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ORBITAL ENGINE CORPORATION LIMITED
AND ITS CONTROLLED ENTITIES
DIRECTORS' REPORT

The Director’s present their report together with the consolidated financial report for the half-year ended 31
December 2002 and the review report thereon.

DIRECTORS

The Directors of the Company during or since the end of the half-year are:

Name Period of Directorship

Ross William Kelly Non Executive Director and Chairman since 1995.

Peter Chapman Cook Managing Director, appointed on 13 February 2002. Chief
Executive Officer from 1 January 2002.

John Richard Marshall Non Executive Director since 1995.

The Hon. Andrew Sharp Peacock AC Non Executive Director since December 2001, resigned as

a director on 24 October 2002.

John Grahame Young Non Executive Director since 1985.

PRINCIPAL ACTIVITIES

Orbital Engine Corporation Limited is a publicly listed company domiciled and incorporated in Western
Australia. The registered office is located at 1 Whipple Street, Balcatta, Western Australia. Orbital Engine
Corporation Limited is the ultimate parent entity of the Orbital Group. The principal activities of the
consolidated entity during the course of the half-year were the development of engine and related
technologies, providing research, design and development services for the worlds producers of powertrains
and engine management systems.

REVIEW OF OPERATIONS

Highlights

= After tax result of $2.9 million loss compared with $20.7 million loss for corresponding period last
year.

Revenue of $29.9 million, 29% up on corresponding period last year.

Net cash out flow for the half-year $7.1 million, including non-recurring amounts of $5.1 million.
Overheads down by 28% compared to corresponding period last year.

Synerject profitable, $0.7 million profit compared to $2.3 million loss for corresponding period last
year.

= Synerject loan restructure completed with Siemens retaining 50% equity.

» Manufacturing alliance finalised with UCAL as a precursor to entering the Indian motorcycle market.
= New York Stock Exchange listing retained.

Summary

Orbital Engine Corporation today announced an after tax loss for the half-year ended 31 December 2002 of
$2.9 million compared to a $20.7 million loss in the corresponding period last year. The results announced
are in line with expectations that were foreshadowed in an announcement released to the Australian Stock
Exchange on 20 December 2002.

The $17.8 million improvement in its first half result demonstrates that the Company is benefiting from the
initiatives taken to improve operating performance as well as the resolution of several long-standing issues.
These initiatives are intended to put the Company in a better position financially and establish long-term
sustainability.

The Company has been restructured and resized to ensure the conservation of cash whilst still providing
customers with the necessary level of support to enable growth in revenue.
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ORBITAL ENGINE CORPORATION LIMITED
AND ITS CONTROLLED ENTITIES
DIRECTORS' REPORT

REVIEW OF OPERATIONS (CONTINUED)

The organization is now focused on day-to-day sales activity and at December 31 was 30% ahead of last
year in the area of fee for service engineering activity.

One significant development during the period as announced on 10 January 2003, was the restructure and
refinancing of Synerject, Orbital’s joint venture with Siemens VDO Automotive. Siemens VDO'’s continued
commitment to Synerject removes the uncertainty that had existed over their future involvement in the
venture, as well as addressing the market's concern over on-going finance.

As a result of the restructure, which involves the addition of Orbital's marine and recreational systems
business and the Siemens VDO non-automotive systems business, Synerject will enjoy improved sales
revenue and enhanced growth prospects. Synerject has already provided a positive profit contribution to
Orbital in the first half and the expanded operations should enhance this contribution in the second half. As
a consequence of this restructure, Orbital will no longer consolidate the marine and recreational system
sales, however engineering fees, royalties and licence income from this business segment will be retained by
Orbital and there will be minimal impact on the bottom line.

Synerject is uniguely positioned as a non-automotive, engine management supply company, with franchises
from both Orbital and Siemens VDO for fuel injection and engine management systems. Synerject's
business is now well established in the motorcycle, marine and recreational sectors and with this wider
customer and product base further broadens the revenue base from which Orbital benefits as co-owner. In
the motorcycle sector, for example, Synerject is able to offer either Orbital direct fuel injection technology for
two and four stroke applications as well as Siemens VDO'’s port fuel injection systems for four stroke
applications.

Orbital recently announced arrangements with the Indian parts and systems manufacturer UCAL, further
demonstrating its unique position in motorcycle emission control technology. The UCAL arrangements
provide a springboard to enter the large Indian motor scooter market.

Automotive

Orbital has a number of active funded programs from automotive OEMSs, exploring the use of Orbital's
technology in future products. Programs are ongoing both within Orbital facilities and those of customers. In
addition to these current programs, several manufacturers have carried out extensive evaluations of the
Orbital technology applied to their development engines. These evaluations place the technology in a
position for use in future serial production.

The improvement in fuel consumption available by the use of Orbital’s air assisted direct fuel injection system
continues to be a key reason for manufacturer interest. Orbital automotive customers, including
DaimlerChrysler and General Motors, continue to acknowledge the merits of the technology. The European
manufacturers accord to reduce vehicle fuel consumption to 140g/km of CO, by 2008, should prove to be a
major driver of technology improvements.

In addition to work specifically directed to the application of Orbital technology, Orbital is securing significant
engineering contracts in the automotive arena. One such contract is for the design of a completely new four
stroke automotive engine. Another involves the evaluation of the impact of petrol containing 20% ethanol on
the performance and reliability of cars for Environment Australia. These activities broaden Orbital’'s revenue
base and improve the absorption of overheads, whilst allowing the use of key expertise in fee earning
activity.

Motorcycle

During the next European summer, up to 8 different models of motor scooters should be on sale using
Orbital's direct fuel injection system. Activity on further new models for introduction continues within Aprilia,
Peugeot and Piaggio. After initial product launches of direct injected scooters, Peugeot Motocycles unveiled
their new “JetForce” scooters at the International Motorcycle Exhibition held in Milan in September 2002.
These scooters introduce innovative chassis design and styling and are on schedule for release during the
2003 European summer. The first available models within this range will feature the new liquid cooled direct
injected 50 cc Peugeot Motocycle engine.



ORBITAL ENGINE CORPORATION LIMITED
AND ITS CONTROLLED ENTITIES
DIRECTORS' REPORT

REVIEW OF OPERATIONS (CONTINUED)

There is growing interest in Asia for direct injection for two stroke engines due to pending emission standards
in these growth markets. For example, the emission levels proposed for India in 2005 will be difficult to
achieve for two stroke engines, without the use of direct injection systems. Orbital is currently involved with
two of the major Indian motorcycle manufacturers as well as ongoing activity with Taiwanese producers.

The recently announced arrangement with UCAL will provide the ability to localise supply of much of the
direct injection system and should provide local costs, service and support to the Indian motorcycle
manufacturers. In addition to the 2-wheeler market in India and Asia, there are also fuel economy and
emission benefits for 3-wheeler vehicles. Retrofit programs are being considered by some Indian
manufacturers of 3-wheelers as, given their high use, they are a major contributor to poor air quality in some
cities.

While most of the activity in the motorcycle sector is being directed to two stroke engines, Orbital’s direct
injection technology provides a number of benefits on four stroke motorcycles. Orbital is engaged in
customer-funded activity on four stroke engines and is actively promoting the benefits to the wider industry.

Marine and Recreation

During the December 2002 half-year, the number of marine and recreation products utilizing Orbital’s direct
injection technology continued to grow. In September, Bombardier unveiled their Sea-Doo® XP™ DI
personal watercraft (PWC) for model year 2003 release. This sports model will bring Bombardier's OCP DI
line-up to eight models, comprising four PWC and four Mercury Marine OptiMax® powered sport boats.

Polaris, a US$1.5 billion manufacturer of ATVs, snowmobiles, personal watercraft and motorcycles also
recently announced their entry into the jet-powered sport boat market and will begin selling their EX2100
sport boat in the North American spring of 2003. The EX2100 will offer two engine choices from Mercury
Marine, including a 250 horsepower OptiMax®.

Mercury Marine’s OptiMax® range continues to grow with seven models now in the range, including two
models from Mercury Racing (consumer performance outboards). Tohatsu (Japan) continues with its OCP DI
range of four 3-cylinder TLDI™ models ranging from 40hp to 90hp.

Calendar year 2002 was a difficult year for the marine and recreation market as it struggled with a slow US
economy and general consumer concerns. Industry associations have reported the year ending “better than
expected” with the overall decline in sales less than originally anticipated. Looking forward to 2003, it is too
early in the season to accurately predict whether the expected recovery will occur. Weak consumer
confidence continues in the US, however dealer inventories are low and manufacturers appear lean, well
prepared and with an innovative model line up, should confidence return.

Synerject

Synerject contributed a profit to the Orbital result for the first time. As previously reported, Synerject has
introduced a range of operational and structural changes over the last 18 months, including price increases
and overhead cost reductions. There has been significant revenue growth, particularly in the motorcycle
sector, with a number of direct injection and port injection products launched in Europe and Taiwan. This
growth, together with improved margins and cost containment has resulted in a significant improvement in
Synerject’s financial results.

The expansion of Synerject’s activities and the associated refinancing of its loan arrangements announced
on 10 January 2003 now provide a solid base from which to grow its business. The improving volumes and
expanded product range should considerably improve the operational efficiencies and profitability of
Synerject.

Financial Results

Orbital's loss after tax of $2.9 million for the half-year ended 31 December 2002 compares to a loss of $20.7
million in the corresponding period last year.
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REVIEW OF OPERATIONS (CONTINUED)

The key points to note with respect to this result are as follows: -

. Revenue increased by 29% to $29.9 million.

. Overhead expenses decreased by 28% to $10.3 million.

. Depreciation and amortisation, including amortisation of marketing expenses decreased by 36% to
$1.6 million.

. Orbital’s joint venture, Synerject, contributed a profit of $0.7 million compared with a loss of $2.7

million in the previous year.

Orbital's three recurring revenue streams, i.e. system sales, engineering services and royalty income, all
achieved growth. The improvement in system sales (37%) reflects increased product range and
improvements in the marine sector as this market recovers from recent lows. Engineering services revenue
has increased by 30% as Orbital has introduced more rigorous sales and marketing processes, and expands
outside its OCP focus to increase the scope of its business. This trend should continue in the second half.
Royalty income (+26%) results from the introduction of a number of additional products in the motorcycle
market. Piaggio and Peugeot Motocycles each launched 2 products into the European market during the
last 9 months. We anticipate increased volumes of these models during the next European summer.

Overhead expenses (excluding restructuring costs) have decreased by $4.0 million compared to the previous
corresponding period, primarily due to staff reductions in January 2002 and in June 2002. In the half-year
ended 31 December 2001, Orbital incurred redundancy costs of $1.4 million and other one-off restructuring
costs of $0.4 million. This half-year, total restructuring costs were contained to $0.2 million. Orbital also
achieved savings across a range of other cost centres.

Depreciation and amortisation expense decreased primarily due to the completion of the amortisation of
prepaid marketing, which has been expensed over the last 3 years at $2.3 million per annum.

Net cash outflow during the half-year was $7.1 million compared to $10.6 million in the half-year ending 31
December 2001. There were several non-recurring cash costs during the half-year, which made up a
significant proportion of net cash outflows:

. The staff reductions, announced in June 2002, were implemented after the year end, resulting in
payments in respect of redundancies, annual and long service leave of $2.3 million in this half-year.

. Orbital provided Synerject with engineering and other services during the half-year to the value of
$0.8 million, which has been capitalised as part of the Synerject restructure.

. $2.0 million working capital increase due to prior year (early) receipt of trade receivables.

The above items are one-off in nature and we anticipate that future periods will not be affected by such
items. At 31 December 2002, Orbital had cash on hand of $6.7 million.

EVENTS SUBSEQUENT TO BALANCE DATE

In January 2003, Synerject LLC refinanced its credit facilities. Loan funds provided by Siemens Capital
Corporation were replaced by a new credit facility of US$21.000 million provided by Siemens VDO
Automotive. The new credit facility will expire in September 2006.

In January 2003 it was agreed that Synerject LLC will acquire the marine and recreation systems business
from Orbital; together with a non-automotive systems business from Siemens VDO. There will be no cash or
profit impact on Orbital as a result of the initial transfer of the systems business to Synerject. Non-current
assets include a receivable from Synerject of $11.006 million. This asset will be satisfied by the issue of
US$6.25 million of additional share capital by Synerject LLC. Siemens VDO Automotive will also convert
US$6.25 million of receivables from Synerject LLC into equity.
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ROUNDING

The Company is of a kind referred to in ASIC Class Order 98/100 dated 10 July 1998 and in accordance with
that Class Order, amounts in the financial report and directors’ report have been rounded off to the nearest
thousand dollars, unless otherwise stated.

Dated

Signed in accordance with a resolution of directors

R W Kelly
Chairman



ORBITAL ENGINE CORPORATION LIMITED
AND ITS CONTROLLED ENTITIES
STATEMENT OF FINANCIAL PERFORMANCE
FOR THE HALF-YEAR ENDED 31 DECEMBER 2002

CONSOLIDATED

NOTE 2002 2001
$000's $000's

System sales 23,236 16,919
Engineering services income 4,856 3,736
Royalty income 1,529 1,213
Licence income 91 1,155
Other revenue from ordinary activities 303 572
Total revenue 30,015 23,595
Systems purchases (21,696) (15,919)
Licence costs (31) (489)
Employee expenses (5,965) (9,333)
Borrowing costs (11) (39)
Depreciation and amortisation (1,158) (1,398)
Pre-paid marketing expense - amortised (484) (1,159)
Restructuring costs - (909)
Engineering consumables and contractors (1,113) (960)
Provision against carrying value of investment - (6,446)
Other expenses from ordinary activities (3,187) (4,956)
Total expenses from ordinary activities (33,645) (41,608)
Share of net profit/(loss) in associate 9 664 (2,694)
Loss from ordinary activities before related income tax (2,966) (20,707)
Income tax (expense)/benefit relating to ordinary activities 67 (30)
Net loss after related income tax 8 (2,899) (20,737)
Non-owner transaction changes in equity
Net increase in accumulated losses on initial adoption
of revised AASB 1028 "Employee Benefits" 2(a) (40) -
Total changes in equity from non-owner related
transactions (2,939) (20,737)
Basic loss per share (in cents) 5 (0.81) (5.85)
Diluted loss per share (in cents) 5 (0.81) (5.85)

The statement of financial performance is to be read in conjunction with the notes to the half-year financial
statements.



ORBITAL ENGINE CORPORATION LIMITED
AND ITS CONTROLLED ENTITIES
STATEMENT OF FINANCIAL POSITION
AS AT 31 DECEMBER 2002

CONSOLIDATED

31 Dec 30 June
NOTE 2002 2002

$000's $000's
Current assets
Cash 6,681 13,764
Receivables 15,070 6,904
Inventories 118 555
Other 381 971
Total current assets 22,250 22,194
Non-current assets
Receivables 11,006 10,222
Property, plant and equipment 11,597 12,626
Total non-current assets 22,603 22,848
Total assets 44,853 45,042
Current liabilities
Payables 13,681 5,652
Interest bearing liabilities 154 236
Current tax provision 26 52
Provisions 6 3,564 5,060
Other current liabilities 338 2,268
Total current liabilities 17,763 13,268
Non-current liabilities
Interest bearing liabilities 271 357
Non interest bearing liabilities 19,000 19,000
Provisions 6 3,326 3,527
Liability for share of net asset deficiency in
associate 20,137 21,595
Total non-current liabilities 42,734 44,479
Total liabilities 60,497 57,747
Net liabilities (15,644) (12,705)
Equity
Contributed Equity 7 210,840 210,840
Accumulated losses 8 (226,484) (223,545)
Total deficiency (15,644) (12,705)

The statement of financial position is to be read in conjunction with the notes to the half-year financial
statements.



ORBITAL ENGINE CORPORATION LIMITED
AND ITS CONTROLLED ENTITIES
STATEMENT OF CASH FLOWS
FOR THE HALF-YEAR ENDED 31 DECEMBER 2002

CONSOLIDATED

2002 2001

$000's $000's
Cash flows used in operating activities
Cash receipts in the course of operations 21,933 21,271
Cash payments in the course of operations (28,111) (27,326)
Borrowing costs paid (11) (39)
Income tax paid (90) (383)
Net cash used in operating activities (6,279) (6,477)
Cash flows used in investing activities
Interest received 158 429
Proceeds from sale of property, plant & equipment 80 82
Payments for property, plant & equipment (28) (314)
Payments for investments in controlled entity
(net of cash acquired) - 347
Advances to associate (829) (4,489)
Net cash used in investing activities (619) (3,945)
Cash flows used in financing activities
Lease payments (168) (194)
Net cash used in financing activities (168) (194)
Net decrease in cash held (7,066) (10,616)
Cash at the beginning of the financial period 13,764 32,735
Effects of exchange rate fluctuations on the balances of
cash held in foreign currencies (17) (41)
Cash at the end of the financial period 6,681 22,078

The statement of cash flows is to be read in conjunction with the notes to the half-year financial statements.
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ORBITAL ENGINE CORPORATION LIMITED
AND ITS CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS
FOR THE HALF-YEAR ENDED 31 DECEMBER 2002

STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES
Basis of preparation of half-year financial report.

The half-year consolidated financial report is a general purpose financial report which has been
prepared in accordance with the requirements of the Corporations Act 2001, Accounting Standard
AASB 1029 “Interim Financial Reporting”, the recognition and measurement requirements of
applicable AASB standards, other authoritative pronouncements of the Australian Accounting
Standards Board and Urgent Issues Group consensus views. This half-year financial report is to be
read in conjunction with the 30 June 2002 Annual Financial Report and any public announcements
by Orbital Engine Corporation Limited and its controlled entities during the half-year in accordance
with continuous disclosure obligations arising under the Corporations Act 2001.

It has been prepared on the basis of historical costs and, except where stated, does not take into
account changing money values or current valuations of non-current assets.

These accounting policies have been consistently applied by each entity in the economic entity and,
except where there is a change in accounting policy as disclosed in Note 2, are consistent with those
applied in the 30 June 2002 Annual Financial Report.

The half-year report does not include full note disclosures of the type normally included in an annual
financial report.

Basis of going concern

The financial report has been prepared on a going concern basis, which assumes continuity of
normal business activities, and the realisation of assets and settlement of liabilities in the ordinary
course of business by the consolidated entity. The consolidated entity incurred a loss from ordinary
activities of $2.899 million during the six months ended 31 December 2002 and as at 31 December
2002 the carrying value of the consolidated entity’s liabilities exceed the carrying value of assets by
$15.644 million.

The directors believe that the preparation of the accounts on a going concern basis is appropriate for
the following reasons:

At 31 December 2002 the consolidated entity had cash of $6.681 million. During the half-year
Orbital incurred several one-off cash outflows including payment of leave liabilities and redundancy
costs, which totalled approximately $5.100 million. Expenditure savings associated with these one-
off transactions will significantly reduce future operating cash requirements.

The consolidated entity’'s OCP Technology is recorded at nil value in the statement of financial
position. All intangible assets including Research and Development Expenditure, Patents, Licences
and Technologies amounting to $236.083 million were written off over the four financial years
concluding 30 June 1999. Since 1 July 1995 all expenditure of this nature has been expensed as
incurred. The directors believe the OCP Technology has significant value.

Included in non-current liabilities at 31 December 2002 is a loan of $19,000,000 from the
Government of Western Australia. Repayment of this loan is to occur in May 2014 or prior to that
date, by five equal annual instalments, if the worldwide aggregate number of OCP engines produced
exceeds 5,000,000. OCP engines produced at 31 December 2002 totalled approximately 300,000.
No interest accrues on this facility until such time as the loan becomes repayable.
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ORBITAL ENGINE CORPORATION LIMITED
AND ITS CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS
FOR THE HALF-YEAR ENDED 31 DECEMBER 2002

CHANGES IN ACCOUNTING POLICY
Employee benefits

The consolidated entity has applied the revised AASB 1028 “Employee Benefits” (issued in June
2001) for the first time from 1 July 2002.

The liability for wages and salaries and annual leave is now calculated using the remuneration rates
the consolidated entity expects to pay as at each reporting date, not wage and salary rates current at
reporting date.

The initial adjustments to the consolidated financial report as at 1 July 2002 as a result of this
change are :

e $40,000 increase in provision for employee entitlements

e $40,000 increase in opening accumulated losses.

There is no change in the results reported in the half-year ended 31 December 2002 as a result of
this change in accounting policy.

Provisions, contingent liabilities and contingent assets

The consolidated entity has applied AASB 1044 “Provisions, Contingent Liabilities and Contingent
Assets” (issued in October 2001) for the first time from 1 July 2002.

There was no impact on the financial statements for the reporting period to 31 December 2002.

CONSOLIDATED

2002 2001

$000's $000's
INDIVIDUALLY SIGNIFICANT ITEMS
Individually significant items included in loss from
ordinary activities before related income tax
Provision against carrying value of investment in
PT Texmaco Perkasa Engineering Tbhk - 6,446
Leasehold improvements written off - 490
Provision against the carrying value of other
non-current assets - 419
Redundancy expenses 124 1,394
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ORBITAL ENGINE CORPORATION LIMITED

AND ITS CONTROLLED ENTITIES

NOTES TO THE FINANCIAL STATEMENTS

FOR THE HALF-YEAR ENDED 31 DECEMBER 2002

DIVIDENDS

No dividend has been paid or proposed in respect of the current half-year.

LOSS PER SHARE

Weighted average number of ordinary shares used in
the calculation of basic earnings per share

Weighted average number of potential ordinary shares
used in the calculation of diluted earnings per share

PROVISIONS
Current

Employee entitlements including on-costs
Surplus lease space
Other

Non-current

Employee entitlements including on-costs
Product warranty
Other

CONSOLIDATED

2002 2001

No. No.
355,878,201 354,757,190
355,878,201 354,757,190

CONSOLIDATED

31 Dec 2002 30 June 2002
$000's $000's

1,960 3,884
1,225 1,150

379 26
3,564 5,060
1,213 1,657
1,358 1,115

755 755
3,326 3,527

The number of employees of the consolidated entity at 31 December 2002 was 115.

CONTRIBUTED EQUITY

Issued and fully paid 356,505,014 (June 2002:
355,387,361) ordinary shares

Movements in ordinary share capital

Balance at the beginning of the reporting period
Shares issued:

- 1,117,653 (June 2002: 689,087) shares issued
pursuant to employee share plans

Balance at the end of the reporting period

11
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ORBITAL ENGINE CORPORATION LIMITED
AND ITS CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS
FOR THE HALF-YEAR ENDED 31 DECEMBER 2002

CONSOLIDATED

31 Dec 30 June 31 Dec
2002 2002 2001
6 Months 12 Months 6 Months

$000's $000's $000's
ACCUMULATED LOSSES
Accumulated losses at the beginning of the period 223,545 196,769 196,769
Net loss 2,899 26,776 20,737
Net effect of initial adoption of revised AASB 1028
"Employee Benefits" 40 - -
Accumulated losses at the reporting date 226,484 223,545 217,506

INTEREST IN ASSOCIATE

As at 31 December 2002, the consolidated entity holds a 50% interest in Synerject LLC, a joint
venture with Siemens VDO Automotive Corporation (31 December 2001: 50%). The principal
activity of Synerject LLC is to design, manufacture, develop, distribute and sell fuel rail assemblies
incorporating Orbital technology. Synerject also services motorcycle and scooter customers with air
assisted direct injection and electronic fuel injected systems. This includes engine management
systems and all peripheral components, and system integration services, in addition to supply of the

fuel rail assembly.

CONSOLIDATED

2002 2001
$000's $000's
Total Revenue of Associate 31,201 20,591
Equity accounted share 50% 50%
Profit/(loss) from ordinary activities before tax 461 (2,914)
Income tax on ordinary activities - -
Net Profit/(loss) from ordinary activities after tax 461 (2,914)
Adjustment - eliminate amortisation of intangibles 203 220
Share of net profit/(loss) of joint venture 664 (2,694)

12



10. SEGMENT REPORTING

Business Segments

ORBITAL ENGINE CORPORATION LIMITED

AND ITS CONTROLLED ENTITIES

NOTES TO THE FINANCIAL STATEMENTS

FOR THE HALF-YEAR ENDED 31 DECEMBER 2002

* With effect from 1 July 2002 engineering revenues and expenses have been allocated directly to the respective business segments.
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Marine and Motorcycles and , : S . .
Recreation Motorscooters Automotive Engineering Eliminations Consolidated
2002 2001 2002 2001 2002 2001 2002 2001 2002 2001 2002 2001
$000's | $000's | $000's | $000's [ $000's | $000's | $000's | $000's | $000's | $000's | $000's | $000's
System sales 22,805 | 16,856 431 63 - - - - - -| 23,236 | 16,919
Services and other income 1,827 | 2,099 1,246 | 1,289 3,403| 2,523 - 268 - - 6,476 6,179
Revenue outside the economic entity 24,632 | 18,955 1,677 1,352 | 3,403 | 2,523 - 268 - -| 29,712 | 23,098
Inter-segment revenue - - - - - - -1 4,295 -1 (4,295) - -
Segment revenue 24,632 | 18,955 1,677 1,352 | 3,403 | 2,523 -| 4,563 - | (4,295)] 29,712 | 23,098
Unallocated revenues 303 497
Total Revenue 30,015 | 23,595
Profit from ordinary activities 658 | 1,107 (550)| (2,129)] (1,645)| (1,653) - | (5,640) - - (1,537)| (8,315)
Unallocated revenues and
expenses (2,093)| (3,252)
Provision against carrying value of
investment - (6,446)
Share of net profit/(loss) in
associate 664 (2,694)
Net Loss before related income
tax (2,966)| (20,707)
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ORBITAL ENGINE CORPORATION LIMITED
AND ITS CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS
FOR THE HALF-YEAR ENDED 31 DECEMBER 2002

CONTINGENT LIABILITIES

The details and estimated maximum amounts of contingent liabilities that may become payable are
set out below. The Directors are not aware of any circumstance or information that would lead them
to believe that these liabilities will crystalise.

Siemens VDO Automotive and Synerject LLC entered into an agreement in January 2003 to provide
loan funds to Synerject LLC. As part of this arrangement Orbital Engine Corporation Limited (which
holds a 50% interest in Synerject LLC) agreed with Siemens VDO Automotive to continue it's
guarantee of 50% of the obligations of Synerject LLC arising under the loan agreement. At 31
December 2002, Orbital's share of Synerject’s financing obligations amounted to A$18.505 million
(US$10.500 million) (30 June 2002: A$20.361 million (US$11.459 million)).

The Company has provided A$20.137 million (30 June 2002: A$21.595 million) in the financial
statements with respect to its 50% share in the net asset deficiency of Synerject LLC which includes
Synerject LLC’s obligations to Siemens VDO Automotive Corporation above.

SUBSEQUENT EVENTS

In January 2003, Synerject LLC refinanced its credit facilities. Loan funds provided by Siemens
Capital Corporation were replaced by a credit facility of US$21.000 million provided by Siemens
VDO Automotive. The new credit facility will expire in September 2006.

In January 2003 it was agreed that Synerject LLC will acquire the marine and recreation systems
business from Orbital; together with a non-automotive systems business from the Siemens Group.
There will be no cash or profit impact on Orbital as a result of the initial transfer of the systems
business to Synerject. Non-current assets include a receivable from Synerject of $11.006 million.
This asset will be satisfied by the issue of US$6.25 million of additional share capital by Synerject
LLC. Siemens VDO Automotive will also convert US$6.25 million of receivables from Synerject LLC
into equity.

14



ORBITAL ENGINE CORPORATION LIMITED
DIRECTORS’ DECLARATION

In the opinion of the directors of Orbital Engine Corporation Limited:

1. the financial statements and notes set out on pages 6 to 14, are in accordance with the Corporations
Act 2001, including: -

€) giving a true and fair view of the financial position of the consolidated entity as at 31
December 2002 and of its performance, as represented by the results of its operations and
cash flows for the half-year ended on that date; and

(b) complying with Accounting Standard AASB 1029 “Interim Financial Reporting” and the
Corporations Regulations 2001; and

2. there are reasonable grounds to believe that the Company will be able to pay its debts as and when
they become due and payable.

Signed in accordance with a resolution of directors.

R W Kelly
Chairman

Dated: 21 February 2003
Perth, Western Australia
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Independent review report to the members of Orbital Engine Corporation Limited

Scope

We have reviewed the financial report of Orbital Engine Corporation Limited (“the Company™) for the
half-year ended 31 December 2002, consisting of the statement of financial performance, statement of
financial position, statement of cash flows, accompanying notes I to 12 and the directors’ declaration. The
financial report includes the consolidated financial statements of the consolidated entity, comprising the
Company and the entities it controlled at the end of the half-year or from time to time during the half-year.
The Company’s directors are responsible for the financial report.

We have performed an independent review of the financial report i order to state whether, on basis of
procedures described, anything has come to our attention that would indicate that the financial report is not
presented fairly in accordance with Accounting Standard AASB 1029 “Interim Financial Reporting” and
other mandatory professional reporting requirements in Australia and statutory requirements so as to
present a view which is consistent with our understanding of the consolidated entity’s financial position,
and performance as represented by the results of its operations and its cash flows and in order for the
Company to lodge the financial report with the Australian Securities and Investment Commission.

Our review has been conducted in accordance with Australian Auditing Standards applicable to review
engagements. The review is limited primarily to inquiries of company personnel and analytical procedures
applied to the financial data. Our review has not involved a study and evaluation of internal accounting
controls, tests of accounting records or tests of responses to inquiries by obtaining corroborative evidence
from inspection, observation or confirmation. The procedures do not provide all the evidence that would
be required in an audit, thus the level of assurance is less than given in an audit. We have not performed
an audit and, accordingly, we do not express an audit opinion.

Statement

Based on our review, which is not an audit, we have niot become aware of any matter that makes us believe
that the half-year financial report of Orbital Engine Corporation Limited is not in accordance with:

a)  the Corporations Act 2001, including;

i. giving a true and fair view of the consolidated entity’s financial position as at 31 December 2002
and of its performance for the half-year ended on that date; and
ii, complying with Australian Accounting Standard AASB 1029 “Interim Financial Reporting” and
the Corporations Regulations 2001; and

other mandatory professional reporting requirements in Australia.

/4%,5’

Partner

Perth,

21 February 2003
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ORBITAL ENGINE CORPORATION LIMITED

(ABN 32 009 344 058)

AND ITS CONTROLLED ENTITIES

SUPPLEMENTARY FINANCIAL INFORMATION

IN ACCORDANCE WITH UNITED STATES

GENERALLY ACCEPTED ACCOUNTING PRINCIPLES (“US GAAP”)

FOR THE HALF-YEAR ENDED 31 DECEMBER 2002
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1.1

1.2

ORBITAL ENGINE CORPORATION LIMITED

AND ITS CONTROLLED ENTITIES

SUMMARY FINANCIAL INFORMATION

IN ACCORDANCE WITH UNITED STATES GAAP

FOR THE HALF-YEAR ENDED 31 DECEMBER 2002

NOTE Dec 2002 Dec 2001
A$000's A$000's

RECONCILIATION OF FINANCIAL STATEMENTS
TO US GAAP
Profit and Loss Account
Net profit/(loss) reported under Australian GAAP (2,899) (20,737)
Employee stock option compensation 3(a) (231) (306)
Licence and marketing agreements 3(b) 484 1,159
Net tax effects of the US GAAP adjustments - (365)
Net loss according to US GAAP (2,646) (20,249)
Loss per ordinary share according to US GAAP (i

(AUD cents)

- Basic (0.74) (5.71)

- Diluted (0.74) (5.71)
Loss per American Depositary Share (ADS) (i)

according to US GAAP (AUD cents)

- Basic (5.95) (45.66)

- Diluted (5.95) (45.66)
Number of ordinary shares in calculation (000's)

- Basic 355,878 354,757

- Diluted 355,878 354,757
(i) The options exerciseable under the Company’s Employee Share Plan have been excluded from

this calculation as their effect is anti-dilutive. This arises as a result of a net loss under US
GAAP. If such options had been included in the calculation, the number of diluted ordinary

shares would have been 361,069,532.

Shareholders' Equity

Shareholders' equity reported per financial
statements

Licence and marketing agreements
Tax effects of US GAAP adjustments

Shareholders' equity according to US GAAP
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NOTE Dec 2002 June 2002 Dec 2001
A$000's A$000's A$000's
(15,644) (12,705) (6,666)

3(b) - (484) (1,643)
- - 493

(15,644) (13,189) (7,816)




1.3
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2.2

(1)

ORBITAL ENGINE CORPORATION LIMITED

AND ITS CONTROLLED ENTITIES

SUMMARY FINANCIAL INFORMATION

IN ACCORDANCE WITH UNITED STATES GAAP

FOR THE HALF-YEAR ENDED 31 DECEMBER 2002

RECONCILIATION OF FINANCIAL STATEMENTS TO

US GAAP (CONTINUED)

Consolidated Balance Sheets

Total assets reported per financial statements

Licence and marketing agreements
Future income tax benefit re-classified

Total assets according to US GAAP

SUMMARY FINANCIAL DATA PREPARED IN
ACCORDANCE WITH US GAAP

Statement of Earnings Data

Total revenue
Net Loss

Balance Sheet Data at Half Year End

Current assets

Total assets

Current liabilities

Total long-term debt
Total shareholders' equity

NOTE Dec 2002 June 2002 Dec 2001
A$000's A$000's A$000's

44,853 45,042 60,587

3(b) - (484) (1,643)
- - (2,101)

44,853 44,558 56,843

Half Year Ended 31 December 2002
US$000's

NOTE A$000's

30,015
(2,646)

22,250
44,853
17,763
19,271

(15,644)

17,031
(1,501)

12,625
25,450
10,079
10,934
(8,876)

Balance Sheet and Profit and Loss items have been translated at the Noon Buying Rate on 31 December
2002 which was US$0.5674 = A$1.00. Such translations are provided for information purposes only.
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(@)

(b)

ORBITAL ENGINE CORPORATION LIMITED
AND ITS CONTROLLED ENTITIES
SUMMARY FINANCIAL INFORMATION
IN ACCORDANCE WITH UNITED STATES GAAP
FOR THE HALF-YEAR ENDED 31 DECEMBER 2002

SIGNIFICANT DIFFERENCES BETWEEN AUS GAAP AND US GAAP

The consolidated financial report of Orbital has been prepared in accordance with AUS GAAP which differ
in some respects from US GAAP. The significant differences between AUS GAAP and US GAAP
affecting the statement of financial performance and contributed equity are summarised below:

Accounting for Stock Based Compensation

Under AUS GAAP, the granting of employee shares or share options does not require the recognition of a
compensation expense.

Under US GAAP, in accordance with Accounting Principles Board Opinion No. 25 (APB 25), “Accounting
for Stock Issued to Employees”, a compensation expense is recognised to the extent that the fair value of
the equity instrument exceeds the price paid or payable by the employee for the equity instrument at a
defined measurement date. The measurement date is the first date on which are known both (i) the
number of shares or options that an individual employee is entitled to receive and (ii) the exercise price.

Under US GAAP, options with hurdle prices are accounted for under variable plan accounting until the
date the hurdle prices have been met and the number of shares that an individual employee is entitled to
receive is known.

Licence and Marketing Agreements

A profit and loss difference for the half-year ended 31 December 2002, totalling $0.484 million (half-year
ended 31 December 2001 $1.159 million) arises from the treatment of certain licence and marketing
agreements. Under US GAAP, the fair values of assets transferred in a non-monetary transaction must
be determinable with reasonable limits in order to account for the transaction at fair value. For an entity
to record a non-monetary exchange involving advertising at fair value, certain criteria should be met to
demonstrate that fair value is determinable. If the criteria are not met, the transaction should be
recorded at the carrying amount of the asset surrendered. Under US GAAP, certain licence fees and
pre-paid marketing relating to a licence and marketing agreement entered into during the year ended 30
June 2000 have not been recognised. Under AUS GAAP the licence fees were recognised and a
prepaid marketing expense was capitalised and is being systematically amortised on a straight line
basis. The balance of the prepaid marketing expense under AUS GAAP as at 31 December 2002
totalled $Nil (30 June 2002: $0.484 million; 31 December 2001: $1.643 million).

Under AUS GAAP, the Directors believe that these transactions should be reported to provide a true
and fair reflection of Orbital’s operations.
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