power
sector and Bombardier in the rail sector
are likely moving forward.

In the Latrobe Valley in Victoria, the joint
venture of Roche Mining with Thiess and
Linfox (RTL), in which Roche has a 44%
interest, has contracts with all three major
power generators and a history of steady
expansion and profitability. RTL’s annual
turnover will exceed $100 million next year.

Management company
In March, a management company
(Tarrow Pty Limited) was successfully
formed to provide a vehicle for
management to hold shares and invest in
the success of the company. Over 30
individual senior managers from Downer
EDI (including CPG) are shareholders.
This is a very strong vote of confidence in
the outlook of the Group.

Credit rating
The company has been awarded a
‘BBB-’ investment grade credit rating
with a stable outlook from the
internationally recognised credit ratings
agency, Fitch Ratings. Fitch identified
Downer EDI’s comprehensive approach
to risk management, good positioning for
organic growth and steady, diversified
revenue stream as among the company’s
key credit strengths, and validated
management’s view that Downer EDI
is an investment grade company.

Outlook
The outlook for Downer EDI is positive
for 2004. We expect another strong year
and have targeted increases in gross
revenue and EBITA of at least 15%,
with the prospects for growth particularly
encouraging in the power and
infrastructure sectors.
Earnings per share will continue to
improve given our strengthening capital
base and no need for new capital to
support further growth initiatives.

We will maintain our ongoing focus on a
strong balance sheet and the risk reward
profiles associated with our operating
subsidiaries, with a focus on value
creation and increasing our market share
in target industry sectors (i.e. facilities
management of public and private
infrastructure, including road, rail, power,
telecommunications and mining).
The full year benefits of the acquisition
of CPG will apply for 2004 and we see
continuing benefits in the years ahead
as their design, master planning and
facilities management capabilities are
utilised across the total group.
The CPG activities will be expanded into
Australia and New Zealand, and over time
will provide a beach-head for infrastructure
facilities management and investment.
Overall, we expect to see steady growth
to come from the company’s ability to
provide clients in the government and
private sectors with turnkey service
delivery in our target markets.
Our investors will continue to see results
of our work through long-term contracts,
strong joint venture relationships, industry
innovation and technological
advancement.
Our employees are a key asset for the
Group, they now total 15,000. To each I
extend my personal thanks for a year of
commitment and their individual efforts to
pursue improved excellence, particularly
as the company expands into higher order
activities that undoubtedly provide
challenge.

Stephen Gillies

Total Turnover

Total Turnover

by major division 1999 – 2003

by major division 2003

Infrastructure 21%
Engineering 30%
Mining and Resources 40%
Rail 9%

Infrastructure 20%
Engineering 30%
Mining and Resources 38%
Rail 12%

Total Turnover

Total Turnover

by location 1999 – 2003

by location 2003

Australia 62%
New Zealand/Pacific 28%
Asia 10%

Australia 70%
New Zealand/Pacific 24%
Asia 6%
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From left to right:
Bruce Crane General Manager,
Administration and Finance/
Company Secretary
John Davenport General Manager, Group
Funding and Investor Relations
Geoffrey Bruce Chief Financial Officer/
Company Secretary
David Rogers General Manager,
Group Finance and Acquisitions
Leslie Goldmann Group Financial
Controller
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The financial year for 2003 was another
strong year for Downer EDI Limited. The
five year record table (page 12) reflects
the company’s track record of delivering
sustainable growth of both revenue and
profitability.
Revenue for the year was $2.7 billion,
up $255 million (or 10%) over the previous
year. Of this amount, core businesses
delivered organic growth exceeding
$350 million, which was partially offset
by revenue reductions from discontinued
businesses of $65 million and the planned
scale back in capital works activities of
$80 million. The balance of the net
increase in revenue comes from new
businesses acquired (primarily CPG
Corporation Pte Ltd (CPG) which
accounted for $77 million of the balance).
Shareholders should note that CPG’s
contribution was for a period of only
3 months and 2004 will be the first year
that will reflect a full year contribution
by CPG. Turnover for the year was
$2.9 billion, up $282 million over the
previous year.
By division:
•

Engineering turnover increased 17%
to $869.5 million;

•

Mining and resources turnover
increased 7% to $1.1 billion;

•

Infrastructure Services turnover
increased 35% to $576.5 million;

•

Rail turnover decreased 8%
to $333.5 million; and

•

Discontinued businesses and inter
segment eliminations accounted for
the balance of Group turnover.

Earnings before interest, tax and
amortisation of intangibles (EBITA)
amounted to $140.4 million, an increase
of $11.7 million over the prior year.
Despite the growth in the business and
increased levels of revenue generated,
EBITA margins have been maintained.
Net interest expense for the year was
$28.8 million, a decrease in funding
costs over the prior year of $5.3 million
or 15%. This reflects the level of cash
flow generated from operations and
reductions in net debt. The EBITA to
net interest coverage ratio stands at
4.9 times, an improvement over the
2002 level of 3.8 times.
Depreciation and amortisation amounted
to $119.3 million, with net additions to
property plant and equipment, well within
this charge. Depreciation rates adopted
by the Group have tended to be
conservative. This level of conservatism
has historically been reflected in the gains
on disposal reported on the sale of
property plant and equipment (2003 a
$5.5 million contribution).
The effective tax rate of the Group for
2003 was 29.7%, reasonably consistent
with the previous year’s rate of 28.8%.
The effective tax rate has been affected
by a combination of costs not deductible
for tax purposes (including goodwill
amortisation), offset by research and
development claims and over provisions
from prior years (once more primarily
related to research and development
claims).
Net profit after tax at $66.6 million, was
$10.1 million (18%) higher than the
previous year. This equates to an
earnings per share of 6.3 cents per
share, a healthy improvement over the
previous year.

Accounting policies
and basis of preparation
The financial statements have been
prepared in accordance with the
Corporations Act 2001, Australian
accounting standards, Corporations
Regulations and other mandatory
professional reporting requirements.
There have been some changes to
Australian accounting standards during
the year, the majority of which resulted
in no material effect to Downer EDI’s
financial statements. Your attention
however, is drawn to Note 1 to the
concise financial statements – “Basis of
Preparation”. As a result of adopting
revised accounting standard AASB
1044, consolidated net assets have not
been reduced by the amount of the
2003 final dividend on ordinary shares
declared by directors in August 2003.

Cash flow and
capital expenditure
The operating cash flow for the year was
$225.0 million, up $177.6 million over
the prior year. This increase in cash flow
from operations reflects strong cash flow
levels driven by all divisions, including
the release of working capital from the
Millennium Train contract with the State
Rail Authority of NSW (as indicated in my
previous year’s report). This strong cash
flow generation has helped to strengthen
the composition of the Group’s balance
sheet. Funds utilised in working capital
also decreased $79.0 million during the
year (from $420.0 million to $341.0
million), despite increases in the level
of operating activity across the Group.
A focus on further reductions in working
capital should assist in underpinning
strong operating cash flows for 2004.

“The balance sheet is the strongest it has ever been, a product of existing
and ongoing focus.”

Investing activities in the 2003 year were
substantially lower than in 2002, despite
the $127.5 million purchase of CPG. The
purchase price of CPG in the Statement
of Cash Flows has been disclosed, net
of cash balances acquired. Payment
obligations acquired under business
acquisitions also relate to the acquisition
of CPG. Net investing activities
amounted to $33.9 million.
Net debt during 2003 was reduced by
$150.8 million to $296.2 million, a 34%
decrease over the previous year. This has
been achieved despite the $203.0 million
growth in total assets over the year. A
new three year $200 million syndicated
bank facility was completed in June
2003, providing the Group with sufficient
resources and liquidity to meet future
anticipated growth of the business.
The Group’s gearing as measured by net
debt to capitalisation (net debt plus total
equity) has been reduced from 39% to
28%, its lowest historic level. On a net
debt to equity basis, gearing stands at
39%, down from the 2002 level of 63%.
This reduction in debt is reflected in the
lower net interest expense incurred by
the Group in 2003 and positions the
company well to weather any exposures
to interest rate movements.

Financial position
Net assets of the Group have increased
from $709.6 million to $760.2 million,
an increase of $50.6 million. Major
contributors to this increase arose from:
1. Dividend reinvestment plan elections
of $6.7 million;
2. Net profits retained in the business
$56.5 million (the 2003 final dividend
has not been shown as a reduction
in retained earnings in accordance
with a change in accounting
standard AASB 1044); and

3. A negative movement in reserves
of $12.6 million, principally brought
about by a strengthening of the
Australian dollar against relevant
foreign currencies (the Group has
investments and retained earnings
denominated in) and its effect on the
foreign currency translation reserve.

Banking facilities and treasury
risk management activities
To assist customers in their counterparty
risk assessments and obtain an
objective independent review of the
credit worthiness of Downer EDI, the
opportunity was taken to have the Group
evaluated by a recognised international
ratings agency. Their report was issued
in July 2003, with Downer EDI being
awarded an investment grade credit
rating of BBB-.
In addition to seeking a credit rating,
a new three year $200 million syndicated
bank facility was completed in June
2003. This new facility has been priced
with margins consistent with Downer
EDI’s investment grade credit rating and
should result in lower costs of funds
moving forward.
To manage risks associated with interest
rate fluctuations on long term investment
decisions, 45% of the Group’s
borrowings are at fixed interest rates at
30 June 2003. The Group’s overseas
subsidiaries are partly funded by way of
currency borrowings, thus reducing the
impact of movements in exchange rates.
Whenever material transactions are
undertaken involving currency rate
exposures, the currency risk is hedged.
Given the small amount of US
denominated assets, exposures to US$
borrowings (both principal and interest)
are fully hedged.
No speculative hedge or interest rate swap
contracts are entered into. Debt facilities

drawn at year-end totalled $502.9 million,
with a maturity profile of 19% due within
twelve months, 15% in 1 to 2 years and
66% extending out for periods up to 11
years. The Group also maintains facilities in
the surety market for performance bonds
in respect of a number of its operating
businesses. Other than $12.8 million, all
debt and surety facilities are provided on
an unsecured basis.
Total available liquidity at year end
amounted to $709.4 million comprising
cash of $206.7 million and undrawn lines
of $502.7 million.

Capital management
and dividends
As part of the Group’s capital
management structure, a dividend policy
has been established to reflect a
sensible balance between providing
shareholders with an appropriate yield
on their investment and ensuring
adequate capital will be available to
facilitate expansion of the Group.
$5.2 million in dividends were paid/
provided on the Group’s converting
preference shares. Total dividends on
ordinary shares paid or declared in
respect of the 2003 year amounted to
2.9 cents, an increase of 21% over the
previous year’s distributions. Total
dividends paid or provided in respect of
the 2003 year were 50.3% of net profit
after tax, consistent with the previous year.
Shareholders should be pleased to note
that the 2.4 cent final dividend payable
on ordinary shares as declared by the
directors will be franked to 50%. This
franking has arisen earlier than previously
advised and is expected to continue. In
response to shareholder requests, the
timing of the payment of the 2003 final
dividend has been brought forward to
10 October 2003, whereas previously
the timing of Downer EDI’s final dividend
was at the end of November each year.
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The company’s Dividend Reinvestment Plan
(DRP) applied to the 2003 final dividend,
providing shareholders with the opportunity
to reinvest their dividends in Downer EDI at
a discount to market. The DRP has now
been suspended as part of Downer EDI’s
capital management initiatives.

Other capital management activities are
noted in the Notice of General Meeting sent
to shareholders and relate to a proposed
four for one share consolidation and the
sale of shares in Downer EDI by the
company on behalf of those shareholders
who hold non marketable parcels of shares.

Geoffrey Bruce
Chief Financial Officer

Five Year Record
For year ended 30 June

2003
$’000

2002
$’000

2001
$’000

2000
$’000

1999
$’000

Turnover

2,867,858

2,585,636

1,718,128

1,351,854

1,414,108

Revenue

2,697,023

2,442,449

1,632,824

1,274,753

1,339,634

Earnings before interest tax and
amortisation of intangibles (EBITA)

140,445

128,734

100,513

76,347

71,139

Interest expense (net)

28,826

34,113

25,913

21,542

17,385

Income tax

28,171

22,870

18,583

9,633

11,799

Profit after tax

66,572

56,431

45,516

41,025

38,236

760,191

709,565

586,114

372,229

344,477

Total equity
Net debt to equity

39%

63%

81%

80%

81%

Net debt to capitalisation (debt plus equity)

28%

39%

45%

44%

45%

225,003

47,353

70,510

80,330

94,968

Cash flow from operations
Basic earnings per share
pre amortisation of intangibles (cents)

8.0

7.5

7.7

7.6

8.4

Basic earnings per share (cents)

6.3

5.8

6.1

6.9

7.7

Diluted earnings per share (cents)
Closing share price (dollars)
Dividends per ordinary share (cents)
Dividend payout ratio as a percentage of profit after tax
Order book (millions)

Shareholder distribution of quoted
equity securities at 9 September 2003

6.1

5.5

5.7

6.1

7.4

$0.77

$0.66

$0.55

$0.74

$0.54

2.9

2.4

2.1

2.8

2.8

50.3%

50.3%

47.8%

48.4%

39.5%

5,500

4,500

3,700

2,000

1,500

Shares
Number

Shares
%

Shareholder Shareholders
Number
%

Range of holdings
1

–

1,000

2,124

13.5

1,128,983

0.1

1,001
5,001

–

5,000

5,923

37.5

17,094,463

1.8

–

10,000

3,464

21.9

26,383,092

10,001

2.7

–

100,000

4,063

25.7

101,537,243

10.4

221

1.4

824,950,477

85.0

15,795

100.0

971,094,258

100.0

100,001 and over
Total

Holding less than a marketable parcel of shares

1,182

324,455

Chief Executives

Robert Logan

Chris Denney

Brent Waldron

Chief Executive, Mining Division

Chief Executive, Engineering Division

Robert holds a Diploma of Engineering
(Civil) and a Master of Engineering Science.
He has been actively involved in mining and
construction for nearly 30 years, gaining
experience in a number of engineering
disciplines in Australia, USA and South
East Asia. He is also a Director of the
Australian Mines and Metals Association
and a member of the Institution of
Engineers Australia.

Chris holds a Bachelor of Engineering
(Civil) and has over 30 years experience
in Australia, New Zealand and Asia in
management of multi-discipline
engineering services incorporating the
telecommunications and power industries,
process engineering and infrastructure.
Chris’s earlier career was with the public
sector before moving to private industry
contracting where he was involved in
construction and project delivery of a
comprehensive range of engineering
infrastructure and resource projects.
He is a fellow of the Institution of
Engineers Australia.

Chief Executive,
Infrastructure Division New Zealand

David Cattell

Danny Broad

Robert Hackett

Chief Executive,
Infrastructure Division Australia

Group General Manager, Rail Division

Chief Executive,
Resource Services Division

David holds a Bachelor of Engineering
(Hons) and a Master of Business
Administration. He has over 15 years
experience in construction and
infrastructure project management, and
prior to his current appointment held the
position of General Manager, Works
Infrastructure Western Australia. Project
management in his earlier career included
the construction of a gas pipeline,
development of new hard rock quarry,
Queensland Railways mainline upgrade and
large scale road works. He is a fellow of
the Institution of Engineers Australia.

Danny holds a Bachelor of Engineering,
Civil (Hons) and a Graduate Diploma in
Business Administration. He has over 20
years of extensive experience in senior
management positions in both the
manufacturing and construction industries.
He is able to draw on engineering and
project management skills and has been
involved in the rail industry for five years.

Brent holds a Bachelor of Commerce
(Accounting) and Master of Commerce
(Hons). He has been associated with
companies with a strong customer focus
and has extensive management experience
in commerce and finance covering the retail,
forestry, engineering and banking sectors.
He is a member of the Institute of Chartered
Accountants of New Zealand and member
of the Institute of Finance Professionals of
New Zealand.

Robert holds a Bachelor of Engineering
(Civil) and a Master of Business
Administration. He has qualifications, skills
and experience with large multinational
corporations, having held senior
management positions with heavy
engineering, construction, drilling and
merchant banking companies. Robert also
has considerable experience in business
and corporate finance roles.
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Road and Rail Services
Services of routine maintenance,
preventative maintenance and construction
services to the road and rail sectors in
Australia and New Zealand are provided
through Downer EDI’s Infrastructure
Division (Works Infrastructure).
In addition, the division manages the
delivery of other infrastructure services
to local government including water
treatment and reticulation, wastewater
and sewage treatment and reticulation,
refuse disposal and landfill operation,
urban environmental activities and the
tending of parks and reserves.

Other specialist civil engineering services
include special industrial pavements,
mine infrastructure engineering, rail
engineering and land development.
The absorption of the residual activities of
Engineering’s Capital Works activities into
Works Infrastructure as from 1 July 2003
will enhance the division’s ability to meet
the broader needs of key clients.

Road and Rail

Australia (left to right):
Sergio Cinerari General Manager,
Southern Region
Robert Ryan General Manager,
Western Region
David Cattell Chief Executive Officer
Chris Murphy Chief Financial Officer
Russ Beyon General Manager,
Engineering Operations
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Performance and
activities for the year
Turnover from infrastructure
services, including road and rail,
increased substantially for the
2003 financial year, with the
business making a strong
contribution to EBITDA.
The appointment of chief
executives for both the Australian
and New Zealand businesses has
enabled the group to focus on its
key objectives of growing in the
infrastructure services market in
both countries.
In New Zealand, Works Infrastructure has
been growing its position in long-term
performance specified service agreements
in the roading sector, and now holds:
•

Five medium term (five year) hybrid
road maintenance contracts with
Transit New Zealand;

•

One long term (ten year) PSMC
(Performance Specified Maintenance
Contract) with Transit New Zealand;

•

Two medium term (five year) hybrid
road maintenance contracts with
Marlborough Roads (joint client
Transit New Zealand and
Marlborough District Council);

•

•

A major subcontract position on
one long term (ten year) PSMC
(Performance Specified Maintenance
Contract) with Transit New Zealand;
and
A major subcontract position and
one long term (ten year) PBC
(Performance Based Contract) with
BayRoads (joint client Transit New
Zealand and Western Bay of Plenty
District Council).

Works Infrastructure also successfully
delivered long term traditional road
maintenance contracts for Local
Authorities and Transit New Zealand. The
company continues to perform well in the
delivery of its first roading professional
services network management contract
with Rodney District Council. This is the
first time in New Zealand a contractor
has been awarded a Road Network
Management contract.
The capital works operation in New
Zealand and the Pacific performed
strongly on the back of successful
delivery of major projects such as the
Britomart Transport Centre, Auckland
Central Post Office refurbishment, No.1
Hobson Street in Auckland and Nadi
Lautoka water supply scheme in Fiji.
Downer Construction NZ was awarded
New Zealand’s top construction industry
award for 2003 for the NZ$204 million
Britomart project in Auckland, brought in
on time and on budget.
The retention of key contracts has meant
that Works Infrastructure’s position in the
New Zealand roading sector remains
strong for 2004 with 63% of next year’s
work already secured. Market share has
held steady overall while earnings have
grown significantly from the previous year.
During 2003, Works Infrastructure made
significant inroads into the utilities
market. Nearing successful completion is
the first of the Auckland contracts taking
overhead services and relocating them in
an underground facility. The project is
known as OHUG (Overhead to
Underground) and is owned by a
combined client entity comprising Vector
Energy, Telecom and Manukau City
Council. (In future projects the Local
Authority partner will be the one relevant
to the location of the contract.)

Works has also successfully completed
the site works of the new Ngawha Prison
for the Department of Corrections. This
is the first of several proposed new
institutions around the country.
The New Zealand bitumen supply
business was successful in improving its
market share and continued to improve
its overall business performance.
The quality of work and processes are
critical to business success and
reputation. In New Zealand, all
operations and manufacturing sites were
upgraded to the exacting quality
management standard ISO 9001:2000
and this has assured future client
confidence in the provision of services.
In Australia, Works Infrastructure has
expanded its business through both
acquisition and organic growth. These
strategic investments have enabled
Works Infrastructure to build upon its
core strengths in rail and road
maintenance and construction. The
business now operates in most mainland
Australian States.
Key achievements for the Australian
business during the year have been:
•

Simultaneous growth in revenue
and gross margin;

•

The establishment of a new
management team headquartered in
Melbourne which has driven the
rapid growth of the business;

•

The acquisition and expansion of
significant road maintenance
businesses in Victoria, South
Australia and the Northern Territory;

•

The expansion of the rail
maintenance and construction
business into Western Australia;

New Zealand (left to right):
John Beattie Manager, Safety & Quality
Murray Brown General Manager,
Strategic Development
Brent Waldron Chief Executive Officer
Stephen Mockett General Manager,
Human Resources

•

•

An increase in our skilled workforce
commensurate with our objective in
providing excellent customer service;
and
A significant growth in the customer
base and the renewal of several key
long-term contracts.

Coverage of Tasmania in road
maintenance and infrastructure services
will follow completion of the purchase
agreement for the Civil Construction
Corporation (CCC), previously Works
Tasmania, from the Tasmanian
Government.
In Australia, the capital works group (then
a part of Downer Engineering) completed
the Bedminster Waste Facility in Cairns
and the Energy Australia Tunnel in Sydney.
On organisation effectiveness, the focus
throughout the year has been one of
integration of new businesses and the
continued delivery of quality systems to
internal and external customers.
The company is developing a certification
umbrella over all businesses, which will
lead to improvements and efficiencies in
the delivery of common processes and
systems and a reduction in duplication
and costs.
Works Infrastructure Australia has
maintained accreditation under ISO 9001
and AS 4801. Integration of ISO 14001
continues throughout the Australian
business.

Outlook

Turnover

Works Infrastructure continues to focus
its efforts on being the preferred supplier
of services in infrastructure and asset
construction and maintenance,
capitalising on opportunities that provide
ongoing or longer-term work for its broad
range of engineering skills and resources.

by region 2003

The outlook for outsourcing in the key
markets of road and rail maintenance,
and water services, continues to be
favourable as central and local
governments, as well as private sector
clients, are required to find ways to
improve efficiencies and operate and
maintain networks.
Governments in a number of jurisdictions,
especially in Australia, are under
increasing pressure to invest to upgrade,
and undertake urgent maintenance of
road and rail networks that have been
neglected over many years.
There is an unprecedented number of
strategic infrastructure projects in various
phases of development in New Zealand
and Australia. Works Infrastructure is well
placed to deliver the necessary expertise
and services, and in 2004 will also seek
to further establish its market presence in
the South Pacific region.
The recent addition of the activities of the
capital works operations of Downer
Engineering creates synergies and
strengthens Works Infrastructure’s
position in delivering high value capital
works, enabling the division to deliver a
full service capability to its clients –
design, construction, operation and
maintenance.

Australia 35%
New Zealand/Pacific 65%

Year on year growth
in turnover*

2003 Actual
2004 Forecast
* An amalgam of 2003 actual and 2004 forecast
to provide an indication of expected growth.
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Design, Project Management
and Facilities Management
Downer EDI’s capabilities in design,
project management and facilities
management were enhanced during the
year with the addition of *CPG
Corporation (CPG) in April 2003. Based
in Singapore, and now a part of the
overall operations of Downer
Engineering, CPG is one of Asia’s
leading integrated architecture,
engineering and facilities management
consultancy companies, with over 2,000
staff, and offices in China, India, Malaysia

and the Philippines. Downer
Engineering’s process engineering
operations in New Zealand and Australia,
and its existing Asian operations in
Singapore and Hong Kong, have been
aligned with CPG to achieve enhanced
leverage and market presence.
* CPG’s origins lie in the Singapore Public Works
Department, established in 1883. It was
corporatised in April 1999.

Design, Project Management
and Facilities Management
CPG (left to right):
David Lum Managing Director, CPG FM
Pang Toh Kang Deputy CEO, CPG
Consultants and Executive Vice President,
Business Development
Khor Poh Hwa Chief Executive Officer
and President
Lional Tseng Chief Financial
Officer/Company Secretary
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Performance and
activities for the year
The results for Downer Engineering
(refer segmented results table page
51) include a contribution from CPG
Corporation (CPG) for the fourth
quarter, which was in accordance
with expectations.
CPG joined Downer EDI 1 April,
2003, bringing with it one of Asia’s
leading teams in infrastructure and
building designs, project
management and facilities
management and a solid clientele
base to enable Downer EDI to build
its business in Singapore and Asia.

CPG’s principal markets include transport
(road, rail and airports), education,
healthcare, environmental, recreational,
institutional and security buildings, and
urban design and master planning.
It is a longstanding and reputable
provider of high value-adding
architectural engineering and project
management services and its addition
will enable Downer EDI to provide
turnkey end-to-end solutions to its
clients.
This capability is clearly demonstrated in
major projects undertaken by CPG,
including Singapore’s Changi Airport,
over 500 schools and campuses, major
hospitals, prisons and security related
projects and a wide range of
transportation and environmental related
infrastructure projects.
In addition, CPG has substantial facilities
management capability and market
presence with over 1,200 buildings,
structures and facilities, grossing over
11.5 million square metres in floor area
under its management, thereby further
enhancing Downer EDI’s service offering.

Contracts awarded to CPG across its
businesses in and outside of Singapore
have maintained a steady flow, in line
with expectations, since it joined the
Downer EDI group in April. Of note is
CPG’s engagement to provide
engineering consultancy services for the
construction and commissioning of a
major environmental project in
Singapore, which has an estimated
project cost of $450 million. This is one
of a number of large facility and
infrastructure projects where CPG is well
positioned to provide services.
CPG has been successful in exporting its
capabilities in the architectural and
engineering design, project management
and facilities management of airports
outside of its long standing association with
Singapore’s Changi Airport, with the recent
completion of the Nadi International Airport
upgrade in Fiji, prior successes with major
airport projects in Cambodia and China and
the recent award of feasibility study
contracts for the expansion of six Laotian
domestic airports.

