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INTRODUCING SANTOS

Santos is a major Australian ofl and gas

exploration and production company with

interests and operations in every major

Australian petroleum province and in the J

United States, Indonesia, Papua New Guinea * ‘l“
and Egypt. ‘

Santos is Australia’s largest net gas
producer, supplying sales gas and ethane
to all mainland Austrafian states and
territories, and selling oil and liguids

to domestic and international customers.

The Cooper Basin, which Santos and s *
joint venture partners have developed, is
Australia’s largest onshore resource project.

In Australia, Santos has one of the largest

axploration portfolios by area of any = ' #
company and has assembted an expanding, .
well-situated acreage position in Indonesia ’ 7

and the United States. The company is alse

pursuing new venture opportunities in North

Africa and the Middle East.

Katei B

! West Natun
Santos is positioning itself to perform e e @ Basin
atongside the top quartile of the world's "
oil and gas companies - rapidly expanding e
its exploration interests and delivering an

exciting suite of growth projects.
East Java Basin
Significant development projects Malen, Oyang, Wonet

contributing te Santes' growth include Browse Basin
the Bayu-Undan Liguids and LNG projects
in the Australiz Timor-Leste Joint Petroleum
Development Area, the Mutineer-Exeter

oil fields and John Brookes gas field
developments in the Carnarvon Basin
offshore Western Australia, the Oyong oil

and gas fleld and Maleo gas fleld offshore Carrarvon Basit

. : Barrow Island, East Spar,
East Java, and the Lasino gas development Legendre, Stag, Thevenard
offshore Yictoria. Island, John Brookes,

Mutineer-Exeter .
At year end 2003, Santos had a market
capitalisation of $4.0 billion, making
it one of Austraiia's Top 50 companies.
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This is Santos’ first Review which reports on the issues associated with
sustainability that are relevant to our business.

Sustainability for Santos is about making economic progress while at the
same time operating in an environmentally responsible manner and fulfifling
our social obligations. In short, it means doing the right thing.

It 1s inherently linked with our strategic goals and provides a framework that
links our financial and operating targets with the responsibilities we have to
other important stakeholders such as employees, shareholders, our partners and
the wider community.

This Review deals with social, governance, economic and environmental issues
as discrete components. It provides a line in the sand and a starting point
for the collection of data and the ongoing measurement

of our performance.

Our intention with subsequent reports on sustainability is to
integrate these issues progressively, to reflect Santos’ desire
to incorporate this into our comprehensive internal processes
of planning, strategy, management and reporting. In the
future we will set the bar higher for all sustainability goals.

-'I ho;;e you find the information useful and we welcome
 your feedback. There 1s a feedback section at the
end of this Review for this purpose or contact us
at www.santos.com,

John Ellice~Flint
Managing Director
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ACHIEVEMENT?:
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of Santos” corporate governance was recognised with the maximum §
tin 2002, 2003 and 2004.

of Newcastle Eorporate Governance Research Repor

ar rating by the Horwarth and University

* Santos” 2001, 2002 and 2003 Annual Reports were featured as examples of best practice in reporting worldwide in

Pricewaterhouseloopers annual VatueReporting publications.

* Santos’ 2002 Annual Report was awarded a Stlver Annual Report Award for excellence in annual reporting by the Australasian

Reporting Awards.
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Over the past 15 years, the concept of sustainable develapment, rooted in concerns
for the environment, has been fused with social, economic ard governance issues
in the widely accepted ‘triple bottom line’ indicator of company performance.

and economic contribution in the context
of integrating the principles of sustainability
into the business, continually improving
performance and the cuttural change that
supports these objectives.

Baorbos Sustainability Review 2004

Sarmtos views sustaimability not as an
absolute, but as a spectrum of progress,
development and continuous improvement.
Thus, it views its own activities not as
being either sustainable or unsustainable,
but vather ag eperations and processes that,
through planning, thought and effort, are
becoming more and more sustainable on the
basis of continuous improvement.

"Overall, we continue to strive for economic
success, social responsibility, excellence in
safety and environmental performance and
good corporate governance. The Santos
Board believes that superior performance

in all these areas - in effect, the principles
of sustainability - creates long-term
shareholder value” {from Chairmarn's

Review — Santos 2002 Annual Report).

This Review records the process Santos
has put ini place sinice first addressing
sustainability in a more cohesive manyer

B outlines what sustainability means for
Santos and reports on performance in many
areas that are considered indfcative of
sustainable business praclice, both by the
communities Santas belongs to and the
industry im which the company operates.

The Review describes Santos” current
position in the areas of corporate
governance, erviramnment and naturat
resources management, social responsibility

during 2002 to establish its position

and identify its strengths and opportunities
for improvement in regard to the most
commonly accepted measures of corporate
sustainabiliy.

This gap analysis study was conducted

by Arup, a multidisciplinary international
consulting fivm, using its sustainability
tool, which is based on the Global
Reporting Initistive (GRI), United Nations
Environment Programme {UNEP) and the
Commonwealth Department of Environment
and Heritage (DEH} indicators to provide a
framework of relevant issues for consideration.

Santos sdopled the gap analysis fool to:
* determine a baseline for Santos

*  assess strengths and improvement
opportunities for data collection

*  obtain & high level assessment
of systems

* denlify gaps in data collection
for sustainability reporting

*  assess Santos-specific reporting
and data needs.

The analysis divided sustainability fssues
inte four quadrants: natural resources,
environment, social and economic.
However, given the significant overlap
of fssues and management practices with
environment and natural resources, they



have been integrated into a single section
of this Review.

The results of the study, based on more
than 100 indicators, provided a clear picture
of where work was required to steer Santos
towards a greater level of sustainability and
sustainable growth over the longer term.

Santos has strong environment and natural
resouUrce management systems in place,
which includes a commitment to prevent
pollution, protect biodiversity and reduce
waste. Santos also manages the health and
safety, social and economic impacts of its
busiress arid aims to contribute positively
to the communities in which it operates.
The gap analysis review identified reporting
systems, the documentation of & code of
athics, and materials and supply chain
managemant as areas for improvement.

In particular, the study indicated how
Santos’ long history of environmental
management, corporate governance and
engagement with communities needed to be
integrated with economic factors and other
specific areas requiring further effort and
fmpravement.

Consequently, in 2003 Santos commenced
the challenging task of incorporating

a contemporary interpretation of
sustainability into the existing

processes of change, growth and
continuous improvement.

Santos began measwring and
accumulating data on the activities
and processes thal are considered to
be key indicators of a company's level
af sustainability.

The results of this analysis, which

are presented on page 6, led to the
development of & number of programs to
tmprove Santos’ sustainability performance.
These include:

Policies:

*  Code of Conduct/Ethics Policy -
drafted and under review

*  Greeshouse Policy - completed

*  Human Rights Policy - drafted and
under review

» Indigenous Policy - drafted and under
review.
Projects:

* integrated Environment, Health and
Safety Management System {EHSMS) -
implemented

*  supply chain and inventory oplimization
- implemented

energy efficiency improvement -
implemented

*  produced formation water management
- baseline established

* waste minimisation - management
plans develaped

*  employee satisfaction -
survey condueted and areas for
improvement identified.

Pragress made on these projects and further
sustainability data {enviranment, social and
economic} are reviewed in the following
sections.

Santos will continue to integrate the
principles of sustainability inlo operations
and seek fo improve performance and
report publicly against these principles.

The 2004 key performance indicators
for sustainability, which will be used

to measure performarce and drive these
improvements, are set out in detail

an pages 10 and 11.
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This diagram represents where Santos is positioned in relation to these commonly accepled
sustainability indicators. The closer to the centre of the target the better the compliance.

Baorbos Sustainability Review 2004




Santos commenced a major company-wide

transformational change program in late 2003,

This program was desfgned to improve the
company’s performance significantly in key
pracess areas, incorporating a review of the
arganisation structure, improvements to the
company’s financial performance and a
cultural change program underpinning the
behavieur necessary to implement the
change program suceessfully.

This in itseif is an indication of Santos”
commitment to grow and manage the
company successfutly for the long term.

One of the key outcomes of this change
pragram fs that Santos has restructured the
grganisation on a functional basis which is
a departure from the previous geographic-
based business unft structure.

SRS RN FUNTYIRRAL BYRUCTRE IO N 2004

This new structure will help Santos to
implement the programs and initiatives
that will lead to an improvement in
performance in the ares of sustaimability.
It is iflustrated below.

Responsibility for improvement programs
will be contained within the relevant
functional area and the management

of these programs will not need to be
replicated across business units.

The restructure also brought together the
areds of environment, health, safely and
sustainability into a single group. The group
has responsibility for the stewardship of the
principles of sustainability company-wide,
and Tor monitoring, recording and reporting
on Santos’ progress.

7
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This diagram represents the business Lifecyele of Santos products in 2003, commencing with the extraciion of
hydrocarbons from deep below the earth’s surface through to the refining processes and finally to sale to customers,
where hydrocarbons are converted for a variety of domestic and industrial purposes.

A key component of Santes” envirenmental management is the efficiency of product development. Santes will
aim te reduce the volume of greenhouse gas, landfill, contaminated soil and produced formation water per unit

of product produced.

GREENHOUSE INTENSITY RATIO*
0.64 tonnes (0, eq./tonne of production

SANTOS WELLS HYDROCARBON HYDROCARBON
PROCESSING PRODUCT TRANSPORT

PIPELINE ROADS

COOPER BASIN WASTE**

PRODUCED SLUDGE™*** LANDFILL RECYCLING
" FORMATION WATER

Bkt M&wrgﬁ%m

320 m3/mmboe 160 tonnes/mmboe 12 tonnes/mmboe

RECOVERED CRUDE OIL RESIDUAL SOLID ¥ Bawed on Seutod’ el veatare st feguity busls
WATER HYDROCARBON of eperationg, frekinding siber which Santos apammbes
WASTE st ey opesrted by other companten o hodslf
of Santog,

sk vobiey Baves by oabonbabed for Sandes”
" sy o bl siten I Seadh Sesbells s
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o Fubnpe susbedraliiy repartiog.

50% 45%

i St bn the yeboesrhon-baa] amsty collached
oo pasy o Dol cloun outs, ndeenepber povds
vt Earhey sntimedfing,

RETURNED TO PLANT FOR
HYDROCARBON PROCESSING
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PLASTICS
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Environment, Health and Safety Ensure continuous improvement in environmental management in Hne with Santos’ environmental
Management System vision of lightening the footprint of its activities.

Biodiversity Ensure recognised biodiversity valuas are preserved during the implementation
of new developments.

Progressively rehabilitate land as part of the abandonment process.

Air guality and energy efficiency Produce more energy more efficiently and with fewer greenhouse emissions.

Water Minimise the environmentat impact of produced formation water

Manage waste generated from operations.

Spilt Minimise the loss of containment of product.

10

Baorbos Sustainability Review 2004




2004 Targets & Strategies

Improve the average environmental component of EHSMS baseline assessment by 10%.
{bevelopment and implementation of the EHSMS). Page 16

AH new projects include an assessment of environmental impacts and necessary environmental approvals.
Measure and report on & progressive rehabilitation index. Page 18

Actively pursue an emission intensity reduction target of 20% in the period from 2002 to 2008.
bl

Measure and report the volume of produced formation water discharged from each site in order
to identify minimisation strategies. Page 24

Al sites/activities to have a waste management plan.

Reduce volume of unrecovered hydrocarbon spilt to less than 60 cubic metres.

No significant environmental incidents.

Achieve agreed environmental proactive reporting ratic of greater than 1.5 {the number of hazards

and near misses reported versus the number of incidents reported). Page 17.

-
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Managing the business for long-term growth

B, i, R ki % 3 PR i (R o i 3 S B g Rt
T\ ;;‘%@%é o il « g”% Taueli’l
Y § N B i wd i ? 2 T
%mﬁmg %’ M % g;j:: % %é? % ég{ %{Lg %’#&W g,&e:i ??e:r% . %}%‘f’wﬁ/‘é %Mﬁ t é’wj }g 8 %isesm’fzfe.r

25 E N
f %% i {mﬂé} [ ??e:r.co% L B

For Santos, sound corporate governarce,
or the manner in which the actions of
the company are controlled, underping
all of the processes and systems that are
undertaken by the company i the course
of its business.

Santos strives Tor the highest standards

in this area and has been recognised for its
corporate governance systems and principles
by an independent third party review for three
consecutive years in 2002, 2003 and 2004.%

Al Santos each emplayee is charged with
the responsibility of acting in accordance
with the relevant aspects of the governance
structure.

Sound management practices contribute
te the longevity of an organisation.
Santos continually seeks Tmprovernent
in this area by regularly reviewing

and updaling governance charters and
management systams, and benchmarking
its approach against peers and relevant
external guidelines.

WWhile Santos reports on corporate
governance in its Annual Report, this
Review seeks to expand on that by
inctuding information on the structure
and responsibilities of the serior
management team ard providing a high
level view of how Santos is managed.

Among other Lhmgs the Santos Board is
primarily responsible for:

*  providing strategic divection and
overseeing management and its
performance and implementation
of strategy

»  corporate governance

» selecting, evaluating and providing
suceession planning for Birectors and
execUtive managefment

*  managing remuneration of Directors
and executive management

12
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* approving and monitoring financial
performance and reporting against
varporate budgets, major capital
expenditure, capital management,
acguisitions and divestments,

* approving delegations of authority
to management

*  maintaining ethical standards and codes
of conduct and legal compliance

*  monitoring risk management strategies
and internal controls.

The Board of Directors has established
a number of committees to ensure the

affective execution of its responsibilities.
These include:

*»  Aupdit Committee

*  Enviranment and Safety Committee
*  Fipance Committee

* Nomination Committes

*  Remuneration Committee.

All committees are chaired by, and
comprised only of, at least three non-
axecutive independent Directars, except for
the Environment and Safety Commities,
which also includes the Managing Director
as a member.

The rotes of ali five committees, summarised
below, are documented in Board guidelines
and in separate charlers approved by the
Board, which are reviewed periodically.

Santos’ Managing Birector, John Elice-Flint,
is responsible for the overall performance
and sirategic direction of the company.
Johm leads major strategic inftiatives,
develops top level external relationships,
leads and manages the Santes Leadership
Team and takes responsibility for the
management succession process.

i3
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Sanfos was restructured inm May 2004

on a furctional basis, a departure from the
previaus structure based on geographical
business units. The new structure is aligned
with Santos” growth strategy and reflects
the asset (ife cycle of an exploration and
production company.

Each of the functional areas 15 managed

by & senior executive reporting divectly to
the Managing Director. Key responsibilities
for each of the functional areas are outlined
in the table above.

The Santos Leadership Team wag
estahlished as part of the move to

a functional organisation structure.

I comprises a small group of key executives
and is expected to provide flexible and

fast decision making in specific areas.

It replaces the previous Executive
Committee which comprised 18 people.

The team of nine people comprises

the Managing Director {Chair}, all Yice
Presidents, the Execulive Vice President,
Chief Financial Officer and Group Executive
Hurnan Resources.

Baorbos Sustainability Review 2004

All members of the Santas Leadership Team
have a collective leadership role to:

*  develop strategy and make
recormmendations to the Managing Director

¢ drive the execution of company strategy
through appropriate involvement in key
decisions

*  prioritite opportunities through the
Asset Yalue Plan process, a newly
intraduced system for managing Santos’
gssets through the asset life cyele

+  take collective responsibility for
Santas’ results

s endorse recommendations fo the Board.

Each of the functionat heads within the

Santos beadership Team is subsequently

individually responsible for:

s providing functional leadership

*  developing and maintaining technical
expertise and capabilities in their function

*  making commitments to the Santos
Leadership Team through the Asset

Walue Plan process for specific asset
investments

» delivering on commitments made to
the Santas Leadership Team for each
approved Asset Value Plan.

Santos conducts its business under
a Delegation of Authority framewark.

Sanios management and staff are
responsible for the execution of the strategy
and policies developed by the Managing
Director andd Santos Leadership Team and
approved by the Board.

Executive managemert attend Board and
committee meetings, at which they report
to Directors within their respective areas
of responsibility. This assists the Board in
maintaining ts understanding of Santos’
business and assessing the Santos
Leadership Tear.

Sanios’ strateqy is supported by detailed
plans and budgets, all of which are subject
to Board approval.

Performarce fargets are set annually

for each functional area in line with the
business strategy. These targets are then
cascated throughout the organisation and
are reflected in the appropriate manner in
each individual's performance scorecard.



Santos has in place a number of policies
and systems that relate to ethical business
practice. These include Conflict of Interest,
Dealing in Company Securities, Perguisites,
Contact with Investors, Lompliance with
Trade Practices Act, and Fraud.

All Santos Directors, executives and
employees are expected to act in
accordance with these standards of
professional and business conduct in
their dealings on behaif of the company.

Where applicable, policles and guidelines
are incorporated into individual contracts
af employment.

An evaluation of these policies and systems,
along with a review into best practice in
this area, is currently being undertaken
with a view to identifying any improvement
appartunities and finalising thase policies
that are in the developmesnt stage.

Additionaily, a Code of Conduct applies

to the Chief Financial Officer and all other
aifficers and employees within the Finance
function of the company who have the
apportunity to influence the integrity,
divection and operation of Santos and its
financial performance. This code is based
an that developed by the Group of 100,
an association of senior accounting and
financial executives representing the
majer companias and government-owned
enterprises in Australia.

Each employee agrees to abide by alt company
policies when sigring their individuat letter
af affer.

Formal policies relating to bribery,
corruption and facilitation payments,
human rights, and whistle blowing are
in the process of being developed.

In addition to the provisions of the
Corporations Act, which apply to all Santos
employees, the company has developed
specific written guidelines that prohibit
Directors and executives {and their
respective associates) from acquiring,
selling or otherwise trading in Santos” or
business associates’ shares if they possess
price-sensitive information which is not

in the public domain.

The guidelines prohibit Directors and
executives {and their respective associates)
from trading in Santos’ or business
associates” securities during the periods
commencing on 1 January and 1 July each
year and expiring two days after the
anrouncement of the company’s annuat
and half yearly results, respectively.

Under the guidelines, Directors and executives
must inform and receive acknowledgement
fram the Company Secvetary or other person
nominated by the Board of an intention
prior to any dealings in securities either

by themselves or by their associates and
must promptly notify the company following
the transaction.

The guidelines’ prohibitions on dealing in
securities apply not only to the acquisition
and disposal of shares, but also to the
acquiring, taking, assigning and releasing
of aptions traded on the options market.
Directors and executives may not undertake
short-term securities tramsactions.

shareholders timely and egual access

to information concerning the comparny.
The company has developed policies

and procedures in accordance with its
commitment to fulfilling its obligations

to shareholders and the broader market for
continuous disclosure. These are regularly
reviewed and updated for changes to the
law and the Aostralian Stock Exchange
{ASX) Listing Rules.

When Santos makes an announcement to
the marsket, it is released to each exchange
where its shares are listed: the ASX,
NASDAQ and NZX. All material information
disclosed s posted on Santos” website at
wivw.sanfos.com. This includes news
anrrouncements, Annual Reports, gquarterly
reports, notices of meetings, Managing
Birector's briefings and materials presented
at investor, media and analyst briefings.

An ‘email update’ facility 15 available, where
interested parties can be advised by email
when news anmouncements, presentations,
reports or other important information is
added to the Santos website.

Webcasting of annual ard half-yearly results
presentations are provided for the benefit
of shareholders regardless of their location.
Additionaily, Santos” external auditor is

available to answer relevant shareholder
questions at the Annual General Meeting.

o
:

Santos’ corporate governdnce practices,
ather than matters of form, conform to
the principles of the ASX Best Practice
Recommendations released in 2003,

Santos intends to report in relation to
the ASX Best Practice Recommendations
in 2005, by which time the company will
have completed its review of the farm of
its corporate governance arrangements.

The cornerstone of risk management
at Santos is an Enterprise-wide Risk
Management Systems based on the
Australian Standard AS/NZS 4360.

The aim it to provide the Board and the
Santos Leadership Team assurance that
major business risks facing the company
have been consistently identified and
assessed, and that active management plans
and controls are in place for the ongoing
management of these risks.

As well as managing risks in general, Santos
has several specific risk management systems:

* Management of environmental
and safety risk
This is managed through: &
comprehensive Environment, Health
and Safety Management System based
on Australian Standard 4801 and
International Standard 14001;
environment and safety committees
gt Board and management levels; the
retention of specialist ermdronmental
and safety staff and advisers; regular
internal and external ervironmental
and safety audits; and imposing
environmental care and safety
accountability as line management
responsibilities.

* Management of exploration risk
This is managed through internal
control systems which include:
formalised risk assessment procedures
at the functional level; corporate
review in both prospect and hirdsight;
Board approval of expleration budgets;
and regular reporting on progress
to the Board. External reviews are
also undertaken.

15
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+  Investment appraisal
Santus has clearly defined procedures
far capital expenditure. These include:
annual budgets; detailed apprafsal and
review procedures; levels of authority:
and due diligence requirements where
assets are being acguired.

+ Finandial reporting
A comprehensive budgeting system
exists with an annual budget approved
by the Board. Monthly actual results
are reporfed against budget and, where
applicable, revised forecasts for the year
are prepared and reported to the Board.
In addition, Santos is in the process
of introducing a finandial governance
framework that wili:

*  support the management of
fimancial reporting risk

*  sliow Directors, management and
auditors to evaluate maore easily
fimancial governance processes

*  sssist management communicate
the ohjectives and components of
control throughout the organisation.

+  Functional speciality and business
reporting
All significant areas of operations
are subject to regular reporting to
the Board. The Board receives regular
reports on the perfarmance of each
functional area and on exploration,
develapment, finance, marketing, safety,
government affafrs, investor relations
and environmental matters.

¢ Internal audit
The internal audit function is one
of the methods used to monitor Santos’
risk management processes. It reports
directly to the Audit Committee of
the Board and provides independent
assurance over how key business risks
are heing evaluated and controlled.

Santos also recognises there may be
increased social risk as its business emerges
internationally. The company will continually
improve its approach to manaying social risk
to meet the needs of the international
communities in which it operates.

Baorbos Sustainability Review 2004

TR ERRATID G ENVAROMMENY, REALTH ARD BaEYY MANAGEMENT §

Santos conducts its activities in a manner

that aims to Hghten the ermvirormental
footprint and ensure that all employees
and contractors go home fram work without
injury or illmess. This commitment is
documented in Santos’ Environmental

and Heaith and Safety policies.

Santos has developed an Environment,
Health and Safety Management System
which outlines the structured approach
through a series of standards to ensure
environment, heaith and safety fssues
relating to Santos’ activities are managed
in a consistent and systematic manner.

The EHSMS has been developed in aceordance
with industry standards IS0 14001
{erniiranment) and AS/NZS 4801 {safety).

The policies are underpinned by a set

of management and hazard standards.
Management standards document the higher
level management practices required to
imprave environment, health and safety
perfarmance. Hazard standards set out
specific controls to manage risk fdentified
in Santos’ activities.

Procedures and processes are implemented

withir each business function in order
to canform with the standards.

oo

Management standards provide a

common framework and have been
developed around a continuous Tmprovement
cycle which deseribes requirements such as
arganisational structure, plarning activities,
responsibilities, resources, practices,
procedures and processes for meeting

the ohiectives of Sanfos” policies.

F FELY

The management standards identify

specific tools and procedures that are
required to manage various aspects of
Santos operations. These inciude Santos-
wide processes which are used to implement
a specific management standard; for
example, the Incident Management System,
Audit and Inspection Manager and Santos
Incident Management Plan.

Conformance against the EHSMS standards
is assessed periodically vsing externat

CONTINUOUS

IMPRECEMENT
EVELE




auditors. The assessments convert the
‘static’ standards into & system which drives
continuous improvement in performances.,
Baseline assessments commenced in 2003
to measure implementation of the EHSMS
at each operations site and Tor major
activities. An improvement target in
assessment score s determined each yean

pany-wide Santos
Incident Management Plan which is activated
it the event of any incident or emergency.
Int addition, Santos has a detaited Media and
Stakeholder Crisis Management Plan which is
used when the Santos Incident Management
Plan it activated.

The Santos Incident Management

Plan documents the pracedures and
arganisational reles and responsibilities
required to ensure Santos capably and
efficiently manages any incident or
emRergency.

The plan states that in emergency
situations, protection of human life is
always paramount and Santos will always
endeavouy to protect the environment.

The plar can be activated by the emergancy
response teams. H s reviewed and updated
reqularly with formal look-back sessions
held after each incident.

The Media and Stakeholder Erisis Management
Plan sets out the roles and responsibilities
for communicating with key stakeholder
groups in the event of an incident or
emergency. Working with the crisfs incident
manager, the communication team must:

*  present an accurate description of
the situation

*  provide accurate, up-to-date information
on ary given situation on & fast-
resportse basis

*  dooso in a way that provides useful
information to the relevant stakeholders

* manitor the reporting of information
provided to the media and other

stakeholders

*  act professionally.

£
Santos is committed to providing a
continuous gas supply to satisly long-term

LAY

contracts and has established a good record
as a supplier of gas. On oceasion, supply
has been reduced or interrupted for reasons
relating to plant maintenance requiremants
and on the rare occlrrence of an unforseen
event. When this occurs, Santos works
proactively with all stakeholders Lo manage
supplies and minimise disruption to
business, while conducting maintenance

ar rectifying the problem if necessary,

and restoring gas supplies.

The most significant interruption to Santos
gas supply oceurred in January 2004 as a
result of an unforeseeable gas leak and fire
at the Moomba plant resulting in the plant
being shut down as part of the emergency
response. The shutdown temporarily
intersupted supply to customers in

New South Wales and South Australia.

In this instance, gas supplies were
progressively restored within one day of the
plant shutdown and were restored to normat
levels by early Februasy. During this peried
gas shortfall was met by the gas stored

by Santos in underground reservoirs and
ather gas supplies being made available to
customers in South Australia and New South
Wales. Full figuids production was achieved
by late August Tollowing the rebuilding of
the affected area of the plant.

Santos gas supplies to other Austratian
states have not been interrupled.

%F . EEY

A leak occurred in Santos” Moonie to
Brisbane oil pipeline in March 2003,
The leak occurred approximately 1.5
kilometres from the Lytton terminal,
located 15 kilomelres east of Brishane,
and resulted in an ol spill to an adjacent
vacant paddeck.

The imvestigation by the Gueensiand
Environmental Protection Agency identified
that there was pre-existing damage to the
pipeline. The pipeline ruptured at the point
af the pre-existing damage, below the
maximum alowable operating pressure and,
therefare, hefore the two safety systems
would have operated.

Santos mobilised all available resources

to alleviate the impact of the spill,
immediately implementing comprehensive
emergency response plans in conjunciion
with the Ermvirenmental Protection Agency,
Emergency Services and the Port of Brisbane
Autherity.

This included:

*  shutting-in the pipeline to stop the
transport of oil and prevent further
il spill

* deploying booms to contain the gpill
site and installing berms to contain
the oil and prevent any flow into
adjacent waterways

*  cleaning oil from surrounding
vegetation

*»  undertaking recovery operations
te remove spilt oil.

Following the initial spill, Santos
implemented a water and soil quality
menitoring program to determine the extent
of impact and assess rehabilitation progress.
An engaing remediation program has been
implemented with the endorsement of the
Envirenmental Protection Agency.

While this was an unforesesable and very
unfortunate event, Santos was praised by
Queensiand authorities for its rapid response
and for assuming full responsibility for the
spitl and site clean-up. The rapid response
by all parties meant the impact associated
with the oil spitl was minimised.

As a result of the spill, Santos accepted
a statutory fine of $300,000 under the
Environmental Profection Act (Qld} 1994,
However, in recognition of Santes’ quick
response and clean-up efforts, the
magistrate did not record a conviction
against the company. Santos has alse
undertaken to meet the total costs for the
emergency response, initial clean-up and
long-tesm remediation. This is estimated
to be in excess of $2 miltion.

Santos takes its environmental

responsibilities very seriously and has

tmplemented several measures to reduce

the rick of a spill of this nature occurring

again, includirg:

* instatling additional systems that
control the pressure within the pipeline

*  fitting further alarms

* enhancing the automatic shutdown

syster

*  further staffing of the Lylton terminal.

i7
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Lightening Santos’ environmental footprint
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The environment in which we live and the
natural resources upon which we rely are
essential to our survival. Moreover, our
very strvival fmpacts on these resources.

In this Review Santos reports emissions,
the use of natural resources and provides
detail on the commitments contained in
its greenhouse and environmental policies.

Sartos is focussing on how to contribute o
clean afr, water and land management, and
the protection of biodiversity values in the
areas i1 which the company operates.

An example of this is Sanios” commitment
te lightening the footprint of operational
activities. This principle is exercised at
each step in the approval, design and
abardonment phases of the exploration
arid production cycle.

This beging with a consuttation process
with landowners and requlatory bodies,
taking into consideration ail of the relevant
isstes sueh as fand access, permits and
cuifural heritage.

In the project design phase, engineers look to
mintmise the amount of space that aclivities
reguire, mirimise emissions, maximise product
retention and create nfrastructure that is
enviranmentally appropriate.

Abandonment plans ensure that

biodiversity values are met by applying
procedures that will minimise clearing and
enable vegetation regeneration to occur
naturaily i the shortest possible timeframe.

Warking in this manner is smartl in two
ways: it is good for the environment and
it reduces costs, which is good for

the business.

Sanios has a leng history of good
performance in 4 number of these areas.
For example, in the 1980s Santos was

18
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an industry leader in the establishment

of documented codes of practice, manuals
and training for a wide range of activities
te protect areas of natural, scientific and
cultural heritage significance and to
minimise impacts on the environment,
surface drainage, pastoral infrastructure and
livestack. These principles are now widely
adopled by the petroleum industry and have
formed the basis for legislation in this area
by various governments. However, there are
aspects of Santos” aperations where further
management or procedures dre required o
integrate the principles of sustainability.

g;fd*?s&f‘g?‘“ L R ?;"'\gﬂ : o s
Santos has adopted the following key
envirormental policy commitments o

support the geal of lightening its footprint:

*  maintain ard continuausly improve
the Environment, Health and Safety
Management System across
the organisation

* ensure that all personnel, contractors
and consultants receive adequate
training to fulfil theiy individual EHSMS
responsibilities

*  apply a systematic approach to
identifying hazards and managing
environmerdal risks, to reduce these
to as low as reasonably practicable

*  develop annual environmental
obijectives and targets and implement
programs to achieve them

*  comply with relevant legal and other
requirements and, where opportunities
exist, participate in the development
and review of legislation and guidelines

¢ ensire Santos has the resources
and skills necessary to achieve its
environmental commitments

* incorporate environmental performance
i the annuat appraisal of employees
and contractors and recognize
accordingly

» implement strategiss to reduce
and prevent poliution, manage waste
effectively, use water efficiently and
address relevant cultural heritage and
biadiversity fssues

*  formally monitor, audit, review and
report armnually on environmental
performance against defined objectives

*  review the environmental impact
of goods and services being provided
by suppliers.

Biodiversily encompasses the matural
variability of plants and animals and

the enviranments in which they [ive.
Austratia is one of the most biologically
diverse countries in the world. Conservation
af Biadiversity is fundamental to the health
of life on this planet.

Santos strives to continually improve
enviranmental management practices

and systems. As part of this improvement
pragram, land disturbance data is being
caplured in the Santos Geographic
Information System, which will be used
to repart land disturbance and rehabilitation
data. Using this system, Santos will
priaritise rehabilitation projacts on a risk
basis and carefully plan field development
to ensure that the biodiversity values of
the local envirenment are considered.

In addition, Santos will continue to explore
new fanagement technigues to reduce
impact to the environment.



The installation of innovative flowlines and
a commitment to reduce the space taken up
by drill rigs are two examples of continuous
improvements that are nat only achieving
cost reductions, but alse are reducing the
environmental impact of Santos’ activities,

Bath achievements resulted from the JALBU
Murta oil development program to improve
the recovery of ol from the fields located
an the Nappamerri Murterse Horst in the
South Australian area of the Cooper Basin.

Appraximately 30 kilometres of glass
reinfarced epoxy flowlines have been
instalied as part of the program. The
innavative product has many advantages
including:

*  corrosion resistance — which reduces
the risk of oil leaks

*  compact installation equipment -
which reduces the area of impact

*»  speed of installation - which reduces the
duration of impact {land disturbance).

Santos’ Brilling and Petroleum Engineering
team has also had great success in redueing
the area of [and taken up by driliing activity.
Since 1998, drill pad sizes have been reduced
by 68%, from an average lease size of
13,580 sguare metres in 1998 to just

4,300 sguare metres in 2003 (see page 30}

Santos pays particutar attention to land
rehabilitation and has in place a set of
procedures to ensure that land is remediated
to as close as possible to its natural state.
This involves collecting and storing topsoil
which 15 later replaced once drilling activity
ceases, enabling the local vegetation

to regenerate.

In addition to onshare operations, Santos
also vonducts exploration activities and
develops petroleum resources affshore,

in water depths ranging from less than

50 metres to 3,500 metres. These activitiss
are undertaken in accordance with strict
regulatory guidelines, which are determined
fallowing environmental impact assessments.
However, there remains some concern about
any potential negative impact petroleumn
exploration may have on whales.

To gain a better understanding of the key
fssues, Santos has worked closely with

Beakin University Blue Whale Study
researchers. The aim of this collaboration
was to conduct aerial surveys to monitor
the interactions between petroleum
exploration activity and blue whales and
to gain an understanding of the potential
impacts of thege surveys.

Buring ene of these studies, more than 46
haours of flying time was accumulated over
the exploration area and a {otal of 155

9
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“The {.DOGQI& Lakes Memorandum of
Understanding {ampaign was a ﬁﬂ_ahst in
“the prestigious national Banksia - ...
Environmental Awards in 2004. '

_Santos was recognised for the leadershtp '

ole it played in protecting the unique

- Loongie Lakes wetlands from future - -
. mining and petmieum expioratzon S

ctlwty

-The entry a}med to recogaise that Santos
-and the conservation movement, desplte :
- many years of conflict, bad come
“together {o. protect an important - ..
Australian eovironmental issue.

Santos is extremely pmud of thxs
chigvement, -

blue whale sightings were made. According
to the university research team, the whales
appeared to be following krill - shrimp-like
cristacea that whales feed on - and showed
little ar no signs of acknowledging the
petrodeumn exploration survey. Aerial surveys
undertaken during further petroleum
exploration led to the identification of a
feeding pod of sperm whales in deeper water
to the south of the blue whale study area.

In addition Lo this research, Santos
continues to fund engoing independent
research into understanding the distribution
and behaviour of whales.

Sanios has worked closely with researchers
from Beakin ard Curtin Universities to
analyse noise data collected from a series of
acean boltom recorders. The recorders were
deployed to detect background ocean noise
levels, whate vocalisations, drilling nofse
and sefsmic noise. The ocean bottom
recorders provided extra information on

the whereabouts and habits of the whales,
as well as dats aboutl the noise levels
which generally exist within the ocean
environments, caused by other amimals,
waves, weather, ete.

Another form of manitering triatled by
Sanios was the innovative use of & towed
hydrophone cable, termad passive acoustic
menitoring, which successfully detected the
presence of whales vocalising in high
frequencies.

Innovative mew methods of tracking

blue whales offshore and the establishment
of cooperative links with specialists in

a number of research institutions has
enabled Santos o gain valuable insights
inte whale movements, and provided more
information on how explovation and whales
can co-exist. This type of data witl

aid planning, assist regulators in their
decision making and ensure exploration
activity has a minimal impact on the

local whale populations.

Santos’ operations need to be supported by

a strong, efficient supply chain delivered by
suppliers and contractors that operate under
acceptable standards of sustainability.

Santeos spends many miliions of doilars
an materials and services each year. The
sustainable management of this resource
is dependent upon reducing the supply



inventory and ensuring the inventory is
made up of ‘it for purpose’ materials that
are delivered at the right time and price.

This ensures optimal resource usage coupled
with safe and efficient operations.

Santgs’ materials inventory has grown in the
past few years with dormant supplies taking
up space in field warehouses and reguiring
resources to maintain.

Santos identified initiatives to improve
supply chain management and efficiency,
during 2003.

The first step of the improvement

program was to bring inventory under
greater control. This was achieved by
reducing existing supplies to a manageable
volume and establishing processes to
maintain the inventory at appropriate
levels.

Subsequently, redundant stock has been
identtified for reuse, recycling or disposal.
Processes dre currently being implemented
to prioritise materials and supplies based

an criticality and lead times for replacement
to determine appropriate levels.

Santos aims to reduce its inventory by
35% at the end of 2005.

Once the inventory management process
was refined, Santos addressed the fssue

af sourcing materials and services that are
appropriate for their intended use. Santos”
external spend was analysed and like
materials and services were grouged into
commadity groups.

When purchasing goods, services and
materials, Sartos puts greater focus on their
intended use to ensure the end product is
fit for purpose’ thus eliminating wastage
and re-work.

Sartos recognises that it is not only

its actions and activities that can impact
the social and natural ermironment, but
also the actions, principles and policies
of its suppliers, contractors and externat
services providers.

A Contractor, External Service Provider and
Supplier Management Standard (EHSMS 10}
was introduced in 2003 to establish
consistertt practices for the review and
assessient of contractors, external service
providers and suppliers to ensure alignment
with environmental, health and safety
policies, systems and performance. Following
assessment through pre-qualification review,

the successful companies are manitored
through periodical performance reviews
incorporating demonstration of management
system effectiveness.

To support this standard, the safety and
environmental performance of contractors
is reported publicly.

The Santos supply team has a number of
programs in place to improve the company’s
level of sustainability. These are in somse
part driven by the recent restructure and
the team’s desire to ensure fssues around
contract management, internal and external
relationships, and materiats and inventory
managemant take into account
environmental and social responsibilities.

Santos will continue to assess product usage
and production processes to work towards
sustainable production by reducing waste
emissions at the source.

3
Santos uses energy fo extract hydrocarbons
and process them to achieve sales guality
gas specifications. The energy use i

much higher where petroleum plants are
configured to split raw gas into sales gas,
LPG and condensate, than in more simple
low volatility oil separation plants.

The energy used as fuel is mostly drawn
from the oil and/or gas produced. Small
volumes of hydracarbons are alse vented

at various points thraughout the production
and processing cycle.

Santos implemented a company-wide

energy efficiency project in 2003 with a
specific aim to guantifiably reduce energy
consumption per unit of production across
all operated sites and interests. The program
focussed an minimising energy use and
brought together a number of initiatives
that were underway in various field and

ELELT
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affice locations. It was also designed
ta help employees appreciate the benefits
of energy conservation.

Improving enerqgy efficiency reduces
greenhouse and noxious emissions, such as
stulphur dioxide, while adding to available
praduction and recoverable reserves.

Santos has undertaken an assessment of
energy use at its sites and offices. On the
basis of the work completed to date, it has
been established that:

»  fuel and loss amounted to about 11%
of production or about § million barrels
of ol equivalent {mmboe) across
operations in 2002 (baseline year)

* the Adelaide head office consumed
about 2,200 megawatl hours {Mih}
over July 2002 to June 2003 inclusive
{baseline year).

Buring 2003, energy efficiency teams
assessed opportunities to reduce ensrgy
use al a number of Australian onshore
aperational and office sites and developed
a seriatim of energy efficiency projects.
Several energy savings projects resulted in:

» 1.7 million gigajoules per year
estimated saving from major projects

* 5000 gigajoules estimated saving
from Lhe Roma project site initiative
described on page 22

* approximately 15% energy use reduction
from an energy-saving lighting Urial for
Santas’ Adelaide office.

A key fssue for the company 1s ensuring
that employess are aware of and involved
in increasing efforts to reduce energy use.
To thizs end Santos has implemented a
‘lights off" and “computer monitors off’
campaign, with resuits published in the
company magazine and on the internal
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website. Santos’ aim s to raise awareness
of and commitment to the ongoing plan for
reducing energy consumption.

As another example, 14 continuous bleed
corttroilers lacated throughout the Roma
gas fleld i eastern Queensland have been
replaced with block and bleed controliers.
Thete new controllers avoid continuously
venting gas.

The MLIA plant facility instrumest gas
supply, which is the gathering point for
the Roma gas production and includes
condensate separation and gas dehydration
facilities, alsg has been changed from
process gas to ain This invelved the

installation of an air compressor on location.

The greenhouse affect refers to the
trapping of heat by certain gages in the
Earth's atmosphere, in the same way that

the glass in a greenhouse prevents heat
fram escaping and warms the internal
ertvironment.

There is international concern that

human activity is causing an increase

of ‘greenhouse gases in the atmosphere,
the most common of these being carbon
dioxide. The concern centres on the
possibility that global warming could

rafse sed levels, increase weather instability
and adversely affect prevailing ecological
systems,

There is sufficient concern about climate
change that emission reduction strategies
are actively being sought and implemented
by governmentis, industry and communities
woridwide. While renewabie energy sources,
such as solar power, wind and hydro, have
low greenhouse emissions they are currently

developed to meet global energy needs.
It is commordy considered that fossil
fueis will continue to be needed as the
predaminant source of energy for at (east
the next two decades.

Natural gas is the lowest greenhouse

gas emitting fossil fuel, as shown in

the graph above. Therefore natural gas

is likely to be the preferred fuel until
technological developments deliver a more
environmentally friendly, lower cost and
readily available source of energy.

Sanios recognises that in striving to
provide an increasing share of the
community’s energy reguirements, it must
equally strive to reduce the greenhouse
emissions intensity from the oil and gas

it produces. Santos intends to do this by
making particular efforls to improve energy
used in extracting and refining products,
which will both reduce emissions and also
conserve these valuable natural resources.

There are a number of gases that contribute
te the greerthouse gag effect. Thase that are
recognised as being particularly relevant to
the oil industry are nitrous dioxide, methane
and carbon dioxide. These gates each
contribute to the greerthouse effect at
varying rates so their impact is expressed

in tannes of carbon dioxide equivalents.

Santos reports operated site greenhouse gas
emission volumes and emission reduction
activities fo the Australian Greenhouse
Office’s Greerthouse Challenge Program via
the Australian Petroleum Production and
Exploration Association. Santos has repored
an those areas where it operates on behalf
of a joint venture since 1998.

In addition to annual greenthouse gas
reporting, Santos alse reports annually
to the National Poliution Inventory.

The National Pollution Invertory

is an internet database that provides
information on the type and amount of
pollution emitted to the air, land and water
across Australia. Santos has been reporting
amissions annually fo the National Pellution
Inwventory database since its inception in
1998, In keeping with the spirit of the
program, Sartos aims lo minimise impacts
associated with these emissions, expand
reuse anid recycling programs and minimise
impacts to the environment.

Santos’ newly adopted Greenhouse Policy
will drive improvement strategies across
aperated sites. Consistent with this policy
Santos will:

*  actively pursue an emission intensity
reduction target {greenhouse
emissions/unit of production} of 20%
i the peried from 2002 te 2008

*  measure and report pragress against
this emission reduction goal

*  require ail operations to develop energy
efficiency and greenhouse management
plans with site-specific targets

* dentify and promote opportunities
for natural gas to replace higher
greenhause gas emitting fuels

* carefully examine the forecast
greenhause gas emissions and energy
use in planned new projects and

GREEHHOUSE GRE INTENSITY REDUCTION TARREY

fmisnshy Ratie (GHEMadugian)
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acguisitions, to ensure that emission

intensity and energy efficency levels
are consistent with goals

* invest i energy and process research
and development and seek to work
cooperatively with other parties

* dnform and educate employees
about Santos’ commitment and,
together with their input and
actions, implement plans

*  participate in external volontary
greenhause gas reduction programs

*»  requiarly review performance against
commitments and report openly.

Santos has established & greenhouse
gas emissions reduction program, where
promotion of energy efficiency is a key
internal driver for emission reduction.

Santos’ Greerthouse Policy 1< being rolled
out across the organisatior. As part of
this initiative, Santoes has commenced
assessment of baseline greenhouse gas
emissions based on the aggregate of jouint
venture interests, rather than just those
areas operated by Santos.

Carbon dioxide is a naturally oceurring gas
that is held within the reserveir alongside
hydrocarbons, When hydrocarbons are

produced, carbon dioxide is also extracted.

The preliminary assessment of greenhouse
emissions based on joint venture share is:

* 4.5 millfon tonnes of carbon dioxide
eguivalent in 2002

*  ap emission infensity ratio of 0.64
tartnes of carbon dioxide equivaient
per tonne of product in 2002,

Santos is currently preparing a submission
to the World Economic Forum Greenhouse
Register, to improve visibility of the
company’s intent to secure greenhouse
emission reduction across all business
interests. Santos also intends to increase
dialogue with those companies that operate
assets on its behalf, with the intention

af improving emissions reporting accuracy
and reducing emissions intensity of those
gperations where that ean be achieved.

’ $F A .
Santos has implemented a number

of emissions saving prajects including
participation in the Yellowbark Flare
greenhouse gas reduction project in
GQueensiand with Origin Energy, which
involves the sale of carbon credits to BP,
and the use of solar energy units to drive
instrumentation and contrels at remote well
sites, pictured on page 5.

Santos development of a solar powered air

compressor, which reduces gas comsumption,

greenhiouse gas emissions and operating
and maintenance costs, won the South
Austratian Chamber of Mines and Energy'’s
2002 Environmental Excellence Award.

Air compressors are currently being phased in
across South Austratian and Queensland sites.

The air compressor is used to power the
safely and production control instruments
at gas weliheads.

Traditionally, these instruments have

been powered by unprocessed gas from the
well's production stream, which produces
greenhouse gas emissions and a quantity
of vented well liguids which require
disposal. There is also a high cost of
maintaining equipment which is damaged
by the corrosive nature of the raw gas.

The use of locally generated compressed

air power not only results in the
instrumentation functioning more reliably
and increasing well operation time, but ako
pays dividends via

*  savings in raw gas usage which
can be produced instead for sales

*  reduced venting of greenhiouse gases

*  reduced wellhead maintenance
requiremeants

*»  avoiding problems associated with
liquids recovery, particularly in
emvironmentaily sensitive areas.

Santos is continuing to meonitor and
assess renewable energy technology
including wind, solar and geothermal,
with a view to identifying opportunities
that can cost-effectively replace oil and
gas used in aperations or as a fuel source
in their own right. While there are some
niche applications, such as the solar
compressors deseribed above, Santos has
not yet identified cost-effective, broad-
based applications that are economic
without a subsidy.
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PATER PIARMAGEMENT

Water is required for processing plants
and for domestic use in camps and offices.
In Santos” main onshare aperational areas,
this water is pumped from water bores
and purified. Al Moomba, Santos” largest
processing facility, a small volume of the
waste water from domestic use is recycled
to irrigate trees and shrubs planted around
the residential, office and warkshop
buiidings.

A relatively small velume of water from
shallow water bores is also used for road
consiruction and maintenance, well site
lease construction and at dritling sites
for mixing drilling mud.

In rocks below the surface, water which

is naturally co-mingled with gas and Liquid
petroleum products is brought to the
surface together with ofl and gas preduced
fram the wells. This water, referred to as
produced formation water, is a commeon
feature of many hydrocarbon reservolrs
worldwide.

The quality of this water varies from weli
te well and is usually unfit for human
consUmption, as it may contain suspended
solids, salts and hydrocarbons.

Produced formation water may be sourced
fram rock strata which are different from
those which provide the potable water
typically extracted from the Great Artesian
Basin in this region.

It is estimated that the Great Artesian
Basin contains 8,700 million megakitres
of water® which s replenished naturally
through rainfall and stream flow as water
enters the very large catchment area.

One megatitre equals one million litres,
approximately half the amount of an
Dlympic size swimming pool.

Around 45%, or 1,500 megalitres per day*,
of the water that is discharged from the
Great Artesian Basin occurs through natural
spring flow and vertical leakage through
cracks in impenetrable rock. The remainder
is the result of human activities including

pastoral, mining and ofl ard gas operations.
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Santos’ Cooper Basin activities account

for the production of 51 megalitres of
water per day (0.051 million cubic metres),
which is approximately 4% of the totat
volume extracted from the Great Artesian
Basin by human activity and only 2%

of total natural recharge that enters the
Great Artesian Basin.

Sanfos initiated a sustainability study

of produced formation water management
to caleulate estimated velumes and identify
alternative options for disposal or use. As
Santos’ larest operational site, the Cooper
Basin was strategically selected as the first
priovity for this study.

Infarmation for other production areas,
including the Northern Territory, eastern
Gueensland and international operations,
is currently being assembled, with water
volume and quality information being
sourced and checked using the model
developed for the Cooper Basin.

The Cooper Basin study determined
that produced water can be caleulated
to an acceptable level of accuracy using
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petroleum production data. Therefore,
Santos will be able to adopt this technigue
to caleulate produced formation water
volumes fer ather onshore facilities.

1 FiE ETE L3

AL offshore locations, water is separated
from il primarily by centrifugal equipment
cailed separators. When it satisfies the
required regulatory standard, the water

is pumped fnto the ocean.

Al onshare locations, the primary means
of water disposal is through a process
af gravity separation in process vessels
and tanks followed hy treatment through
a series of evaporation ponds.

The treated water is discharged o an
interceptor pond which is designed to
contain any hydrocarbens which may pass
through the initial water separation phase.
Interceptor ponds, equipped with skimming
facilities to allow recovery of hydrocarbons,
ensure that any hydrocarbans carried over
from primary separation are recovered.

Water leaves the interceptor pond through
an underflow pipe which is designed fe
prevent hydrocarbons moving out of the
interceptor pond.

Produced formation water then flows
through a series of evaporations ponds,
typically constructed in & series of three,
with water being progressively ‘cleaned”

as the water progresses through each stage.

The water is evaporated from these ponds
and re-enters the natural water cycle.

In the desert environment of the Cooper
Basin the evaporation rate is approximately
two metres of water per year.

In accordance with Santos” Statement of
Environmental Objectives for Cooper Basin
production and processing operations,
produced formation water quality i
regularly monitored.

The maximum allowable hydrocarbon
content of water in evaporation ponds is
30 milligrams per litre, while the maximum
conteat of water entering free-form
evaporation areas is 10 milligrams per litre.

Santos” water quality monitoring data are
currently being transferred into a shared,
aasily accessible digital system: the
Laboratory Information Management System.
This system will allow specific data to

be readily retrieved and allow better
comparison of trends in water quality.

e

i
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Santos recognises that water is a valuable
resource and that reusing produced
formation water may have many benefits.
Santos manages waste water from ils
aperations and domestic facilities such

as camp sites to identify opportunities

to mirimise usage.

Santos’ produced formation water study
identified a number of possible alternative
uses for watey, including:

*  mineral salls recovery, for use in the
chemical industry

* irrigation

*  stock water

*  production support

*  ropad construction and maintenance.

There are a number of potential
environmental impacts and cost implications
to be evaluated before implementing any of
the alternative use options. These inctode
soil contamination, water contamination,
stock and wildlife impacts and flora
fmpacts.

Santos commissioned a soil health index
study to assess the impacts associated

with produced formation water disposal
and other sofl contamination. The project
assessed the impacts of produced formation
water disposal and will provide guidance

in disposal methods and rehabilitation

and restoration reguirements.

Santos will continue to identify and
evaluate pradueed formation water volume
reduction strategies such as down-hole
isolation of high water producing zones
fwater shutoffs).

Waste from operations is generated

fram two sources: operational waste

from petroleum production and processing
activities, and domestic waste from
residential camps and facilities.

G e B h B E p e e D
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A waste management project was initiated
in 2003 to improve Santos’ management of
solid wastes to minimise volumes, improve
efficiency and environmental performance.
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Site-based waste management plans

are being developed to achieve these
ohjectives. When completed, the plans will
establish management systems, aperational
activities, procedures, manitoring and
management provisions that conform to
the principies of ecologically sustainable
development, including:

*  managing disposal and recycling
facilities in a manner that ensures risks
to the enviranment and adjacent land
users are reduced

+ implementing operational controls
to minimise the potential for soil
contamination through the downward
mavement of water {leaching} and
enmission of (andfill gas

* implementing operational controls to
prevent off-<ite pollution and fmpact
through litter scatter, odours, vermin
and pest propagation

*  manitoring the quality of surface water
and groundwater at the site

*  operating landfill facilities ina
manrer that encourages final landform
rehabilitation to an aesthetic state
consistent with that of adjacent
undisturbed areas and one that
ensures ne long-term legacy
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*  providing closure and post-closure
management plans to ensure
appropriate site decommissioning and
provision Tor angoing manitoring and
maintenance after site closure.

These waste management plans will

be strategically implemented and future
sustaimability reporting will document
waste streams, volumes and
rehabilitation plans.

Santos’ waste volumes from its major
operational sites in South Australia and
Queensland in 2003 were approximately:

*  sludge - 17,500 cubic metres
{95% bigremediated)

¢ [(andfill - 9,000 tennes

*  recyeling - 621 tonnes.

(alEbN .
Santes formalised ts commitment to
greening the office environment in 2001
with the formation of the voluntary
Greening the Office Committee. In
accordance with Santos” Environmentat

Wision and Policy, the aim of the Greening

the Office Committee is to lighten the
footprint of Santes” activities.

Specifically the Greening the Office
Committee endeavolrs to:

* promote awareness of emvironmental
issues and identify opportunities to
lighten the foolprint of Sanios’
activities

*  ensure iformation gathered by the
commities is easity sccessible and
dvailable to Santos personnel

* identify opportunities to reduce
consumption of respurces; in particular,
to improve energy efliciency

* identify apportunities for recycling and
implement recycling programs

*  eliminate the use of non-recycled or
non-recyclable materials where
practicable.

The committee successfully implemented
a number of initiatives during 2003 and
2004, including:

»  providing Christmas card and boltle
vark recyeting facilities

*  regycling compact discs, milk cartons,
drink containers and newspapers on
all floors

*  eradicating the use of foam coffee cups

*  revising the Greening the Office
inteynal Santos web page to provide
further information on environmentat
obijectives, programs and green tips

* developing and launching a carpooling
website for Santos' Adelaide emplayees

* running a ‘bike to work” awareness
campaigr about the benefits of cycting
to work.



Santos’ Sustainability Review 2004 s
printed on Onyx Recycled Smooth paper,
which §s made from 100% recycled pulp
from pre- and post-conmsumer waste, used
itk cartons and juice cartons.

This paper is manufactured at the
Shaalhaven Mill in New South Wales,

which is accredited o the ISD 14001
anvironmental management standard.

The paper is manufactured using elemental
chiorine-free processes that do not involve
chiorine gas or compounds. Process water

is primarily sourced from excess wastewater
from papermaking operations and is recycled
at the plant.

This Review was printed by Finsbury Green
Printing in Wictoria, which is aceredited to
the IS0 14001 environmental management
standard. The printing process uses digital
printing plates, which eliminate film and is
associated chemicals.

The vegetable-based inks used in the
printing process use linseed oil, which
is made from renewable sources such as
flax, rather than the traditional higher
greenhouse gas emitting mineral oils.

Finsbury is the first commercial printer

in Australia to volunteer for the federal
government’s Greenhause Challenge to
T
| : first Australian printer to publish an sudited
|‘»' environmental report on its activities.

95% of all waste materials generated at
Finsbury are recycled.

An electronic version of this Review
is available on Santos” website,

wiwin.sartos.cam, to help reduce the
number of printed coples produced.
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Caring for employees and the community

SOCIAL
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Santos recognises its social responsibilities
te its own employses and to the various
communities fo which the company belongs.
The health, safety and welfare of employees
are of paramount importarnce {o Santos.

The company seeks to engage employees in
a fair and equitable manner that recogrises
both the contribution employees make

te the epterprise and thefy own needs

as individuals.

The community expacts Santos to eperate
safely and without unacceptable impacts

te the environment and this responsibility
is seen as a basic eperating principle. These
responsibilities are collectively addressed
and set out in Santes” environmental, health
and safety policles and visions.

Santos also embraces a citizenship role

in the communities to which it belongs,
recognising that the health of the company
is in past related to the health of the
community that sustains it In this regard,
Santes invests both time and financial
resources in these commurities.

Santos measures safety performaﬁce through
injury freguency and severity rates and the
level of employee participation in the
process of identifying and finding solutions
for problems.

Improving safety performance is a constant
chalienge and Santos (ooks to innovative
programs and ideas to achieve better
outcomes.

The contribution of employees is critical.
Santos’ employees participate in the process
by which improvement opportunities are
identified as weil as in the implementation
of the solutions that improve performance.
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A bienmial survey of employees is conducted
to measure perceptions about health and
safety in the workplace and to identify
improvement opportunities. Improvement
was evident i the latest survey undertaken

in 2003, as discussed on page 31, On a-day-
to-day basis, employees are encouraged to
report all incidents and near misses to a
central database, the Incident Management
System. This information is then used in the
communication pracess at daily toolbox
meatings and briefings at all operational sites.

Health and safety is a core value for Santos
and this is articulated through the heaith
and safety vision ‘We all go home from work
without injury or iliness’

Ta achieve this health and safety vision,
a strategy has been established which
is surnmarised in the diagram below.

The health and safety strategy comprises
three core areas: the integrity of plant and
eguipment; management systems; and the
behaviour of personnel. Formal whole-of-
plant risk assessments are undertaken

SRFELY THPRTRAEIENT APPRRRTH

in a program designed o assess the risks
of major hazards and the effectiveness of
their comtrol

The Santos Environment, Health and Safety
Management System provides the framewark
by which all operations can be conducted
in a safe and emvironmentally responsible
manner. Encouraging and rewarding the
behaviour that supports a safe aperating
environment completes the strategy.

White Sartos” heaith and safety program
covers all three areas, the key focus at
present is in the area of integrity and
systems. The development of behaviourat
programs has commenced and these will
continue te mature and become more
saphisticated in the future.

y
Sanios commissioned an external safety
management review by Shell Engineering Pty
Ltd in 2001, The review recogrised a high
level of visible executive management
commitment to safety and noted that there
were some good foundations in place for
the systematic management of aecupationat
health and safety.
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The review recommended a number of key
strategic actions:

*  develop and implement & three- to
five-year plan for the restructuring
of occupational, health and safety
management based on the good
existing foundations in place, as
described in the figure above

» dovelnp a corporate oecupational, health
and safety system based on AS/NZ 4801
with standards and guidelines to be
applied across all businesses

*  draw together separate risk assessments
inte a consolidated overview framewark

Prmentas Furetlond Bk Baedebuen

* introduce a health, safety and
environment case regime to bring it
into line with industry best practice.

Progress against the key recommendations
is presented above.

47
The primary indicator for health and
safety performance is total recordable case

E

frequency rate, which is the number of
medical treatment and lost time injuries
far every million haurs worked. Targets and
abjectives are established for the combined
performance of employees and contracters.
While Sartos” long-term ahiective is to
achieve a rate of zero, each year streteh

targets are established to drive continuous
improvement.

One limitation with TREFR measurement

is that it only records the incidence of
recordable injuries and does not provide any
insight inte the severity of thege injuries.
To measure the severity of both medicat
treatment and lost time injuries, Santos has
astablished a total recordable case saverity
rate by assigrirg a severity index against
each lost time or medical treatment frjury
as outlined inn the table below.
Measurement of severity has been in

place for 12 months during 2003 and no
meaningful trend can be determined at this
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stage. The average severity index for 2003
was 19 which Ts equivalent to two injuries
per month reguiring medical treatment and
resulting in Up to one week away from work.

The TRCFR has shown continuous
improvement over the past two years, as
shown on the graph above. At Decerber
2003, the 12 month average TRCFR was 7.1,

Lost time injury performance, as measyred
by lost time injury frequency rate (LTIFR}
over the corresponting period has been
approximately 2.5, which s equivalent

te the average rate for the petroleum
production industry, one of the best
performing industries as presented in

the graph below.

All employees and contractors have 3
responsibility to ensure they work safely.

Santos implemented the Safety Leadership
Program during 2002 and 2003 which
involved BOO employees and conlractors.
The program provided a hands-on experience
designed to help employees develop safety
leadership skills and explored the

following areas:
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Hosond:

*  Santes” wision, beliefs and policles and
hiow these can be applied in a practical
and effective manner

¢ human behaviour and the impact
of experiences and attitudes

*  Job Harzard Analysis and the Stepback
program processes using team exercizes.

It involved a number of information
sessfons as well ag group discussions where
participants could share safety experiences,
knowledye and skills to help build up an
understanding of how leadership and team
issues impact upon safety.

The program featured an activity

where participants were encouraged

te put the concepls and skills discussed
during the program into practice by
using Job Hazard Analysis technigues.
This involved an abseiling exercise where
participants experienced the concepts
and skills discussed during the program
and put these infe practice in a high risk
environment. Phase 2 is being implemented
during 2004.

The program was well received by the
workforee with a survey indicating 95%
of participants considered the program
a pusitive experience,

The Santos Board established a company-
wide Environment, Health and Safety Awards
program to recagnise irnovation,
continuaus improvement and excellent
performance by employees in this area.

Santos’ Chairman, Stephen Gerlach,

and Managing Director, John Ellice-Flint,
presenfed the inaugurat awards in 2004
in the five following categories:
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*  Best Overall Environmental Performance
- won by the JALBU project team for
their drilling and completions program
which resulted in a 30% smaller
environmental footprint and reduced
surface disturbance.

*  Best Dverall Health ard Safety
Performance - won by the former
Central Business Unit Britling &
Completions team for achieving a 38%
reduction in TRCFR and a 22% increase
in proactive safety reporting.

*  Best Innovative Environmental
Performance — won by the Roma team
for innavations leading to reduced
gas venting by approximately 2,200
tonnes of carbon dioxide and 5,000
gigajoules of methane per year
{see page 22},

*  Best Innovative Health and Safety
Performance - won by the South-West
Queensland Safety Committee for
innovations including the introtduction
of a healthy lifestyle program and a
trailer-mounted driver education system.

*  Best Contractor Environment, Health
and Safety - won by Halliburton for the
introduction of innevative envivonment,
fhrealth and safety inftiatives including
hazard reduction and the develspment
of new training programs.

The Board was impressed with the response
to these awards from Santos” work teams
and contractors and will continue to host
the awards annually.



* 1o blame culture - incidents can be *  more recognition for those upholding
{ i reported to supervisors without concern EHS standards

A key element to building a strong
environment, health and safety culture is to
understand the perceptions and attitudes of
workers towards this area so that a program Opportunities: Initiatives have been implemented to address
the key opportunities identified by the survey.

»  effective communication on health and *  focus on drug and alcohol fssues in
safety issues within the organisation. the workplace.

that responds to strengths and chaflenges
can be implemenied. Santos commissioned
the Flinders University National Institute of
Labour Studies to conduct a company-wide
survey during Gctober 2003,

* increase focus on ‘health’ along with
safety’
reinforce the Santos beliefs to ensure
sale behaviowr at all times, particutarly

when there is work or time pressure
The survey was previously conducted

in 2001 and provided a useful comparison
to measure changes in environment, health
and safely perceptions and attitudes over
the past two years. Around 1,300 employess
and contractors responded o the survay,
representing a good overall response rate
of 60%. The same survey questionnaire has
been used fnn other successful studies of
worker fiealth and cafety attitudes at BHP
Billiton, Woodside Energy, ExxonMobil,
Chevron and Apache.

ensure the no blame cutture permeates
to contractors

The 2003 assessmend identified the
following strengths and opportunities.

Strengths:

»  skilis and awareness of EHS of
individuals and teams

»  availability of tools and equipment
required for safe work practives

*  positive relationships with supervisors
concerned with health and safety

3t
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disability or any other attribute that does
nat prevent a person from fulfilling the
legitimate requirements of the role.

Santos has specific policies in place that
relate fo employment including:

fundamental te the campany’s ability to

prosper and grow. o Recruitment

Attracting the right people, maximising o Remuneration and Benefits
their contribution to the business and

rewarding thely performance are all vital *  Health and Safety

to the company's success. ,
panys su ¢ Induction

Sanios is committed to providing a work apinns
. \ *  Employes Responsibilities
envirartment where people enjoy what they

do and are mativated to achieve, while ¢ Resignation, Retirement, Termination,
supporting the diverse needs of the References

individuat. ¢ Fair Freatment

Santos employs approximately 1,600 people in
a numnber of ocations in Australia, Seuth-East
Asia and the United States. The warkforce

population largely comprises geascientists, .

*+  Emplayee Assistance
+  Redundancy

Working Hours and Leave Entitlements
engineers, skilled tradespeople and other o ) o
skilled personnel, and a wide variety of *  Diversity {Equity and Discrimination)
business professionals such as lawyers and .

accountants.

Employee Performance

+  Emplayee Development

In regruiting people to join the company, . i ¢ Diecini; proced
. surnselling and Disciplinary Procedures.
Santos seeks to employ the best available g panary

candidate regardiess of gender, vace or

A major review of these policles, covering
every facet of employment, is currently
underway. Sartos will benchmark policies
against those of similar companies and
other major employers to ensure hest
practice in this area.

:,,?-

Santos is an equal opportunity employer
and Santos” Diversity policy has been
designed to support an equitable and
diserimination-free warkplace.

The specific fssues covered in the Diversity
poticy include harassment, bullying,

1z
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vielence, practical jokes and rumours.
The policy sets add in detail appropriste
behaviours in relation to these issues and
the procedures for addressing norn-
compliance.

¥
Sanios gims to pmvrde each employee with

AEL TR

the appropriale opportunities fo reach their
highest level of performance.

Performance review i & process irvolving
managerial, professional and administrative
employees. It commences with a planning
session where both the employee and their
supervisor set goals and ohjectives relating
tar the overall business strategy.

These reviews are conducted twice yearly
where employess and thelr supervisors
jointly appraise the work undertaken ower
the course of the year

Buth achievements and behaviours are
assessed in the review process and the
results are used to identify development,
reward and performance improvement
apportunities. There are specific processes
in place to address the outcomes of the
performance review. Employees who have
achieved an acceptable level of performance
are eligihle to participate in a bonus system
and, depending on their achievements and
company performance, receive a variable
cash contribution in addition to their

fixed salary.

Employees who have not met expectations
must participate in a formal performance
tmpravement program. This program sets
autl the areas for improvement and a plan is
put in place to help the employee achieve
an acceplable level of performance.

Santos offers a wide variety of training
and development opportunities, inctuding



a study assistance program that is used
by employees to address thedr professional
development needs.

Santos recognises that it is important for
employees to achieve the right balance
between their work and personal interests
and has addressed this through the
introduction of a number of polides that
provide for flexible work arrangements,
part-time employment and special leave
arrangefments.

One of the key oulcomes of the
transformational change program undertaken
in early 2004 {(see page 7} was the need for
the development of a culture that supports
the newly desigred business processes.

To this end, Sanios commenced a structured
cultural change program focussed on
ensuring that behaviours are aligned

with business outcomes.

Santos has undertaken an extensive
employee survey in order to develop

a shared view of the ‘current culturel
Identifying the gaps between Santos’
current and desired cultures will assist in
the process of aligning every part of the
business with the company's strategic goals.

The information obtained from this survey
will be analysed and used o develop
initiatives that address the desired culturat

change outcomes,

Santos values the ideas and innovations

of employees and has a number of facilities
in place which atlow emplayees to provide
input. These include informal toolbox
eetings and the intranet-based Santos
Suggestion Scheme. Suggestions made by
employees thraugh this scheme are reviewed
by an evaluation panel chaired by the Chief
Financial Officer and, where appropriats,
implemented by the appropriate function

in the company.

Buring Santos” transfermational change
program, widespread consuttation was
undertaken with employees and an email
facility was established which allowed
smployees to anonymously make
suggestions ard ask guestions o executive
management. These comments, guestions
and answers were published on the

Santgs intranet.

Gathering data that ailows for a

detaied understanding of the profile

of the workforce is an important resource
for the Human Resources team.

In this regard, Santos will continue

to gather data on employee turnaver

and the practice of benchmarking salarieg
against external market data to ensure
competitiveness and equity.

HELATHONERH
Santos has relationships with many
communities throughout Australia. Some

af these relationships have been develaped
aver a long period of time; for example,

in the Cooper Bagin in north-east South
Australia and south-west Queensland where
Santos has been exploring for and producing
gas for 50 years. Others are newer, such

as Santos’ relationship with the Otway
community in Western Yictoria. In countries
such as Indonesia and the United States

the company’s relationships are emerging,

as is 1ts business.
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[ting with community stakeholders takes
mamy forms, from the informal neighbourly
redationships Santos bras with pastoralists
and farmers to defined programs of seeking
input in relation to specific work pragrams,
common issues or development plans.

Congu

Otway Basin

In Victoria's Western District, Santos’
dedication to respomsible environmental
stewardship and community participation
shows the benefits of integrating the
principles of sustainability inte Santos’
day-to-day operations.

This area s largely sustained by high-
intensity dairy farming and high-profile
tourism. More than 3.5 million tourists wisit
the region each year to take in the unigue
enviranment of the Great Ocean Road and
Otway Ranges, to find a vantage spot for
whale watching or to take in rural
attractions such as the Timboon Farmhouse
Cheese compary.

Over the past five years, Sanfos acquired
more tharr 1,000 kilometres of sefsmic data,
drilled 12 gas wells and constructed a gas
processing plant in the area.

Santos idenfified six areas to minimise

the impact of its activities - land use,
fuel/flares, noise, water use and disposal,
wiste management and power consumption
- all of which have been done in full
consideration of other activities carried
out in the area.
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With the ohjective of having zero net
impact on land, Santos restored 86% of all
impacted land {0.98 square kilometres) and
conducted a number of initiatives to offset
remaining land use. This included planting
200 trees at the Heytesbury gas pracessing
plant and committing to the restoration

of 3 native vegetation embankment, in
partnership with the Corangamite Shire,

to create a recreational space in the centre
of Timboon.

By optimising the well mix, flaring was
reduced by 50% lowering emissions to
less than 1% of thraughput.

Controlling naise was critical to being
allowed to operate in such a highly
populated area. Santes vonsistently
achieved noise levels that were below

the Emvironmental Protection Agency's
guidelines of 32 decibels at night {the
equivalent of a silent roem} at the nearest
residence. This translates to about 85
decibels at the plant boundary.

Rairwater tanks supplied 50% of all potable
water, while all firewater was sourced from
an untreated roadside bore. The team's
objeciive was o source all potable water
fram rainwater and operations and to reduce
the volume of water needing to be trucked
offsite for treatment. Grey water was sent

to a septic tank, while surface water was
treated then channelled to am offsite drain.

Activities iri the area reguired conlact with
more than 700 landowners and Santos
worked in close consultation with the Otway
Basin community to achieve outcomes that
were of benefit to all parties.

Santos managed an ongoing program of
support for a number of local erganisations
in the Timboon area, providing funding for
new premises for the Port Campbell Surf Life
Saving €lub, purchasing vital equipment for
the Timboon and District Healtheare Service
including a defibrillater and an infant
incubator, the Timboon R-12 School and

the Nullaware School.

White Sartes has recently sold s onshare
Otway Bagin interests, the company retains
significant offshore interests and its
relationship with this community continues.

Lake Eyre Basin

Sanios has been actively involved

in the development of & community-based
management regime for the Lake Byre Basin.

This basin covers one-sixth of the Australian
continent and includes areas int Queensland,
South Australia, New South Wales and the
Narthern Territory.

Santos has beent involved in the Lake Eyre
Basin Coardinating Group and has had
members in the Georgina-Diamantina
Catchment Grougp, the Cooper Creek
Catchment Group as well as the overarching
Lake Eyre Basin Catchment Group.

Santios is also represented in the Ministerial
Forum on Lake Byre Basin, through the
Community Advisory Committee to the
Ministerial Forum.



Over the past decade of involvement,
Santos has made a significant contribution,
both financial and in kind, to maintain
this community-based catchment
management initiative.

Ini this remote [ocation the serviees of the
Royal Flying Doctor Service {RFDS) are vital
to the local community. Recogrising this,
Santos employees have embraced this
grganisation and actively pursue and
participate in a number of fundraising
initiatives in support of the RFDS.

Among these activities is the annual
Cooper Cup Cricket Chalienge, a urigue
avent hosted by Santos employees played
an the local MCG {Moomba Cricket Ground')
bringing together the people who live and
work in this arid part of central Australia.
This event raises around $50,000 each year
for the RFDS.

FREN L FHELAREAR
Sartos’ financial commitment to its
communities is largely achieved through
a structured program of providing support
to organisations and events that are valued
by the community.

Santos’ sponsorship pragram includes
contributions to the arts, the environment
and education. Santos also contributes

to ‘nat for profit’ organisations involved

in cemmunity capacity building and has
recently established the Santes Community
Fund through which these types of
contributions are made.

The company currently spends between
0.5 and 1% of its pre-tax revenue on its
spansorship program and in 2003 this
ammounted to $3.15 million.

Santos supperts more than 100 groups
in most years with contributions in the
foliowing categories:

*  education - §1%
*  culture - 12%

*  community - 7% {environment, heaith,
sport and recreation, welfare).

Education

In 1999, Santos announced a major
sponsorship in partnarship with the
University of Adelaide, providing $25 million
over a 10-year period, 1o establish a world-
class school of petroleum. As well as
providing the university with the necessary
infrastructure for this school, the

contribution assists with operational
costs and scholarships, and enabled the
appointment of a Chaiy, the Santos Chair
of Patroleum Engineering.

This sponsorship is infended to lay the
foundation for the financiat viability of
the school for at least 25 years. The federal

government also contributed $1 million

aver five years for an additional professionat
appointment, the Req Sprigg Chair of
Petroleum Engineering, in honour of the
late Dr Sprigg who made a significant
pioneering contribution to the oil and gas
industry in Australia.
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In late 2003, the National Centre for
Petroleurn Geology and Geophysics merged
with the School of Petrodeurn to form

the Australian School of Petroleum. By
combining the geoscience and engineering
disciplines into ane leamning institution,
students are offered an educational
experience that closely mirrors the

actual needs of the oil and gas industry.

This is a strategic alliance for

Santos and the university. Through

this contribution, the profile of & major
Australian educational institution is
enbanced and educational and employment
opportunities are provided to young
Australians in a global industry.

The ail and gas industry also benefits
fram this contribution which increases
the number of graduates in the petrolewm
engineering and geoscience disciplines,
of which there is a major skills

shortage worldwide.

Baorbos Sustainability Review 2004

Cultural life

In South Australia, Queensland and the
Narthern Territery, Santos has longstanding
relationships with a number of institutions
that enrich the cultural iife of the
community, recognising that healthy
communities have rich culturad traditions.
These include the Adelaide Sympheny
Orchestra, the Queensland Art Gallery,

the Art Gallery of South Australia and the
Barwin fFestival.

For example, Santos recently sponsored an
exhibition of the work of the [ate Clifford
Possum Tjapalttiart which has been shown
at the Art Gallery of South Australia, the
National Gallery of Victoria, the New South
Wales Art Gallery and the Queensland

Art Gallery.

Santos seeks close working relationships
with many communities across Australia
and this sponsorship reflects this
commitment. The sponsorship of this
particular exbibition reflects Santos
invalvement in the gas fields of Mereertie
and Palm Valley in the Amadeus Bazin in
central Austratia. Clifford Pessum enriched
the lives of many people through the art he
created and by sharing his culture. This is
the country where he lived and worked.

Santos Commaunity Fund

The Santos Comrmunity fund was established
in 2003 to bring together all of the
contribitions Santos makes to community-
based organisations and to recognise and
support the efforts of Santos employess
wha choose to contribute their own time
and resources to improving their own
communities.

One of the organisations the Santos
Community Fund is irvolved with in 2004
is the “Our Patch’ program. This is a joint
initiative of the Patawalonga and Torrens
Catchment Management Boards which
encolrages the locat community to assist
with the rehabilitation and management
of Adelaide’s water catchment.

Santos has adoepted a ‘pateh’ of the River
Tarrens and employees are assisting with
the remediation and revegetation of this
area in a volunteering program.

Santos has alse made contributions fo the
foliowing erganisations through the
Community Fund:

» Centacare

» Canteen

*»  Muscular Bystrophy Assoclation

» Royal Flying Doctor Service

*  South Austratian Organ Donation Agency
* Leukaemnia Foundation

*  Agstralian War Memorial Eternal
Gas Flame

*  Autism Association of South Australia
*  Nature Foundation SA

»  Hutt Street Bay Centre

*  Thargominda State School

*  Scouts Australis

*  South Australian Government energy
efficiency program for low income
househaiders

*  Trailblazer Chailenge.



ET¥
Santos always iooks o work cooperatively
with Indigenous people and their
communities.

H

Santos signed an Indigenous Land Use
Agreement {ILUA} in January 2001 with the
Wangkumarma native title claimant group for
the area of their registered native title
claim in south-west Gueensland.

The Wangkumarra claim covers a
considerable part of permit ATP 298P

This ILUA was signed after a numbey of
years of challenging relations between
Santos and Wangkumarra.

The agreement covers consents for
licensed pipeline construction areas.

In return, Santos has created and funded
an edueation and community trust furd,
which is used for the benefit of the
Wangkumarma community. Decisions about
the use of the trust fund are made by the
Wangkumarma group.

The ILUA also contains extensive
arangements for the protection of
Aboriginal cultural heritage within the
petroleum exploration lease. This involves
the heritage survey of all earth breaking
activities. Santos employs six full-time
Wangkumara cubtural heritage officers,
based at the Ballera gas plant, to perform
this survey. Santos alse employs a number
af casual Wangkumarra eultural heritage
monitors when the workload is high.

The cultural heritage officers and monitors
have received four-wheel-drive, GPS and
computer training.

Two major native title agreements were
signed in 2003 relating to Santos’
aperations in the Amadeus Basin in the
Northern Terrtory and the Cooper Bagin in
South Australia.

In the Northern Territory, the Mereenie
juint venture parties renewed the Mereenie
Land Rights Agreement with the Traditional
Owners of the Mereenie gas field and
adjacent areas, 250 kilometres west of
Alice Springs.

The renewed Mereenie agreement was
signed by the Central Land Coundil,
representatives of the Traditional Owners
of Mereenie and adjacent areas, Santos and
its joint venture partrer, Magelian
Petrodeurm, at a veremony at the Kutpitjara
School to the north of Mereenie.

The agreement, under the Northern Territory
Aboriginal Land Rights Act, allows Santos
to proceed with operations at Mereenie
while giving the Traditional Qwners a
number of benefits. In addition to a royally
payment, the community will receive gther
benafits including opportunities

for employment.

Santos also sigred a Native Title Act
agreement with the Yandruwandha/
Yawarrawarrka People as a key step

in obtaining a new exploration permit,
south of Moomba in South Australia.

This agresment means that the
Yandruwandha/Yawarrawarrka People

will have the opportunity to benefit from
future exploration as well as any fulure
praduction from the permil area.

The Yandruwandha/Yawarrawarrka People
will alse be involved in the cuttural
heritage survey in areas where exploration
work will be undertaken on the new acreage.
This work commitment involves drilling

up to 14 exploratory weils and undestaking

320 kilometres of seismic on the new
acreage ared over the next five years.

37
Sentow Sustainability Review 2004 .



Contributing to sustainable prosperity
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Ini this Review, Santos” economic
performance is described in terms of
economic impact, rather than the more
traditional financial reporting found in the
Annual Report. This recognises that Santos’
cortribution goes heyond its primary
obligation to shareholders.

Santos is committed to generating
sustainable finandial performance, providing
acceptable returns and building long-term
value far shareholders. The strategy fo
achrieve this is based on maximising value
from Santos” existing base buginess while
building a portfolio of eptions for growth.

Three years inte the company’s growth
strategy set out in early 2001, Santos has
moved fram having only having two projects
in the development pipeline to six new
company-building projects. These projects,
located in South East Asia, the Australia
Timor-Leste Joint Petroleum Development
Area and offshore Western Australia and
Victoria, will make a strong contribution to
Santos” annual production profile by 2006.

The key aspects of Santos” financial
performance in 2003 were:

$1,465.0 million
$327.0 million
$897.3 mitlion

54.2 million boe

222.8 petajoules

$3,087.9 miilion

sales revenue
net profit after tax

cash flow from
operations

production

sales gas and
ethane production

total shareholder
furrds

8.8% return on average capital

emplayed

18
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*  22.5% net debt/{net debt + equity}
¢ 8.5 times net interest cover

*  636.3 miilion boe Proven plus
Probable reserves {2P)

+  $5,218.3 million total assets.

Santos set in place a strategy i early 2001
te transform itsell into a tuly internationat
exploration and production business, aiming

to be Australia’s leading energy company
measured against the best oil and gas
campanies in the world and performing
alongside the fop 25% of thase companies.

New targets, which more closely reflect the
value creation cycle of this industry, have
been put in place that relate to Santos’
performance until 2006, Some of the target
levels have been aitered based on Santos’
portfolio position at the end of 2003 and
are consistent with trends in the sector
generally.




Santos supplies gas to all mainland Australian
states and territories, supplying approximately
50% of eastern Australia™s gas needs.

Santos” Moomba oil and gas processing
facility in central Australia 15 Australia’s
largest onshore resource project. More than
$1.3 million per day is invested in the
project and more than 500 Santos employees
and contractors are employed there. The
Mgomba plant was built in the late 1960
and bas been significantly expanded and
upgraded aver the years. Its replacement
cost is estimated to be in excess of

18 billior.

In 2003 Santos also invested over

$1.5 billion in exploration and production
activities in Queensiand, Victoria, Westem
Australia, Northesn Territory, the Timor Sea,
Indonesia and the United States of America.

Santas” economic contribution in 2003
is putlined in the table below.
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azbandonment

To cease producing oil and gas from a weil
when it becomes unprofitable. Several steps
are involved in abandoning a well: part of the
welthead is resmoved and salvaged, one or more
cement plugs are placed 0 the borehole to
prevent migration of fluids between the
different formations penetrated by the
borehsle, and the well is abandoned. The weail
lease area fs then reinstated to facilitate
natural revegetation. [n many stafes it is
necessary to secure permission from official
agencies hefore a well may be abandoned.

appraisat
Weils drilted o appraise the limiis of 2
previcusly discovered field.

barret/bbi

The standard unit of measurement for ail
production and sales. One barrel = 159 litres
or 35 imperial gailons.

biediversity
The natural variability of plants and animals,
and the environmenis in which they Live.

bieremediation

Conversion of hydrocarbons by naturally-
occurring soil organisms to inert
organic material.

boe

Barrels of il equivalent. The factor used
by Santos to convert volumes of different
hydrocarbon production to barrels of

oil equivalent.

butane

The saturated hydrocarben (alkane) with four
carbon atoms in its molecule {C M), The
fourth member of the paraffin serfes. A gas at
atmospheric pressure and normal tempearature
but aastly liguefied by pressure for
transportation and subsaguent Lsa.

commercialisation
Agresment on the project development
of a resource that satisfies the aconomic and

Baorbos Sustainability Review 2004

strategic frvestment criteria of Santos and
resutts in the preduction of hydrocaibons.

the company
Santos Lid and fis subsidiaries.

corporate governance

‘Corporate governance is the system by

which business corporations are directed and
contyoiled. The corporate governance structure
specifies the distribution of rights and
responsibilities among different participants in
the corporation, such as, the board, managers,
shateholders and othey stakehoiders, and speils
out the rules and procedures for making
decisions on corporate affafrs. By dofng this,
it also provides the structure through which
the company objectives are set, and the means
of attatning those objectives and monitoring
performance. - GECD April 1699,

cuitural heritage

Definitions of cultural heritage are highly
varied. Cultural heritage can be considered to
include property ('things' such as landscapes,
places, structures, artefacts and archives)

or a social, inteltectual or spiritual inheritanca.

ethane

Saturated hydrocarbon {alkane} with two
carbon atoms in its molecule {{ K. The
second member of the paraffin series. A gas
under normal conditfons.

exploration

Drilling, seismic or technical sfudies undertaken
te identify and evaluate regions or prospects
with the potential to contain hydrocarbans.

geoscience
Scientific disciplines related to the study
of the aarth.

Gl

Gigajoules. Joules are the metric measurement
unit for energy. A gigajoule is equal to one
joule x 16°,

greenhouse effect
The trapping of heat by certain gases in the

earti’s atmosphere tn the same way that the
glass in a greenhouse prevents heat from
escaping and warms its internal environment.

greenhouse gas

& gas that contributes to the greenhouse
effect by absorbing infrared radiation.
Greenhouse gases inciude:

» CFL, chlorofluorocarbon - & fleorocarbon
with chlorine, formerly used as a refrigerant
and as a propellant in aercsol cans. The
chlorine in £f(s causes deplation of
atmespheric ozone.

Carbon dioxide, carbonic acid gas, (0, -

a feavy, odourtess, colourless gas formed
during respiration and by the decomposition
of organic substances. Absorbed from the air
by plants in photosynthesis.

Gas - a flutd Tn the gaseous siate having
neither independent shape nor volume and
being able to expand indefinitely.

HFE, hydrofluorcarbon - a flusrocarben
emitted as a by-product of industrial
manufactusing.

PR, perflucrocarbon, - a powerful
greenhouse gas emitted during the
production of aluminium.

Sutphur hexafluoride - a colourless gas that
is solubie in alcohol and ether. & powerful
greenhouse gas widely usad in the electrical
utility tndustry.

hazard
A source of potential harm.

hydrocarbon

fompounds containing only the elements
hydrocarbon and carbon, which may exist
as solids, liquids or gases.

Houids

A sales product fn liquid ferm produced

as a result of further processing by the onshore
plant; for example, condensate and LFG.



LNG

Liquefied ratural gas. Natural gas that has
been liguefied by refrigeration or pressure fn
order to store or transport it. Generaily, LNG
comprises mainly methane.

LPG

Liquefied petroleusm gas, sometimes krown

as condensate. A mixture of light hydrocarbons
derfved from ofl-bearing strata which s
gaseous at normal temperatures but which has
been figuefied by refrigeration or pressure to
store or transport it. Generally, LPG comprises
mainly propane and butane.

iost time injury frequency rate {LTIFR}

A statistical measure of health and safety
performance. A lost time injury s a work-
related Tnjury oy illness that results in a
permanent disability or time lost of one
complate shift or day or more any time after
the injury or illness. LTIFR is calculated as
the number of lest time injuries per million
hours worked.

market capitalisation

A measurement of a company’s stock market
value at a given date. Market capitalisation

fs calculated as the number of shares on issue
multiplied by the closing shaie price on that
given date.

medical treatment injury frequency rate
{MTIFR)

A statistical measure of heatth and safety
performance. A medical treatment injury s a
work-related injury or iltness, other than a lost
time injury, whare the injury is serfous enocugh
to require more than miner first aid treatment.
Santos classifies tnjuries that result in
maodified duties as medical treatment injuries.

methane

Hydrocarbon with the lightest molecule (TH,).
The firsi member of the paraffin (alkane)
series. & gas under normal condftions.

mmboeg
Million barrels of il equivalent.

NASDAG

The largest US electronic stock market,
compyising approximately 3,300 listed
companies in the areas of technology,
retail, communications, financial services,
transportation, media and biotechnology.

near miss

An unplanned event that did not result

fn harm but which, when formally assessed,
had the potential to hava done so.

NZX
Mew Zealand Exchange Limited.

oil
A mixture of [fguid hydrocarbons of different
moiecular weights.

HA]

Petajoules. Joutes are the metric measurement
unit for energy. & petajoule is equal to

1 joule x 10",

proactive reporting ratio

A statistical measure of health and safety
performance. Proactive reporting ratio is
calculated as the number of near miss and
hazard reports divided by the number of
fnjuries {first aids, medical treatment injuries
and lost fime injurfes).

Proven reserves {1P)

Those oil and/or gas reserves thai, to a high
degree of certainty (90% confidence), are
recoverable. There is relatively litte risk
associated with these reserves. Proven
developed reserves are reserves that can be
recoverad from existing welts with existing
infrastructure and cperating methods. Proven
undeveloped reserves require development.

Proven plus Frobable reserves {2P)

Those oil ard/or gas reserves that analysis
of geological and engineering data suggests
are move likely than not to be recoverable.
There is at least a 50% probability that
resarves recoverad will exceed Froven plus
Probahie reserves.

Proven, Probable plus Pessible reserves (3F}
Those oil and/or gas reserves that, to a low
degree of certainty (10% confidence], are
recoverable. There is relatively high risk
associated with these reserves.

produced formation water

Water which is naturally co-mingled with the
gas and ligud petroleum products in rocks
below the surface and is brought to the
susface together with oil and gas produced
from the welis.

propane
The saturate hydrocarbon {alkane) with three
carbon atoms in its molecule (C.H,). Tha third
member of the paraffin series. & gas under
normal conditions.

sales gas

Matural gas that has been processed by
gas plant facilities and meets the reguired
specifications under gas sales agreements.

Santos
Santos Lid and its subsidiaries.

seismic

Data used to gain an understanding of rock
formations beneath the earth's surface using
reflacted sound waves.

sustainable development

Although it means different things to different
pecple, the most frequently quoted definftion
is from the report, Sur Lommon Future, also
known as the Brundtland Report: "Sustainable
development 15 development that meats the
needs of the prasent without compromising
the ability of future generations to meet their
own needs.

T3

Terajoules. Joules are the metyic measurement
unit for energy. A terajoute s equai to 1 joule
® 16%,

toolbox meeting

An informal, short workplace meeting to
promaote general awareness and sharing of
ideas for environment, health and safety
and work issues.

top guartile
Top 25%.

totat recordable case frequency rate (TRCFR)
A statistical measure of health and safety
performance. Total recordable case frequency
rate is calculated as the total number of
recordable cases {medical freaiment injuries
and lost time injurfes) per miltion hours
workad.

totat recordable case severity rate {TRCSR)
A statistical measure of health and safety
performance. For aach recordabies case, the
severity of the fnjury is quantified according to
the guideiines on page 29 of this Review. The
type of injury, impact on the individuzl and
number of days lost from work are considered
to determine the appropriate fnjury severity
score. Total recordable case severity rate is
calculated as the sum of the injury severities
par million hours worked.

{onversion

erude ol
1 barrel = 1 hoe

sales gas
1 petajoule = 171.937 boe x 107

condensate/naphtha
1 barrel = 0.935 boe

LPG
1 tonne = 8.458 boe

For a comprehensive online conversion
caleulator tool, visit the Santas website,
WL Santas. com.
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This Review represerits Santos” first steps on the path of sustainability reporting.
It provides am historical review and gap analysis of Santos” environmental, social and econamic performance

and sets 3 framework for future sustainability reporting.

With this framework established, Santos will continue to work towards improving its sustainability performance
and seek verification of these resulls in subseguent repuorts.

You are welcome Lo provide feedback on this Review via the feedback form on page 43 or by contacting us
at wwwsantos.com. Your feedback will help Santos determine the divection and format of future reporting.

Santos already hag many procedures and processes in place that are indicative of a sustainable development
approach. The company will strive to capitalise on these and develop, implement and complete quantifiable
projects to measure sustainability performance.

LONTINUOUS TMPROVEMENT

i Introduce concept of sustainability. 6 Prioritise and implement sustainability projects.
2  Undertake gap analysis. 7 {Lollect data on sustainability projects.

3 Estabiish baseline. 8 \Verify data by independent party.

4 Set ohjectives and targets. 3 Report publiciy.

5 Publizh Sustainability Review.

\i
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Easy to understand Lomments:

Average

Difficult to understand

iT

Toa long - Comments:

About right

Too short

Very informative  Informative Mot informative Commeants:

{ntroducing Santos

Dur commitment

Message from the
Maraging Director

Sustafnabiltty: what does
it mean for Santos?

Governance structures
and systems

Environment and
natural resourcas

Soctal responsibility

Economic contribution

Glossary

Comments:

Superior

About the same

Inferior

Comments:

Yes

Mo

¥ ; THE P
Mail tor  Susie Smith, Senior Sustainability Adviser
Santos Ltd
GPO Box 2455
Adelaide, South Austraiia 5001

Fax Loz 08 8218 5518

Alternatively, please contact us through the Santos website, www.santos.com.
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Susie Smith

Senior Sustainability Adviser
Santos Ltd

GPO Box 2455

Adelaide, South Australia 5001
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Other information available on the Santos
The Santos website, located at website includes: The Annual Report and Sustainability Review
wivw.sartoas.com, provides a wide range of are the major sources of printed information

, . i A * open briefings with Corporate File - - ) )
information about the company’s activities, about Santos. Printed copies are available

an ASK-endorsed online briefing service

strateqy, history, financial performance and from the Share Register in the Adelaide

management of areas associated with * webcasts of Santos investor briefings aoffice.

sustafnabiiity. *  an email alest facility where interested Santos also produces a publication called

The website features a comprehensive parties car register to be notified, Santos: A Profile’ which contains useful

Iswestor Centre, which includes: free of charge, of Samtos’ News information about Santes and a suite of
Announcements and Weekly Drilling maps detailing the company’s areas of

*  News Annolncements . . ;
Sumrmaries via email aperation. Copies of this publication are

available from Corporate Affairs in the
Adelaide office.

. . .
Weekly Drilting Summaries * 3 host of interactive tools, including

*  Annual Reports interactive share price charts, Santos’
50th anniversary interactive timeline
and an interactive production history
that generates customised Excel

»  Full Year and Interim Reports
and Presenfations

* Quarterly Activities Reports. spreadsheets of Santas” quarterly
The Investor Centre includes archives production.
af these materials dating back to 1997, The Santos website also provides a

harndy enline Conversion Caleulator, which
instantly computes equivalent vaiues of the
most common urits of measurerment in the
oit and gas industny.

Gesigned and produced by Perspesa



"Sustainability s havirng a profitable business, while working sensibly with the natural
emviranment and maintaining a proud and rich pastoral culture. In such an arid land,

decisions must be based on the knowledge learnt aver a period of time through hard

won, on-ground experience.”

Maree Morton, Innamincka Station, S.Kidman & {o Ltd.

“The AMWWE fights for the protection of workers' entitlements, reasonable wages, dignity at
work and a fair go for working class people. Sustainable companies balance making profits
with looking after employees, pasitively contributing to society and taking responsibility
for the environment now and for future generations.”

John Gresty, Assistant State Secretary, South Australia,
Australian Manufacturing Workers Union.

1

Fundamental to Cireus Oz is it community. H is the interaction between groups in the
community that give Circus Oz its sustained energy and creativity. Circus Oz dedicates
each of its performances to the principles of tolerance, diversity and hurman kindness.”

Matthew Hughes, Programming Manager, {ircus Oz, Sponsored by Santos since 1988.

“Sustainability requires a commitment to an integrated approach to develapment for the
needs of current and futwre generations. Government must not anly encourage investment,
but must aise ensure that appropriste and effective community, health and safely and
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Level 29, Santos House

91 King William Street
Adelaide, South Australia 5000
GPO Box 2455

Adelaide, South Australia 5001
Telephone 08 8218 5111
Facsimile 08 8218 5274

Level 29, Santos House

91 King William Street
Adelaide, South Australia 5000
GPO Box 2455

Adelaide, South Australia 5001
Telephone 08 8218 5111
Facsimile 08 8218 5950

¥y :
Brishane

Level 14, Santos House

60 Edward Street

Brishane, Queensiand 4000
Telephone 07 3228 6666
Facsimile 07 3228 6920
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environmental standards are met”

Geoff Coilins, Minerals and Petroleumn Divigion,
Bepartment of Primary Industries and Resources Victoria.
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Perth

Level 28, Forrest Centre

221 5t Georges Terrace

Perth, Western Austrabia 6000
Telephane 08 9460 8900
Facsimile 08 9460 8971

Fart Bonython

PO Box 344

Whyalla, South Australia 5600
Telephone 08 8640 3100
Facsimile 08 8640 3200

United States of America

Sartos USA Corp.

10111 Richmond Avenue, Suite 500
Houston, Texas 77042 USA
Telephane 1-713 986 1700
Facsimile 1-713 986 4200

Papua New Guinea
Barracuda Limited

Level &, Pacific Place
Cnr Champion Parate
and Musgrave Streat
Port Moresby, PRG
Telephone 675 321 2633
Facsimile 675 321 2847

Representative office of Santos
Asia Pacific Pty Lid in Jakarta
Level 4, Ratu Plaza Office Tower
Jalan Jendral Sudirman Kav 9
Jakarta 10270 Indonesia

FO Box 6621, JK5 GN

Jakarta 12060 Indonesia
Telephone 62-21 270 0410
Facsimile 62-21 720 4503

i1
Share register enguiries:
share.register@santos.com

Inwvestor enguiries:
investor.relations@santos.com
Employment enguiries:
recruitment@santos.com

Wiaa, sanios.com



