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Results for announcement to the market 
 
 

A$'000 % A$'000

Total revenue Up 16         0.3% to 5,088     

Net loss for period Down 420       N/A to (1,394)   

Loss attributable to equity holders Down 420       N/A to (1,394)   

There is no proposal to pay dividends for the six months ended 31 December 2005.
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The Directors present their report together with the consolidated financial report for the six months ended 31 
December 2005 and the review report thereon. 
 
 
DIRECTORS 
 
The Directors of the Company during or since the end of the six months are: 
 
Name     Period of Directorship 
 
Donald Woolgar John Bourke  Non Executive Director and Chairman, appointed 21 August 2003. 
 
Peter Chapman Cook Managing Director, appointed 13 February 2002.  Chief Executive 

Officer from 1 January 2002.  Resigned 30 September 2005. 
 
Rodney Alexander Houston Appointed as a Director on 23 August 2005 and appointed Managing 

Director and Chief Executive Officer 1 October 2005. 
 
John Richard Marshall   Non Executive Director since 1995. 
 
John Grahame Young   Non Executive Director since 1985.  Chairman of the Audit Committee. 
 
 
 
PRINCIPAL ACTIVITIES 
 
The principal activities of the consolidated entity during the course of the financial year were the provision of 
engineering services and the development of engine and related technologies, providing research, design and 
development services for the world's producers of powertrains and engine management systems for application 
in motorcycles, marine and recreational vehicles, automobiles and trucks. 
 
There was no significant change in the nature of the activities of the consolidated entity during the year. 
 
 
REVIEW OF OPERATIONS 
 
Key features of Orbital’s performance in the period were: 
 

 net loss after tax of $1.4 million compared to a loss of $1.8 million for the same period last year; 
 

 total revenue of $5.1 million in line with the prior year; 
 

 Polaris enters into a licence to manufacture products utilising Orbital’s DI fuel injection technology; 
 

 since 1 July Orbital has secured more than $9 million of engineering contracts (up 25% from the 
same time last year), the full impact of which will commence in the second half of this financial year; 
and 

 
 Synerject purchases electronic components manufacturing facility in the US, with effect from 1 

March 2006. 
 
Total revenue for the half year ended 31 December 2005 of $5.1 million is in line with the prior year. This 
reflects a reduction of engineering services revenue by $0.3m offset by a 35% increase in royalty and licensing 
income to $1.2 million.  
 



ORBITAL CORPORATION LIMITED 
AND ITS CONTROLLED ENTITIES 

DIRECTORS’ REPORT 
 

2 

 
Total expenses fell by 11% to $7.2 million with continued savings across most expense categories. The half 
year result includes increased finance costs of $306k arising from the introduction of Australian equivalents to 
international accounting standards with effect from 1 July 2005. This requires the write down of long term 
borrowings to fair value and an unwinding discount expense (non cash) being recorded in each accounting 
period.  
 
Orbital continues to report profits arising from it’s investment in Synerject LLC. Synerject’s profit is cyclical being 
stronger in the 2nd half as customers build product for the northern hemisphere summer. Included in Orbital’s 
result is a contribution from Synerject of $805k which is $131k lower than the prior year however Synerject’s 
annualised results are expected to improve year on year and this will be reflected in the 2nd half. Synerject was 
cash flow positive during the 1st half year. 
 
Cash outflow from operating activities of $2.0 million for the half year included $0.3 million settlement of 
employee entitlements due to the reduction in staff numbers. At 31 December 2005 Orbital had cash of $6.0 
million. 
  
Detailed comments on Orbital’s three revenue streams are as follows: 
 
Engineering Services 
 
Engineering Services’ revenue fell 9% to $3.4 million for the half year ended 31 December 2005. This is a result 
of the decline in the order bank in the last 12 to 18 months due to cutbacks by Orbital’s traditional automotive 
customers. 
 
Since July 1st Orbital has however secured more than $9 million of engineering contracts which represents an 
increase of 25% in our order book in comparison to the same period last year. These include significant long 
term engineering contracts in both China and India. While Orbital didn’t benefit from revenue recognition in the 
1st half, these programs will provide medium to long term continuing engineering revenue. Importantly this sales 
base provides a good platform and improved confidence to win further engineering contracts going forward. 
 
In addition Orbital has commenced a number of new programs for the application of the Orbital DI system on 
new products. This is a reflection of the continuing demand for powertrain emissions solutions and is an 
endorsement of the continued evolution of Orbital’s technology arising from the investment in continued 
research and development.  
 
Royalties and Licences 
 
Licensing and royalty revenue increased by 35% compared to the previous corresponding period to $1.2 million 
for the half year. This reflects increased royalties in the marine sector with Mercury and Tohatsu increasing 
units sold incorporating Orbital’s DI technology.  Polaris recently entered into a licence agreement which would 
enable it to manufacture products utilising Orbital DI, reinforcing the growth prospects of Orbital’s royalty 
stream. 
 
The European scooter market continues to perform poorly with regulatory change and weakening of emissions 
requirements contributing to the reduced take up of scooter products incorporating Orbital’s DI technology. New 
R&D programs have been initiated earlier in the year by Orbital and Synerject to re-invigorate our offerings in 
this market. These programs are focused on a second generation DI system with reduced cost and improved 
performance in order to retain the potential long term revenue stream from this sector. 
 
Opportunities have been identified for the wider application of Orbital DI in several markets including the 
recently announced application to spark ignited heavy fuel for both 2-stroke and 4-stroke engines. Importantly 
one of these programs represents the first 4-stroke production engine application incorporating Orbital DI.    
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Synerject 
 
Synerject, Orbital’s 50% owned joint venture with Siemens-VDO Automotive Corporation, operates from 
facilities in both USA and Europe, manufacturing air/fuel injectors, fuel rail assemblies and related components. 
Synerject specialises in electronic fuel systems in the non-automotive market, where it is able to deliver the low 
volume, unique specification components required for these applications. 
 
Synerject has generated revenue growth of approximately 3% in the 1st half year. This has not been reflected in 
the bottom line in this reporting period due to product mix changes and Synerject has increased overheads in 
anticipation of increased annualised business. Synerject’s growth opportunities are significant, particularly in 
Asia, with an anticipated conversion to electronic management modules for the motorcycle market. 
 
Orbital recently announced Synerject’s acquisition of the Delavan plant from BRP with effect from 1 March 
2006. This plant based in the United States manufactures electronic components with a turnover which will add 
over 50% to Synerject’s annualised revenue and provides Synerject with further growth and synergy 
opportunities.     
 
Outlook 
 
The engineering order book for the 2nd half year provides confidence that the engineering group will be 
particularly productive during this period. Orbital’s 2nd half royalty income will be supported by continuing 
strength in the DI outboard market. As noted Synerject typically enjoys a better 2nd half than 1st half and this will 
be the case this financial year.  Synerject‘s underlying core business is expected to grow year on year and in 
addition Synerject’s acquisition of the Delavan facility will  be EPS positive from the date of acquisition. 
 
Further cost control actions taken early in this financial year are expected to yield an annualised cost saving of 
at least $1.5 million. 
 
 
EVENTS SUBSEQUENT TO BALANCE DATE 
 
Synerject LLC, Orbital's 50:50 joint venture with Siemens VDO, has entered into an agreement with BRP US Inc 
to purchase its electronic component facility in Delavan, Wisconsin, USA, with effect from 1 March 2006.  The 
investment consists of working capital principally receivables and inventory, which will increase during the first 
four months of operation to approximately US$4 million. 
 
Other than the above there has not arisen in the interval between the end of the period and the date of this 
report any item, transaction or event of a material and unusual nature that is likely, in the opinion of the 
Directors of the Company, to significantly affect the operations of the consolidated entity, the results of those 
operations, or the state of affairs of the consolidated entity in subsequent financial years. 
 
 
LEAD AUDITOR’S INDEPENDENCE DECLARATION UNDER SECTION 307C OF THE CORPORATIONS 
ACT 2001 
 
The lead auditor’s independence declaration is set out on page 5 and forms part of the Directors’ Report for the 
six months ended 31 December 2005. 
 



ORBITAL CORPORATION LIMITED 
AND ITS CONTROLLED ENTITIES 

DIRECTORS’ REPORT 
 

4 

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: 21 February 2006  
 
Signed in accordance with a resolution of directors 
 
 
 
 

 
 
 
 
__________________________ 
DWJ Bourke 
Chairman 
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31 Dec 31 Dec
NOTE 2005 2004

$'000 $'000

Engineering services income 3,355        3,690         
Royalty and licence income 1,249          927            
Net foreign exchange gains 32             10              
Finance income 176           282            
Systems warranty credit 108           73              
Other operating income 168           90              

Total revenue 5,088        5,072         

Employee expenses (3,952)      (4,441)        
Depreciation and amortisation (600)         (743)           
Engineering consumables and contractors (522)         (526)           
Travel and accommodation (431)         (518)           
Communication and computing (307)         (389)           
Audit, compliance and listing costs (281)         (285)           
Insurance costs (261)         (269)           
Patent costs (190)         (241)           
Finance costs (311)         (5)               
Other expenses (347)         (672)           

Total expenses (7,202)      (8,089)        

Share of net profit of associate accounted for using the equity 
method (reversal of provision) 3 805             936            

Loss before income tax (1,309)      (2,081)        

Income tax (expense)/benefit 4 (85)           267            

Net loss for the period 5 (1,394)      (1,814)        

Loss attributable to equity holders (1,394)        (1,814)        

Basic loss per share (in cents) 6 (0.34)          (0.44)          

Diluted loss per share (in cents) 6 (0.34)          (0.44)          
 

 
The income statement is to be read in conjunction with the notes to the interim financial statements. 
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31 Dec 31 Dec
2005 2004

NOTE $'000 $'000
Recognised directly in equity

Accumulated Losses

10 6,812        -            

Foreign Currency Translation Reserve

188           (370)          

Net income recognised directly in equity 7,000        (370)          

Net loss for the period (1,394)       (1,814)       

Total recognised income and expense for the period 5,606         (2,184)       

Foreign exchange translation differences 

Net decrease in accumulated losses on initial adoption of AASB 132 and 
139 as of July 1, 2005

Fair value adjustment on interest-free loan from State Government 

 
 
The statement of recognised income and expense is to be read in conjunction with the notes to the interim 
financial statements. 
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NOTE
31 Dec
2005

30 June 
2005

$'000 $'000
Current assets
Cash and cash equivalents 6,045       7,972         
Trade and other receivables 2,946       2,919         
Inventories 6               12              
Other 376          66              
Total current assets 9,373       10,969       

Non-current assets
Investment accounted for using the equity method 3 129          -                 
Property, plant and equipment 6,785       7,424         
Deferred taxation asset 4 6,524       6,300         
Total non-current assets 13,438     13,724       

Total assets 22,811     24,693       

Current liabilities
Trade and other payables 2,440       2,389         
Employee benefits 851          1,033         
Provisions 185          507            
Total current liabilities 3,476       3,929         

Non-current liabilities
Non-Interest bearing borrowings 10 12,498     19,000       
Employee benefits 1,142       1,127         
Provisions 43            108            
Provision for borrowings of jointly-controlled associate 3 -                654            
Total non-current liabilities 13,683       20,889       

Total liabilities 17,159     24,818       

Net assets/(liabilities) 5,652       (125)           

Equity
Issued capital 5 216,768   216,768     
Foreign currency translation reserve 5 (50)           (238)           
Accumulated losses 5 (211,066)  (216,655)    

Total equity/(deficiency) 5,652       (125)           
 

 
The balance sheet is to be read in conjunction with the notes to the interim financial statements. 
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31 Dec 31 Dec
2005 2004
$'000 $'000

Cash flows used in operating activities
Cash receipts from customers 4,579       5,545         
Cash paid to suppliers and employees (6,765)      (8,342)        
Cash used by operations (2,186)      (2,797)        
Finance income 176          282            
Finance expense -                (5)               
Income tax paid (35)           (12)             

Net cash used in operating activities (2,045)      (2,532)        

Cash flows provided by/(used in) investing activities
Proceeds from sale of property, plant & equipment 156          1                
Acquisition of property, plant & equipment (39)           (372)           

Net cash provided by/(used in) investing activities 117          (371)           

Cash flows used in financing activities
Payment of finance lease liabilities -                (148)           

Net cash used in financing activities -                (148)           

Net decrease in cash and cash equivalents (1,928)      (3,051)        

Cash and cash equivalents at 1 July 7,972       12,350       
Effects of exchange rate fluctuations on the balances of cash 
and cash equivalents held in foreign currencies 1                (7)               

Cash and cash equivalents at 31 December 6,045       9,292         

 
 
The statement of cash flows is to be read in conjunction with the notes to the interim financial statements. 
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1.  SIGNIFICANT ACCOUNTING POLICIES 
 

Orbital Corporation Limited (the "Company") is a company domiciled in Australia. The condensed 
consolidated interim financial report of the Company for the six months ended 31 December 2005 
comprise the Company and its subsidiaries (together referred to as the "consolidated entity") and the 
consolidated entity's interest in jointly controlled entities. 
 
The condensed consolidated interim financial report was authorised for issue by the directors on 21 
February 2006. 
  

 Statement of Compliance 
 
The condensed consolidated interim financial report is a general purpose financial report which has 
been prepared in accordance with Australian Accounting Standards, Urgent Issues Group 
Interpretations adopted by the Australian Accounting Standards Board (‘AASB’) and the Corporations 
Act 2001.   
 
International Financial Reporting Standards (‘IFRS’) form the basis of Australian Accounting Standards 
adopted by the AASB, and for the purpose of this report are called Australian equivalents to IFRS 
(‘AIFRS’) to distinguish from previous Australian GAAP. The interim financial report of the consolidated 
entity also complies with IFRSs and interpretations adopted by the International Accounting Standards 
Board. 
 
This is the consolidated entity’s first AIFRS condensed consolidated interim financial report for part of 
the period covered by the first AIFRS annual financial report and is prepared in accordance with AASB 
1 First time adoption of Australian equivalents to International Financial Reporting Standards.  
 
The interim financial report does not include all of the information required for a full annual financial 
report.  This interim financial report is to be read in conjunction with the 30 June 2005 Annual Financial 
Report, however the basis of their preparation is different to that of the most recent annual financial 
report due to the first time adoption of AIFRS.  This report must also be read with any public 
announcements made by Orbital Corporation Limited and its controlled entities during the six months in 
accordance with continuous disclosure obligations arising under the Corporations Act 2001. 
  
An explanation of how the transition to AIFRS has affected the reported financial position, financial 
performance and cash flows of the consolidated entity is provided in note 9.  This note includes 
reconciliations of equity and profit or loss for comparative periods reported under Australian GAAP 
(previous GAAP) to those reported for those periods under AIFRS. 
 

1.1 Basis of preparation of interim financial report 
 
The interim consolidated financial report is presented in Australian dollars and has been prepared on 
the basis of historical costs (except that certain financial instruments are stated at their fair value), and, 
except where stated, does not take into account changing money values or current valuations of non-
current assets. 
 
The preparation of the condensed consolidated interim financial report in accordance with AIFRS 
resulted in changes to the accounting policies as compared with the most recent annual financial 
statements prepared under previous GAAP. Except for the change in accounting policy relating to 
classification and measurement of financial instruments (refer note 10), the accounting policies set out 
below have been applied consistently to all periods presented in these condensed consolidated interim 
financial statements. They also have been applied in preparing an opening AIFRS balance sheet at 1 
July 2004 for the purposes of the transition to AIFRS.  The impact of the transition from previous GAAP 
to AIFRS is explained in note 9.  Where relevant, the accounting policies applied to the comparative 
period have been disclosed if they differ from the current period policy.  The accounting policies have 
been applied consistently throughout the consolidated entity for purposes of this condensed 
consolidated interim financial report. 
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1.  SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
1.1 Basis of preparation of interim financial report (Continued) 
 

The preparation of a financial report requires management to make judgements, estimates and 
assumptions that affect the application of policies and reported amounts of assets and liabilities, income 
and expenses. These estimates and associated assumptions are based on historical experience and 
various other factors that are believed to be reasonable under the circumstances, the results of which 
form the basis of making the judgements about carrying values of assets and liabilities that are not 
readily apparent from other sources. Actual results may differ from these estimates.  
 
This condensed consolidated interim financial report has been prepared on the basis of AIFRS in issue 
that are effective or available for early adoption at the consolidated entity’s first AIFRS annual reporting 
date, 30 June 2006. Based on these AIFRS, the Board of Directors have made assumptions about the 
accounting policies expected to be adopted when the first AIFRS annual financial report is prepared for 
the year-ended 30 June 2006. 
 

1.2 Basis of Consolidation 
 
(a)  Subsidiaries 
 

The financial statements of subsidiaries are included from the date control commences until the date 
control ceases. 
 

(b) Associates 
Associates are those entities for which the consolidated entity has significant influence, but not control, 
over the financial and operating policies.  The condensed consolidated interim financial statements 
include the consolidated entity’s share of the total recognised gains and losses of a jointly-controlled 
associate on an equity accounted basis, from the date that significant influence commences until the 
date that significant influence ceases. For a number of years, the consolidated entity’s share of losses 
exceeded its interest in the joint venture, and during that period, the consolidated entity’s carrying 
amount was reduced to nil and recognition of further losses continued to the extent that the 
consolidated entity had incurred legal or constructive obligations on behalf of an associate.  During the 
six months ended 31 December 2005, the joint venture recouped past losses, the consolidated entity 
released its provision for losses to profit and loss account, and equity accounting has now been 
resumed.  The consolidated entity’s share of the joint venture's net profit or loss was recognised in the 
condensed consolidated interim income statement during the interim period and will continue until the 
date joint control ceases. Other movements in reserves, post recommencing equity accounting, are 
recognised directly in consolidated reserves. 

 
(c)  Transactions Eliminated on Consolidation 
 

Unrealised gains arising from transactions with associates are eliminated to the extent of the 
consolidated entity’s interest in the entity with adjustments made to the investment in the associates.  
Unrealised losses are eliminated in the same way as unrealised gains, but only to the extent that there 
is no evidence of impairment. Gains and losses are recognised as the contributed assets are consumed 
or sold by the associates or, if not consumed or sold by the associate, when the consolidated entity’s 
interest in such entities is disposed of. 
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1.  SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
1.3 Foreign Currency 
 
(a) Foreign currency transactions 

Transactions in foreign currencies are translated at the foreign exchange rate ruling at the date of the 
transaction. Monetary assets and liabilities denominated in foreign currencies at the balance sheet date 
(except those representing the consolidated entity’s net investment in subsidiaries, associates and 
jointly controlled entities – see below) are translated to Australian dollars at the foreign exchange rate 
ruling at that date. Foreign exchange differences arising on translation are recognised in the income 
statement.   
 

(b)  Financial statements of foreign operations 
The assets and liabilities of foreign operations are translated to Australian dollars at foreign exchange 
rates ruling at the balance sheet date. The revenues and expenses of foreign operations are translated 
to Australian dollars at rates approximating the foreign exchange rates ruling at the dates of the 
transactions. Foreign exchange differences arising on retranslation are recognised directly in a separate 
component of equity described as ‘foreign currency translation reserve’.  In respect of all foreign 
operations, the Company has opted to use the exemption in AASB 1, whereby all foreign exchange 
differences that have arisen before 1 July 2004 have been expensed to profit and loss.  Foreign 
exchange gains and losses are therefore deemed to be zero as at 1 July 2004. 
 

(c) Net investment in foreign operations 
Exchange differences arising from the translation of the net investment in foreign operations are taken 
to the foreign currency translation reserve. They are released into the income statement upon disposal. 
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1.  SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
1.4 Revenue Recognition 
 

Revenues are recognised at fair value of the consideration received net of the amount of goods and 
services tax (GST).  Exchanges of goods or services of the same nature and value without any cash 
consideration are not recognised as revenues. 

 
(a) Revenue from Rendering of Services and Sale of Goods 

 
Revenue from services rendered is recognised in the income statement in proportion to the stage of 
completion of the transaction at the balance sheet date. The stage of completion is assessed by 
reference to the extent of work performed. No revenue is recognised if there are significant 
uncertainties regarding recovery of the consideration due, or the costs incurred or to be incurred cannot 
be measured reliably, or there is a risk of return of goods or there is continuing management 
involvement with the goods. 
 
Revenue from rendering services is recognised in the period in which the service is provided. 
 
Revenue earned under various licence, royalty and other agreements is recognised upon the 
satisfactory completion of contracted technical specifications.  Additional revenue may be earned after a 
fixed time interval or after delivery of a prototype engine and/or hardware meeting specified 
performance targets, provided the licence agreements are not terminated.  Under the terms of the 
licence agreements, licensees are not specifically obliged to commence production and sale of engines 
using OCP Technology and may terminate the agreements upon notice to Orbital.  If a licensee were to 
terminate its licence agreement with Orbital, the licensee would forfeit the licence and any technical 
disclosure fees paid through to the date of termination.  Revenue under royalty agreements is 
recognised when such amounts become due and payable. 
 
Revenue received in advance represents cash payments received from customers in accordance with 
contractual commitments prior to the performance of the service. 
 
Revenue from sale of goods is recognised when control of the goods passes to the customer.   
 

(b) Interest Income 
 

Interest income is recognised as it accrues. 
 
(c) Asset Sales 
 

The gross proceeds of asset sales are included as revenue of the consolidated entity.  The profit or loss 
on disposal of assets is brought to account at the date that an unconditional contract of sale is signed.  
The profit or loss on disposal is calculated as the difference between the carrying amount of the asset 
at the time of disposal and the net proceeds on disposal. 
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1.  SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
1.5 Income Tax  
 
(a) Current income tax expense and liability 

 
Income tax on the income statement for the periods presented comprises current and deferred tax. 
Income tax is recognised in the income statement except to the extent that it relates to items recognised 
directly in equity, in which case it is recognised in equity. Current tax is the expected tax payable on the 
taxable income for the year, using tax rates enacted or substantially enacted at the balance sheet date, 
and any adjustment to tax payable in respect of previous years.   

 
(b) Deferred income tax expense and liability 

 
Deferred tax is provided using the balance sheet liability method, providing for temporary differences 
between the carrying amounts of assets and liabilities for financial reporting purposes and the amounts 
used for taxation purposes.  The amount of deferred tax provided is based on the expected manner of 
realisation or settlement of the carrying amount of assets and liabilities, using tax rates enacted or 
substantively enacted at the balance sheet date.  A deferred tax asset is recognised only to the extent 
that it is probable that future taxable profits will be available against which the asset can be utilised.  
Deferred tax assets are reduced to the extent that it is no longer probable that the related tax benefit will 
be realised.  Prior to the adoption of AIFRS at 1 July 2005, deferred tax assets were only recognised if 
realisation was virtually certain.  The effect of this change in policy is set out in Note 9. 
 

(c) Comparative period tax effect accounting policy 
 
Under previous Australian GAAP, the liability method of deferred tax accounting was adopted, whereby 
tax effect accounting was applied to timing differences between accounting and taxable income.  Due to 
the existence of substantial recouped tax losses, no such differences gave rise to deferred tax liabilities 
and deferred tax assets were not recognised unless realisation was virtually certain.  The effect of the 
accounting method change arising from adopting the probability test under AIFRS, which has resulted 
in the recognition of a deferred tax asset for tax losses in a US subsidiary, is set out in Note 9. 
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1.  SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
1.6 Property, Plant and Equipment 
 
(a) Acquisition 
 

Items of property, plant and equipment are stated at cost or deemed cost less accumulated 
depreciation (see below) and impairment losses (see below).   
 
Certain items of property, plant and equipment that had been revalued to fair value on or prior to 1 July 
2004, the date of transition to AIFRS, are measured on the basis of deemed cost, being the revalued 
amount at the date of that revaluation. 
 

(b) Depreciation and Amortisation 
 

Items of property, plant and equipment, including buildings but excluding freehold land, are 
depreciated/amortised on a straight line basis over their estimated useful lives.  The depreciation rates 
used for each class of asset are as follows: Buildings 2.5%; Plant and Equipment 6.67% to 33.3%. 
Leased assets 10% to 25%.  Assets are depreciated or amortised from the date of acquisition.  

 
(c) Impairment 
 

The carrying amount of property, plant and equipment is reviewed at each reporting date to determine 
whether there is any indication of impairment.  If any such indication exists, the asset’s recoverable 
amount is estimated.  The recoverable amount is the greater of the asset’s fair value less costs to sell 
and value in use. In assessing value in use, the estimated future cash flows are discounted to their 
present value using a pre-tax discount rate that reflects current market assessments of the time value of 
money and the risks specific to the asset.  Adoption of this AIFRS accounting policy has not had any 
effect upon the carrying value of property plant and equipment. 
 

(d) Valuation 
 

Land and buildings are independently valued every three years on a market value basis of valuation.  
The Directors then use these valuations to assess the recoverable amount of land and buildings. 

 
(e) Operating Leases 

 
Payments made under operating leases are expensed on a straight line basis over the term of the 
lease. 
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1.  SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
1.7 Intangibles 
 
(a) Research and Development Expenditure 

 
Expenditure on research activities, undertaken with the prospect of gaining new scientific or technical 
knowledge and understanding, is recognised in the income statement as an expense as incurred.   
 
Expenditure on development activities, whereby research findings are applied to a plan or design for the 
production of new or substantially improved products and processes, is capitalised if the product or 
process is technically and commercially feasible and the consolidated entity has sufficient resources to 
complete development.  Under previous Australian GAAP, the consolidated entity’s past expenditure on 
research and development was expensed as incurred. 
 

(b) Patents, Licences and Technologies 
 
Patents, licences and technology development and maintenance costs are also expensed as incurred. 
 

(c) Expenditure capitalised and amortisation 
 
Expenditure on intangibles which may be capitalised includes the cost of materials, direct labour and an 
appropriate proportion of overheads. Other development expenditure is recognised in the income 
statement as an expense as incurred. Capitalised expenditure is stated at cost less accumulated 
amortisation and impairment losses.  Amortisation will be charged to the income statement on a 
straight-line basis over the estimated useful lives of intangible assets unless such lives are indefinite.   
 

(d) Impairment 
 

The carrying amount of all non-financial assets including development expenditure is reviewed at each 
reporting date to determine whether there is any indication of impairment. If any such indication exists, 
the asset’s recoverable amount is estimated.  The recoverable amount is the greater of the asset’s fair 
value less costs to sell and value in use. In assessing value in use, the estimated future cash flows are 
discounted to their present value using a pre-tax discount rate that reflects current market assessments 
of the time value of money and the risks specific to the asset.  Adoption of this AIFRS accounting policy 
has not had any effect upon the carrying value of assets. 
 

1.8 Cash and cash equivalents 
 

Cash and cash equivalents comprise cash balances and bank-endorsed bills of exchange at discounted 
value. 

 
1.9 Receivables 
 

Receivables are carried at amounts due, less impairment losses.  The collectibility of debts is assessed 
at balance date and specific provision is made for any doubtful accounts.  Normal settlement terms are 
30 to 45 days. 
 

1.10 Inventories 
 

Inventories are carried at the lower of cost and net realisable value.  Cost is based on the first-in first-
out principle and includes expenditure incurred in acquiring the inventories and bringing them to their 
present location and condition.   
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1.  SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
1.11 Accounts Payable 
 

Liabilities are recognised for amounts due to be paid in the future for goods or services received.  
Normal settlement terms are 30 to 60 days. 
 

1.12 Non-Interest-bearing borrowings 
 
(a) Current accounting policy 

Included in non-current liabilities at 31 December 2005 is an amount owing to the Government of 
Western Australia resulting from a loan of $19,000,000 made to the Company in 1989.  The loan is 
interest-free until repayment of this loan becomes due 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.  
The aggregate number of engines produced with OCP technology as at 30 June 2005 totalled 
approximately 470,000.   
 
As at 1 July 2005 the non-interest bearing loan from the Government of Western Australia was 
recognised initially at fair value and subsequently stated at amortised cost with any difference between 
cost and repayment value being recognised in the income statement over the period of the borrowings 
on an effective interest basis. 
 

(b) Comparative period policy 
Prior to the adoption of AIFRS at 1 July 2005, the loan was recorded at the amount advanced and no 
recognition was given to effective interest in the income statement.  The effect of this change in policy is 
set out in Note 10, and Orbital has taken advantage of the election in AASB 1 to not restate 
comparatives for the effect of this change in policy. 
 

1.13 Derivative Financial Instruments 
 

The consolidated entity uses derivative financial instruments to hedge its exposure to foreign exchange 
fluctuations.  In accordance with its treasury policy, the consolidated entity does not hold the derivative 
financial instruments for trading purposes.  However, derivatives that do not qualify for hedge 
accounting are accounted for as trading instruments. 
 
Derivative financial instruments are recognised initially at fair value.  Subsequent to initial recognition, 
derivative financial instruments are stated at fair value.  The gain or loss on remeasurement to fair value 
is recognised immediately in profit or loss. 

 
1.14 Warranties 
 

Provision is made for the consolidated entity’s estimated liability for all products still under warranty 
based on historical claim data. 
 

1.15 Employee Entitlements 
 
(a) Wages, Salaries, Annual Leave and Sick Leave 

 
The provisions for employee entitlements to wages, salaries, annual leave and sick leave, to be settled 
within 12 months of year end represent present obligations resulting from employees’ services provided 
up to the balance date, calculated at undiscounted amounts based on wage and salary rates that the 
consolidated entity expects to pay as at the reporting date including related on-costs.  Sick leave 
recognised as a liability represents expected future payments as a result of employees utilising non 
vesting accumulated sick leave entitlements while recovering from serious injury or illness.  The 
consolidated entity does not recognise a liability when it is probable that sick leave taken in the future 
will not be greater than the entitlements that will accrue in the future. 
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1.  SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
1.15 Employee Entitlements (Continued) 
 
(b) Long Service Leave 
 

The provision for employee entitlements to long service leave represents the present value of the 
estimated future cash outflows to be made resulting from employees’ services provided up to balance 
date. 
 
The provision is calculated using estimated future increases in wage and salary rates including related 
on-costs and expected settlement dates based on the consolidated entity’s experience with staff 
departures and is discounted using the rates attached to national government securities at balance 
date, which most closely match the terms of maturity of the related liabilities. 

 
(c) Superannuation Plan 
 

Amounts paid to the defined contribution employee superannuation funds by the Company and the 
controlled entities are charged against income as incurred.  

 
(d) Employee Entitlements - Share-based payments 
 

Employees have been offered the right to take up shares in the Company under two plans, one of which 
is subject to qualification by length of service and achievement of corporate performance targets related 
to returns to shareholders. These targets have not yet been met.  Under AIFRS, the fair value of options 
and shares granted to employees must be recognised as an employee benefit expense with a 
corresponding increase in equity.  The fair value is measured at grant date taking into account market 
performance conditions only, and spread over the vesting period during which the employees become 
unconditionally entitled to the performance–based shares.  The fair value of the shares granted is 
measured using a Monte-Carlo simulation model.  Options have not been issued since the year ended 
30 June 2000 and there will be no expense recognised in this or future reporting periods in relation to 
the option plan.  The fair value of shares will be measured having regard to the conditions attached to 
the shares and the consolidated entity’s estimate of shares that will eventually vest.  The amount 
recognised as an expense is adjusted to reflect the actual number of shares that vest except where 
forfeiture is only due to market conditions that are not met. 
 
Prior to the adoption of AIFRS at 1 July 2005, no recognition was given to the issue to employees of 
shares, or rights to take up shares, because there was no subscription amount for these shares.  In 
accordance with AIFRS, no adjustment will be made for share-based payments granted before 7 
November 2002, which have vested before 1 January 2005.  Shares offered after 7 November 2002 
remaining unvested at 1 July 2004 have been recognised in the comparative period’s expenses to the 
extent that the expected fair value at vesting accrued during that period.  The effect of this change in 
policy is set out in Note 9. 

 
(e) Employee redundancy benefits  
 

Provisions for employee redundancy benefits are only recognised when a detailed plan has been 
approved and the employee redundancies have either commenced or been publicly announced, or firm 
commitments related to the redundancy benefits have been entered into.  Costs related to ongoing 
activities are not provided for.   
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2. SEGMENT REPORTING

Business Segments

Royalties and 
licences (i) Consolidated

2005 2004 2005 2004 2005 2004
$'000 $'000 $'000 $'000 $'000 $'000

Segment Revenue          3,355          3,690             1,249               927          4,604          4,617 

Unallocated other income              484              455 

Total Revenue          5,088          5,072 

Segment Result (331)         (401)         550              157             219           (244)         
Unallocated expenses (net) (ii) (2,333)        (2,773)        
Share of net profit of joint venture entity 805             936             

Net Loss before related income tax (1,309)        (2,081)        
Income tax (expense)/benefit (85)             267             

Loss after tax attributable to members (1,394)        (1,814)        

Engineering 
services

 
 

 
(i) Royalty and licence costs include direct patent costs and research and development. 
(ii) Unallocated expenses (net) include sales and marketing, corporate management and finance and administration overhead expenses, net of unallocated other 
 income. 
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3. INTEREST IN SYNERJECT LLC 
 

As at 31 December 2005, the consolidated entity holds a 50% interest in Synerject LLC, a joint venture 
entity with Siemens VDO Automotive Corporation (30 June 2005: 50%; 31 December 2004: 50%).  The 
principal activities of Synerject LLC are the marketing, sale and manufacture, including research and 
development in the area of engine management of non-automotive systems and components and 
automotive components related to the Orbital combustion process. 
 
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 Corporation Limited continued its 
guarantee of 50% of the obligations of Synerject LLC arising under the loan agreement.  At 31 
December 2005, Orbital’s share of Synerject’s financing obligations amounted to A$8.835 million 
(US$6.500 million) (30 June 2005: A$9.189 million (US$7.000 million)). 
 
At 30 June 2005, the Company had recognised a liability of A$0.654 million with respect to its 50% 
share in the adjusted net asset deficiency of Synerject, which was reversed as at 31 December 2005, 
when Synerject had an excess of assets over liabilities.  The consolidated entity has now recommenced 
equity accounting for Synerject, and brings to account in each reporting period its interest in the profits 
and losses and other changes in equity of Synerject. 
 

31 Dec 31 Dec
2005 2004
$'000 $'000

3.1 Share of net profit of Synerject LLC 
Reversal of provision for borrowing of Synerject 676      936        
Share of Synerject profits after recommencement of equity 
accounting 129        -             

805        936        
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2005 2005
3.2 Summary financial position of Synerject LLC $'000 $'000

The consolidated entity's share of assets and liabilities of 
Synerject LLC is as follows:
Current assets 8,797     9,137     
Non-current assets 7,484     7,562     

Total assets 16,281   16,699   

Current liabilities 6,386     6,546     
Non-current liabilities 6,796     6,808     

Total liabilities 13,182   13,354   

Net assets - as reported by Synerject LLC 3,099     3,345     

AIFRS / US GAAP reconciling item
Capitalisation of development expenditure 547        -             

Equity Accounting Adjustments
Elimination of intangibles (net of amortisation) (3,517)    (3,543)    

Net asset/(deficiency) - adjusted 129        (198)       

31 Dec 30 June
2005 2005

3.3 Reversal of Synerject Provision $'000 $'000

Liability at beginning of period 654      3,897     
Provision made/(credit) during the year (654)     (3,243)    
Liability at end of period -             654        

 
 

3.4  Potential future changes to percentage shareholding in Synerject LLC 
 
Synerject was restructured and refinanced during fiscal year 2003.  In January 2003, new financing 
arrangements were put in place for Synerject until 30 September 2006.  As part of the restructure, in 
April 2003, Synerject acquired, by way of capital contributions from each joint venturer, the operations 
of Orbital’s marine and recreation system sales business and Siemens VDO’s non-automotive systems 
business.  The actual performance of each of these contributed businesses in the period to 30 June 
2006, compared to the planned performances, will be reviewed to determine the adjustment (if any) to 
the percentage shareholdings of Orbital and Siemens VDO in Synerject. 
 
The maximum change in shareholdings as a result of the above is 10% i.e. ownership percentages of 
40 : 60. 
 
There is an option for the joint venturer who has the minority shareholding at 30 June 2006 to reinstate 
the 50 : 50 ownership by purchasing shares from the other joint venturer at a price of US$400,000 for 
each 1% of Synerject.   
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4. TAXATION 
 
 INCOME TAX (EXPENSE)/CREDIT 
 

No income tax is payable by the consolidated entity in Australia due to the existence of substantial 
losses available to offset future assessable income.  Due to losses in the six months to 31 December 
2005, none of these losses have been recouped and it is inappropriate to recognise a future income tax 
benefit for Australian losses until the consolidated entity is confident of earning sufficient future 
assessable income to enable recoupment. 

 
31 Dec 30 June
2005 2005

DEFERRED TAXATION ASSET $'000 $'000
Total benefits at current income tax rates in the USA from 
prior losses able to be recouped from future assessible 
income from Synerject revenues:

Balance at beginning of reporting period 6,300         -                 

Amount of future income tax benefit recognised on 
transition to AIFRS, being the consolidated entity's estimate 
of the total of probable future benefits -                 6,540         

Income tax benefit reflecting increase in available losses 
during the period -                 336            

Effect of change in exchange rates on opening balance 224            (576)           

Balance at end of reporting period 6,524        6,300        
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5. CAPITAL AND RESERVES

5.1 Reconciliations of movements in capital and reserves
Foreign Currency

Share Translation Retained 
NOTE Capital Reserve Earnings Total

$'000 $'000 $'000 $'000

Balance at 1 July 2005 216,768 (238)      (216,655) (125)      
Change in accounting policy 10 -             -            6,812       6,812     
Equity-settled transactions - employee 
shares -             -            171          171        
Other recognised income and expense -             188        (1,394)     (1,206)   .
Balance at 31 December 2005 216,768 (50)      (211,066) 5,652   

 
 

31 Dec
2005

30 June
2005

$'000 $'000

5.2 Share Capital
Issued and fully paid 411,292,088 (June 2005: 410,595,878) 
ordinary shares 216,768     216,768     

Movements in ordinary share capital

Balance at the beginning of the reporting period 216,768   216,768     
Shares issued:

During the six month period, 696,210 ( Year to June 2005: 
578,000) shares were issued pursuant to employee share 
plans. -                 -                 

Balance at the end of the reporting period 216,768   216,768     

Shares under offer to executives pursuant to the share 
plans totalled 6,235,000 shares (30 June 2005  - 5,045,000 
shares).
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5. CAPITAL AND RESERVES (CONTINUED)
31 Dec 
2005

30 June 
2005

$'000 $'000
5.3 Foreign Currency Translation Reserve

Balance at the beginning of the period (238)         -               
Net gain/(loss) arising on translation of net investment 
in foreign subsidiaries 188          (238)         
Balance at the end of the period (50)           (238)       

 
2005 2004

6. EARNINGS PER SHARE No. No.

Weighted average number of ordinary shares used in 
the calculation of basic earnings per share 410,745,066     410,154,064      

Weighted average number of potential ordinary shares 
used in the calculation of diluted earnings per share 410,745,066     410,154,064      

 
Options to purchase ordinary shares and unvested shares held under Employee Share Plans have not 
been included in calculating diluted earnings per share as the inclusion has an anti-dilutive effect.   
 

7. 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 crystallise. 
 
7.1 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 Corporation Limited (which holds a 
 50% interest in Synerject LLC) continued its guarantee of 50% of the obligations of Synerject LLC 
 arising under the loan agreement.  At 31 December 2005 Orbital's share of Synerject's financing 
 obligations amounted to A$8.835 million (US$6.500 million) (30 June 2005 A$9.189 million (US$7.000 
 million)). 
 
7.2 In the event of the Company terminating the employment of the Chief Executive Officer (other than by 
 reason of serious misconduct or material breach of his service agreement), an equivalent of 12 months 
 remuneration is payable to the CEO.  There are no other contingent liabilities for termination benefits 
 under the service agreements with Directors or other persons who take part in the management of any 
 entity within the consolidated entity.  
 
8. NET TANGIBLE ASSETS/(DEFICIENCY) PER SHARE

31 Dec 2005 30 Jun 2005

Net Tangible assets/(deficiency) per share 1.37 cents (0.03) cents
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9. EXPLANATION OF TRANSITION TO AIFRS 
 

As stated in note 1, these are the consolidated entity's first condensed consolidated interim financial 
statements for part of the period covered by the first AIFRS annual consolidated financial statements 
prepared in accordance with Australian Accounting Standards - AIFRS.  
 
The accounting policies in note 1 have been applied in preparing the condensed consolidated interim 
financial statements for the six months ended 31 December 2005, the comparative information for the 
six months ended 31 December 2004, the financial statements for the year ended 30 June 2005 and 
the preparation of an opening AIFRS balance sheet at 1 July 2004 (the consolidated entity's date of 
transition). 
 
ln preparing its opening AIFRS balance sheet, comparative information for the six months ended 31 
December 2004 and financial statements for the year ended 30 June 2005, the consolidated entity has 
adjusted amounts reported previously in financial statements prepared in accordance with its old basis 
of accounting (previous GAAP).  
 
An explanation of how the transition from previous GAAP to AIFRS has affected the consolidated 
entity's financial position, financial performance and cash flows is set out in the following tables and the 
notes that accompany the tables. 
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9. EXPLANATION OF TRANSITION TO AIFRS (CONTINUED)

AGAAP Transition AIFRS AGAAP Transition AIFRS AGAAP Transition AIFRS
Reconciliations of statements of financial position impact impact impact

$'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000
Current Assets
Cash 12,350      -                12,350      9,292          -                9,292        7,972        -              7,972        
Receivables 3,385        -                3,385        2,620          -                2,620        2,919        -              2,919        
Inventories 31             -                31             18               -                18             12             -              12             
Other 454           -                454           380             -                380           66             -              66             
Total Current Assets 16,220      -                16,220      12,310         -                12,310      10,969      -              10,969      

Non-Current Assets
Property, plant & equipment 8,449        -                8,449        8,075          -                8,075        7,424        -              7,424        
Deferred tax assets  (note b) -                6,540        6,540        -                  6,128        6,128        -                6,300      6,300        
Total Non-Current Assets 8,449        6,540        14,989      8,075          6,128        14,203      7,424        6,300      13,724      

Total Assets 24,669      6,540        31,209      20,385         6,128        26,513      18,393      6,300      24,693      

Current Liabilities
Payables 3,855        (303)          3,552        2,892          (218)          2,674        2,349        40           2,389        
Interest-bearing liabilities 167           -                167           31               -                31             -                -              -                
Provisions 1,545        -                1,545        1,309          -                1,309        1,540        -              1,540        
Total Current Liabilities 5,567        (303)          5,264        4,232          (218)          4,014        3,889        40           3,929        

Non-Current Liabilities
Interest-bearing liabilities 12             -                12             -                  -                -                -                -              -                
Non interest-bearing liabilities 19,000      -                19,000      19,000         -                19,000      19,000      -              19,000      
Provisions 1,470        -                1,470        1,338          -                1,338        1,235        -              1,235        
Other 3,897        -                3,897        2,615          -                2,615        654           -              654           
Total Non-Current Liabilities 24,379      -                24,379      22,953         -                22,953      20,889      -              20,889      

Total Liabilities 29,946      (303)          29,643      27,185         (218)          26,967      24,778      40           24,818      

Net Assets/(Liabilities) (5,277)       6,843        1,566        (6,800)         6,346        (454)          (6,385)       6,260      (125)          

Equity
Contributed equity  (note c) 216,768    -                216,768    216,768       -                216,768    216,768    -              216,768    
Reserves  (note d) -                -                -                  (370)          (370)          -                (238)        (238)          
Accumulated losses (222,045)   6,843        (215,202)   (223,568)     6,716        (216,852)   (223,153)   6,498      (216,655)   

Total Equity/(Deficiency) (5,277)       6,843        1,566      (6,800)         6,346        (454)        (6,385)       6,260      (125)        

1 JULY 2004 31 DECEMBER 2004 30 JUNE 2005
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9. EXPLANATION OF TRANSITION TO AIFRS (CONTINUED)

AGAAP Transition AIFRS AGAAP Transition AIFRS
Reconciliations of statements of financial performance impact impact

$'000 $'000 $'000 $'000 $'000 $'000
Revenue from trading activities 4,617        -                4,617          10,098      -              10,098      
Net foreign exchange gains (note d) 388           (378)          10               349           (338)        11             

446           (1)              445             1,383        (16)          1,367        
Total Revenue 5,451        (379)          5,072          11,830      (354)        11,476      

Borrowing costs - Interest expense (5)              -                (5)                (3)              -              (3)              
-                1               1                 (16)            16           -                

Share based payments expense -                (164)          (164)            -                (248)        (248)          
Other expenses (7,921)       -                (7,921)         (15,969)     -              (15,969)     
Share of net profit of Synerject LLC 936           -                936             2,936        -              2,936        

Loss before related income tax (1,539)       (542)          (2,081)         (1,222)       (586)        (1,808)       

Income tax (expense) / benefit  (notes b & f) 16             251           267             114           (7)            107           

Net Profit/(loss) after related income tax (1,523)       (291)          (1,814)         (1,108)       (593)        (1,701)       

Profit on sale of fixed assets  (note a)

Other income (note a)

For the six months ended 31 December 2004 For the year ended 30 June 2005



ORBITAL CORPORATION LIMITED 
AND ITS CONTROLLED ENTITIES 

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS 
FOR THE SIX MONTHS ENDED 31 DECEMBER 2005 

 

28 

 
 
(a)  Property, plant and equipment 
 

Under AIFRS the gain or loss on the disposal of property, plant and equipment will be recognised on a 
net basis as a gain or loss rather than separately recognising the consideration received as revenue.  
For the consolidated entity amounts of $16,000 and $1,000 have been reclassified from revenue to 
other expenses for the financial year ended 30 June 2005 and the half year ended 31 December 2004 
respectively. 
 

(b) Taxation 
 

Under AIFRS the balance sheet method of tax effect accounting will be adopted, rather than the liability 
method applied previously under Australian GAAP. 
 
Under the balance sheet approach, income tax on the profit and loss for the year comprises current and 
deferred taxes.  Income tax is recognised in the income statement except to the extent that it relates to 
items recognised directly in equity, in which case it is recognised in equity. 
 

9. EXPLANATION OF TRANSITION TO AIFRS (CONTINUED) CONSOLIDATED
$'000

Accumulated (losses) reconciliations:

Accumulated (losses) as at 1 July 2004 under AGAAP    (222,045)

AIFRS reconciliation:
- Impact of taxation  (note b) 6,540        
- Restatement of licensee payments (note f) 303           

Accumulated (losses) as at 1 July 2004 under AIFRS   (215,202)

Accumulated (losses) as at 30 June 2005 under AGAAP    (223,153)

AIFRS reconciliation:
- Impact of taxation  (note b) 6,300        
- Share based payments  (note c) (248)          
- Restatement of licencee payments (note f) (40)            
- Translation of foreign operations (note d) 238           

Equity-settled transactions carried as a component 
of Accumulated Losses 248           

Accumulated (losses) as at 30 June 2005 under AIFRS    (216,655)
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9. EXPLANATION OF TRANSITION TO AIFRS (CONTINUED) 
 
(b) Taxation (Continued) 
 

A deferred tax asset is recognised to the extent that it is probable that future taxable profits will be 
available against which the asset can be utilised rather than a ‘virtual certainty’ test under Australian 
GAAP.  This results in earlier recognition of previously unrecognised tax losses.  Deferred tax assets 
will be reduced to the extent it is no longer probable that the related tax benefit will be realised. 
 
The impact on the consolidated entity, at 1 July 2004, of the change in basis is an increase in deferred 
tax assets of $6,540,000 and an increase in retained earnings of $6,540,000. 
 

 The impact of the change in basis on the tax expense for the financial year ended 30 June 2005 is a 
decrease in tax expense of $336,000 for the consolidated entity of which $336,000 is in the six months 
to 31 December 2004.  Deferred tax assets and deferred tax liabilities of the consolidated entity 
increased by $6,300,000 and $Nil respectively as at 30 June 2005. 

 
(c) Employee Benefits 
 

Share based payments 
 
Under Australian GAAP no expense was recognised for options or shares issued to employees.  
 
Under AIFRS, the fair value of options and shares granted must be recognised as an employee benefit 
expense with a corresponding increase in equity.  The fair value will be measured at grant date taking 
into account market performance conditions only, and spread over the vesting period during which the 
employees become unconditionally entitled to the performance based shares.  Options have not been 
issued since the year ended 30 June 2000 and there will be no expense recognised in this or future 
reporting periods in relation to the option plan.  The fair value of shares will be measured having regard 
to the conditions attached to the shares and the consolidated entity’s estimate of shares that will 
eventually vest.   
 
In accordance with AASB 1, no adjustment will be made for share based payments granted before 7 
November 2002 which have vested before 1 January 2005.  Shares granted after 7 November 2002 
remaining unvested at 1 July 2004 will be recognised in the opening balance sheet through retained 
earnings resulting in a nil profit and loss impact on transition. 
 
For the financial year ended 30 June 2005, employee benefits expense and retained earnings 
increased by $248,000 of which $164,000 is in the six months to 31 December 2004 in the consolidated 
entity representing shares expense for the period. 

 
(d) Foreign Currency  
 

Financial statements of foreign operations 
 

Under Australian GAAP Orbital considered its foreign operations as integrated and the assets and 
liabilities of operations that are integrated were translated using the temporal method.  Monetary assets 
and liabilities were translated at rates of exchange at reporting date, while non-monetary items and 
revenue and expense items were translated at exchange rates current when the transactions occurred.  
Exchange differences arising on translation were brought to account in the income statement. 
 
Under AIFRS each entity in the consolidated entity determines its functional currency being the 
currency of the primary economic environment in which the entity operates reflecting the underlying 
transactions, events and conditions that are relevant to the entity.  The entity maintains its books and 
records in its functional currency. 
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9. EXPLANATION OF TRANSITION TO AIFRS (CONTINUED) 
 
(d) Foreign Currency (Continued) 
 

Financial statements of foreign operations (Continued) 
 
The assets and liabilities of foreign operations are translated from the entity’s functional currency to the 
consolidated entity’s presentation currency of Australian dollars at foreign exchange rates ruling at 
reporting date.  The revenues and expenses of foreign operations are translated to Australian dollars at 
the exchange rates approximating the exchange rates ruling at the date of the transactions.  Foreign 
exchange differences arising on translation are recognised directly in a separate component of equity.  
The foreign exchange difference arising on translation for the year ended 30 June 2005 was $238,000 
of which $370,000 arose in the six months to 31 December 2004.  These amounts were transferred to 
foreign currency translation reserve. 
 
The Company has opted to use the exemption in AASB 1, whereby all foreign exchange differences 
that have arisen before 1 July 2004 have been expensed to profit and loss.  Foreign exchange gains 
and losses are therefore deemed to be zero as at 1 July 2004. 
 
The functional currency for Orbital’s foreign subsidiaries based in the United States has been 
determined to be US dollars. 
 
On disposal of a foreign operation, the amount recognised in the foreign currency translation reserve 
attributable to the foreign operation is included in the calculation of gain or loss on disposal and 
recycled through the current year income statement. 
 

(e) Equity accounting investment in Synerject LLC 
 

Under Australian GAAP the consolidated entity discontinued equity accounting when the equity 
accounted investment was reduced to $nil and the consolidated entity took up a provision to the extent 
of probable future sacrifices of economic benefits arising as a result of Orbital guarantee of Synerject 
obligations.   
 
Under AIFRS the consolidated entity discontinues equity accounting when the equity accounted 
investment is reduced to zero and the consolidated entity provides for additional losses and recognises 
a liability to the extent that the consolidated entity has incurred legal obligations such as Orbital’s 
guarantee of Synerject obligations. AIFRS applies the requirements of AASB139 (Financial instruments: 
Recognition and measurement) to determine whether it is necessary to recognise any additional loss 
with respect to the consolidated entity’s net investment in the associate. These requirements include 
estimating the present value of the estimated future cash flows expected to be generated by the 
associate. 
 
The differing standards do not result in a difference in the carrying value of the provision for borrowings 
of Synerject LLC as at 1 July 2004 or 30 June 2005 or a profit or loss adjustment for the year ended 30 
June 2005. 
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9. EXPLANATION OF TRANSITION TO AIFRS (CONTINUED) 
 
(f) Licencee Payments - Correction of error 
 

Certain liabilities relating to licencee payments have been restated.  This results in a difference between 
amounts reported in accordance with AUS GAAP and AIFRS as under AUS GAAP corrections are 
adjusted in the year they are identified, without restatement of prior years' financial statements, as in 
AIFRS.  This results in an expense in the income statement of $343,000 and $85,000 for the year 
ended 30 June 2005 and six months ended 31 December 2004 respectively, and a decrease/(increase) 
in creditors of $(40,000), $218,000 and $303,000 as at 30 June 2005, 31 December 2004 and 1 July 
2004 respectively. 

 
 Six months 
ended 31 
December 

2004 

 Year ended 
30 June 2005 

$'000 $'000
Correction of Income Statement

Income tax benefit, as reported 16 114 
Restated income tax (expense)/benefit (69) (229)
Correction made, being additional expense 85 343 

Increase in loss per share resulting from correction
Basic loss per share (in cents) 0.02 0.08
Diluted loss per share (in cents) 0.02 0.08

 
1 July 31 Dec 30 June
2004 2004 2005
$'000 $'000 $'000

Correction of Balance Sheet - Current Liabilities
Trade and other payables, as reported 3,855 2,892 2,349 
Restated trade and other payables 3,552 2,674 2,389 
Correction made 303          218             (40)
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10. CHANGE IN ACCOUNTING POLICY 
 

Reconciliation of financial instruments as if AASB 139 was applied at 1 July 2005 
 
In the current financial year the consolidated entity adopted AASB 132: "Financial Instruments: 
Disclosure and Presentation" and AASB 139: "Financial Instruments: Recognition and Measurement". 
This change in accounting policy has been adopted in accordance with the transition rules contained in 
AASB 1, which does not require the restatement of comparative information for financial instruments 
within the scope of AASB 132 and AASB 139. 
 
The adoption of AASB 139 has resulted in the consolidated entity recognising financial instruments as 
assets or liabilities at fair value (refer note 1.12(a)). This change has been accounted for by adjusting 
the opening balance of accumulated deficit at 1 July 2005.  
 
The impact on the balance sheet in the comparative period is set out below as an adjustment to the 
opening balance sheet at 1 July 2005.  The transitional provisions will not have any effect in future 
reporting periods. 

 

NOTE
Previous 
GAAP

Impact of 
change in 
accounting 

policy AIFRS
$'000 $'000 $'000

(At 1 July 2005)
FINANCIAL INSTRUMENTS

Non-interest bearing loan 9(e) 19,000       (6,812)        12,188    

 
 

During the period ended 31 December 2005 the unwinding discount expense was $311,000.  As at 1 
July 2005 the non-interest bearing loan of $19,000,000 from the Government of Western Australia has 
been restated at amortised cost using the effective interest rate method.  This resulted in a decrease in 
non-current loans payable of $6,812,769 and a corresponding increase to retained earnings (decrease 
to accumulated losses). 

 



ORBITAL CORPORATION LIMITED 
DIRECTORS’ DECLARATION 

 

33 

 
In the opinion of the directors of Orbital Corporation Limited: 
 
1. the financial statements and notes set out on pages 6 to 32, are in accordance with the Corporations 

Act 2001, including: - 
 

(a) giving a true and fair view of the financial position of the consolidated entity as at 31 December 
2005 and of its performance, as represented by the results of its operations and cash flows for 
the six months ended on that date; and 

 
(b) complying with Accounting Standard AASB 134 “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. 
 
 
 
 

 
 
 
_________________________________ 
DWJ BOURKE 
Chairman 
 
Dated: 21 February 2006  
Perth, Western Australia 
 








