CODAN




2

4

6

8

9
1t
1t
12
24
25
26
27
28
29
59
60
62
64

Contents

Performance Summary
Chairman’s Report
Chief Executive Officer’s Report
About Codan

Communications Products
8roadcast Products

Printed Circuit Boards

Directors’ Report

Lead Auditor's Independence Declaration

Income Statements

Statements of Recognised Income and Expense
Balance Sheets

Statements of Cash Flows

Notes to and forming part of the Finandial Statements
Directors’ Declaration

Independent Audit Report

ASX Additional Information

Corporate Directory




Since 1959, Codan has been providing customers
in rugged and remote areas with reliable
cormmurications equipment. Today, Codan
designs and builds High Frequency (HF) Radio,
Satellite, and Microwave Links products and
supiplies them 1o over 150 countries worldwide.

CODAN




Performance Summary

FINANCIAL PERFORMANCE Year ended 30 June
Audited 2006 % Audited 2005 %

Revenue

Communications Products S106.7m $1175m

Other 51061 $§79m
Total Revenue S117.3m 100.0% 125 4m 100.0%
EBITDA $200m T71% 530.7m 24 5
Depreciation {(83.29n (52.8m
Amortisation of product development (545 (53.8)m
EBIT $12.3m 1055 $24.0m 19.2%
Interest (507 00
Met profit hefore tax S11.6m 9546 524.2m 19.3%
Tax 53.0m {(56.5m
Net profit after tax 58.5mm 72% S17.7m 14,18
Earnings per Share 52c 0.5
Dividend 6.0c 600
I accoedance with corrent socounting standards JFRED there is no amaortisaion of goodelin Pl or Fv0s.

HMALEF YEAR COMPARISONS Half Year Ended
Proforma Audited Increase
June 2006 Dec 2005 %
Revenue
Cormmunications Products 555.8m 550.8m
Other 54.8m 55.8m
Total Revenue S60.7m 556.6m Ei
EBITOA 512.3m 584m 30.9%
Depreciation (S1.8m (51.4%m
Amortisation of product development (52.3Im (52.2%m
EBIT s8.2m 55.8m 41 4%
Interest B504m (50.3%m
MNet profit before tax $78m $55m 41 8%
Tax 524m {(51. 2%
Net profit after tax 554m $43m 25.6%

Fresfit Fow thee seconid Raslf las been sdiusied by removal of the onse off SL7 million ressructuse costs (512 million profiv afzes s imgscsl
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# Profit Improvement Programs Completed in FY06

- Expanded and upgraded Adelaide factory - Selectad product cost-downs

- Enterprise wide [T business systern - Product range review

- Site amalgamations — from five operating - forus on growth products
sites o three - Selected price increases

- Expense base reduction ncluding lower - Global distribution strateqgy review
staff numbers - focus on growth markets

These programs will improve EBITDA in the order of $5 million in FYO? and beyond




Chairman’s Report

Codan perforrmed signfficantly less welt than expectad in
FY08. All of the new product families released 1o rmarket
progressively curing EY0S and FYO6 wese well received
with strong groweth in unit sales. However, overall sales
growth was less than planned and therefore insufficient
o overcome the negative impact of the strongger
Australian dolar. Shareholders were alerted to this situation
iy rermarks at ast years AGM, and via subsequent
announcements to the ASX

in my comments in last year's annual report | noted that the
company had managead the strengthening doliar in FYO5 by
reductions in product costs and strict control of expenses,
As a result profit rmargins grew frorm FY04 to FYO5. in the face
of an even greater currency headwind in FY08, we did not
take steps early in that vear to further reduce costs, electing
instead to accelerate new product launches and market
developrment. in the absence of the planned sales growth
profit margins declined substantially during FYO6.

This situation has now been carrected by the
implemertation dusing the second half of a numiber of
substantial profit improvernent programs, inciuding expense
reduction and selective price increases. Thus we enger FYO7
with a substantially lower cost base, strengthened business
systerms, increased factony capadty, and a strong miarket
position with the new products already effectively Bunched
inall procuct groups.

From this platform the outlook & positive, and the board
declsred a final dividend of 3.5 cenits per share mairtaining
the annual dividend at last yvear's level of 6 cents per share
Lty frankedl.

The global market for the company's products remains
strongg. This, the lower cost base, and the sound platform
for further growth created over the last twio yvears gives rise
o the hoard's expectation for much improved reveris,

profitabifity and cash flow in FYOZ Codan's medium g long
term business objective rermains performance that tracks
the compary's 15% compound growth NPAT trend line.
Although it is unlikely that profit will setumn o that fine inone
vear, sigrificant progress towards this objective is expected
1o be achieved In EYGT

The Company has continued g maintain and adopt through
its disclosures in this Annual Report, the ASX Corporate
Governance Councl Best Practice Recomimendations and
the required disclosures relatad wo the introduction of the
International Financial Reporting Standards. The Y06 sesult
excludes amortisation of goodwill, and where results of
previous vears are provided for comparison amortisation

of goodwill has been added back 1o repored results. The
carrying value of goodwil has been carefully reviewed and
deermed 0 be appropriate.

Codan's board has rernained unchanged since the
refirernerts and new appointments announced in last
year's annual report. The Board regulary addrasses
succession and in accordance with corporate governance
principles witl continue to introduce over time revy and
whese appropriate independent directors with the rdght
experences and gualifications.

We are gratefut for the support of our highly skifled and
committed people during a difficult year It as a result
of their efforts that we can look forward 10 a stronger
perforrmance and a secure fuiure.

/-ﬁ.M

John Uhrig, AC
Chairman






Chief Executive Officer’s Report

Business Performance

in a difficult vear after tax profit fell substantially from the
near record fevel of FY0S.

The strength of the Australian dollar in FY08 compared
to Codan's hedged position of USS0.62 in the previous
vear reduced revenue by $11.3 million and after tax profit
by 55.8 million. Thus excent for the exchange rate impact
there was modest revenue growth. Appreciable growth
was achieved in unit sales volumes of the company’s
three new commiunications product families released to
market progressively during FYO5 and FY0H. This growth
wias, however, insufficient to offset the impact of the
exchange rate.

The full vear profit was also reduced by one off expenses
and provisions equivalent 1o $1.2 milion after tax. These
charges arose from the restructuring and other profit
improvernent programs completed in the second half.
importantly, these programs are expected to have a
positive impact on full vear profit before tax in FYO7 and
beyond in the arder of §5 million.

The second half was appreciably stronger than the first
as Codan achieved greater market penetration with its
new procducts. Second ha¥f revenue was $60.7 miEon,
224 greater than the first half. Bxcluding the one off
expenses and provisions referred 1o above, second half
after tax profit was 5.4 million, 25 6% greater than the
first half.

investment

Two major capital programs, the expansion and
upgrading of the company's principal manufacturing
facilities at Newton in Adelaide, and the new IT business
systern, were successfully completed in the first half and
are i full, routine operation. The combined investment
in infrastructure exceeded 310 million and has already
facilitated the significant reduction in costs and
improvernents in efficiency implemented via the profic
improvernent progranms. Depreciation did, however, add
1o expense in FYO6.

After the major product development programs of
previous years, engineering effort was focused on
increasing production and reducing the costs of the

rewly released products. This was particulady importans
to ensure adeguate capacity for and timely delivery

of the new satellite communications product farmily

as demand ramped up strongly. The focus now is on
increasing capacity and reducing production cost for the
rew dicital microwsve racdio product famiiy

Profit Improvement Program

As noted above, 1o reduce expenses and increase margins
a number of restructuring and other profit improvernent
programs were concluded during the second half. The
Brishare design and manufacturing site and the Codan
Broadcast site in Adelaide were closed and the operations
of those sites consolidated into the company's main
Adelaide faciivy. Staff numbers were reducad by more
than fifty to approximately four hundred worldwide.

The entire product range was reviewed 1o efiminate
complexity and inefficiency and selective price increases
were implernented. Global distribution strategy was
reviewed to target and improve the company's access

to key high opportunity markets, The positive benefit

of these programs, in the order of $5 milkor: per annum
before tax, will be derived in FYO7 and beyond,

Communications Products

HF Radio

Demand for HF radio atdsing from waorld security
concerns remained strong. Sales revence was down but
from the record levels of the previous two years, Focus
on US based custorners and the Chinese market was
maintained and yielded good results for the second
consecutive year In July 2006 Codan released a high
frequency radio wilored to the requirements of the
Chinese market. The product is being very well received.
US sabes of HF radic continue 1o improve as government
agencies test and approve Codan products. Good
crowth was achieved from the HF manpack product
which was released to market in FY05.

These factors are expected to remain important and to
deliver higher sales for HF radio in FYC7

Satellite Communications
The market for this product group was stronger in FYC8
arising from world security concerns and a general



o

irmproverment in the world telecormnmunications markes.
The cormpany improved market share as a result of

very high demand for its new family of products
released progressively during FY05 and FY06 and Codan
reasserted its market leadership in this segment. The
overall outcome was good growth in US dollar revenue
offset by the negative exchange rate effect.

Further growth in sales of this product group i
expected in FYO7

Digitaf Microwave Radio

The market was buoyant and the new product famiy
released progressively during FY05 and FY06 was very
well accepted by customers. Good sales of the product
group were made for use in African cellular telephone
retworks, Strong growth in unit sales volurme and
revenue was achieved.

This trend is expected to continue in FYOY7 and deliver
excetlent growth in revenue and margin from this
Product groun.

Other Business Activities
TV Broadcast Prodticts

The performance of this product group was disappointing.

A nurnber of restructuring and other profi improvernent
programs were implarmentad in the second half.
Better profitability is expectad in FYOY.

Printed Circuit Boards
This business activity continued to perform
to expectations.

Outlock

The expeciation is for ongoing strong demand

for alt cormmunications product groups arksing

frorm world security concerns and growth in

general telecommunications markets. Codan has
reasserted its leadership in its segment of the satelite
communications market. The digital microwave radio
market is very large and growing, offering Codan maior
opportunity. The company commenced FYCT with a
much stronger level of orders on hand than was the
casein FY06.

Ir this envisorement the company expacts continuing
rapid uptake of its new communications products
farnilies, and improving performance in the US

and Chinese markets. Some price increases have
been implemented.

The market for TV broadcast products will also be quite
strong as a result of growth in digital television.

The profit improvement programs have substantially
reduced the company’s cost base,

Thus Codan expects growth in revenue and contribution
to profit from afl communications product groups and
irmproved profitability from TV broadcass producs.

The company’s exposure to the US dollar in FYO7 15
presentdy unhedged and currency exposure is limited to
rovermnents in the spot rate. The board is considering a
number of options o mitigats this currency exposure.

Investment in factory and facilities profects will be
rauch recduced in FYOT following the completion of
YIS0 PrOGrams.

In summary, much improved revenue, profitability and
cash flow is expected in FYOZ,

We thank Codan's people for thelr continued dedication
to the company’s success. Significant progress was made
during the year in encouraging and empowering them
to make decisions and act to improve the business.
There is always more to be done in this regard, and it is
essential to underpin growih.

The safety record of the company was again impressive.
The safety and wellbeing of staff is the first item on
every meeting agenda. This s particularly important
because our staff travel widely in a world with many
SeCUty Concenms.

Mike Heard
Chief Executive Officer



About Codan

Business Overview

Codan designs, manafactures and markets a diversified
product range for the international high frequency radio,
sateffite and digital microwave radio communications
markets, and for TV broadcasting. Codan also
manufactiures printed circuit boards for customers in
Austzalia and New Zealand. The company is one of the
teading providers of value-added products in its market
niches for communications and broadcasting.

Founded in 1958 Codan has grown to become a
globaly active company with exports representing
approximately 90% of revenues. lts products are sold into
more thary 150 countries. Codan's worldwide custorner
base comprises multinational corporations, United
Nations and intemnational aid agencies, government
organisations, telecommunications cassiers and system
integrators and television broadcast networks. Codan
excels in custorner service and support which is
provided throughout the world through a network of
dealers, distrinutors and agenits.

Codan has three business segments:

» Communications Products — Codan's oldest and
largest business activity.

Codan’s communications products business targets
selected global market niches for voice and data
applications in the following areas:

- high frequency {HF) radio communications;
- satelite communications; and
- digital microwave radio cormmunications;

» Broadcast Products — a new business activity
resulting from Codan’s acquisition of Adelaide based
Provideo Systems Pty Ltd effective July 2002 and the
assets of Melhourne based Talia Sound and Vision
effective March 2005; and

m Printed Circuit Boards - IMP Printed Circuits Pry Lid,
a wholly owned subsidiary of Codan, manufacturss
printed circuit boards.

Business Strategy

Core Strategy

Codan seeks to be a group of “Clever products”
husinesses addressing global markets. The Company
will continue to design and mancfacture its own core
products. Codan defines “clever products” to have the
following characteristics:

a elaborately transformed hardware products @as
opposed to pure software or services);

& high intellectual property content, and therefore
reguiring a high value-add component by the
desicner and manufaciurer; and

& argeted at niche low to medium volume business,
professional and government markets globally.

Codan has a track record of profitable growth which

it describes as “growth with a measured tread” In the
early 1990s the Codan Board established a corporate
objective for long term average growth in revenues and
profits after tax of 15 percent per annum, This strategy
continues to direct all growth initiatives, including
chiversification by acquisition.

Codan operates under fong estabilished high

standards of corporate governance, performance and
financial control.

Codarys staff and management team, customer base,
product range, technical skills and global distrbstion
and customer support networks provide a platform
for continued growth both organically and by
further acouisition.

Disciplined Niche Market Strategy

Codan seeks leadership in narrowly defined international
market segments where it is able to establish a
competitive advantage and where there is a reasonable
prospect that Codan will become the brand of choice.
Such market segrents are likely to have sorme or alf of
the following characieristics:

a the segment does not attract aggressive competition
from large multi-national equipment suppliers;

a by utllising its tachnical expertise and global presence,
Codan is able to differentiate its products in terms of
cuality, design: features and exceptional service,;



& custormers and end users piace significant importance
on product reliability and custormner support; and

& end user applications are in geographically dispersed
or remote iocations or in the developing world.

Codan is a recognised brand in mast of the markets in
wihich it operates. The Codan name has been used for
more thar 30 vears domestically and approximately
20 years internationally. Codar has well established
giabal positions in selected HF radio and satellite
cornmunications markets, and is buiiding a platform
ir diggital miczowave radio communications and TV
broadcast markets.

Codan has sales, represenitation and customer service
offices in Australia, the United States, the United Kingdom,
China and India. These local offices allow Codan 1o better
understand #s customers’ requirements particularly the
specic geographic, infrastructure and regulatory issues.
I addition, Codan has extensive sales and distribution
networks clobally. Codan staff travel regularly to all parts
of the globe to service customer needs.

innovation and continual development

of leading, quality products

Codan's proven ability 1o maintain technological
competithreness, bring new products to market, and
to enhance its current products in order o meet is
customers’ requirernents is fundamental to its success.
Accordingly, Codan & committed to research, design
and product development and maintains a substantial
teamn of research, engineering and technical staff for
this purpose,

Management and staff

Mary of Codan's directors and senior managers have
extensive pariods of service with the Company. The
tearn has delivered strong business performance over
Mmagly years.

The Codan managernent tearm has extensive global
experience in #s products and markets. Codary's
managemernt and siaff have proven ahilities in
designing, manufacturing and marketing sophisticated
cormmunications and TV broadcast eguipment.

Codan employs approsimately 400 staff worldwide.
The provision of safe, secure, challenging and rewarding
employment for all staff is one of Codan’s key objectives,

Codan's people forussed objectives are;

w 1o ensure all staff know what is expected of them and
how they contribute to the achievernent of Codan’
strategic and operational goals; and

W 1o be passionate in the constant developrnent of
Codarys peaple and their talenis.

Business Segments

Communication Products — HF Radio

HF radio (alse knowr as short wave racio) 15 a urdversal
and extensively used technology for communications
in rermote areas and over very long distances, extending
to intercontinental coverage. By reflection of the HF
radio wave off the ionosphere, an fonized region of the
atmosphere, signals may be transmitted over many
thousands of kilometres without need for man-made
transmission infrastructure.

HF radio is typically used by organisations for first line
and back-up operational communications of voice, fax or
data, over long distances in any combination of mobile
and fixed station configurations. HF radio will be chosen
where low capital and operating cost, rapid deployment
and the ability o communicate operational information
simuitaneousty 1o many stations are paramount.

Codan’s principat markets are where robust and reliable
HF radios are required by government departments, the
UN, other aid and humanitaran organisations, businesses
and other organisations. The matority of Codan's HF
radicy sales are for use in developing world countries.

Codan supplies radio transceivers, moderns and
accessories for vehicle installed and land based stations
and hack pack applications. Codan HF radios are known
for thair very hich reliability, excellence of performance
and ease of operation. "Codan” has become the icon for
commercial BF radio In many markets around the world.

Governmment users include police forces, customs
services, emergency services, horder patrols, coast
guarcls, security services, embassies and departments
of post and telecommunications, health, forestry,
agricuiture, fisheries and roads.



About Codan continued
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Commercial and busingss users include the construction,
agriculiure, forestry, mining, energy, road transport,
power Utility, coastal shipping and fishing industries.

Codan supplies HF radio to the maiority of UN and maios
intermnational non-government organization (NGO) aid
agendes, and to many smaller NGO and government
nurnanitarian organisations.

Communications Products - Satelfite

in a satellite cormmunications systern, information is
relayed between earth stations via satellites using
microwave radio technology. The advantages of a
satelfite cornmunications systerm are that it can transmit
and receive information over very long distances
frespective of terraln and it can be deployed rapidly and
cost effectively compared to wire-line and optical fibre,
particularly in rernote areas. Satellites can be used for
broadcast services as well as for two way poirg-to-poing
of network communications.

Satedfite networks offer global communications. The
capacity is high with data rates typically up to 8 Mbps
for a fixed station. Signals are of a quality and reliabifity
similar to that provided by equivalent terrastrial systems.
However, operating costs are relatively high,

Codan offers products in the following portions of the
global sateliite communications market:

e arange of low, medium and high power ransmitter/
receiver equipment {transceivers) and biock
up-converters (BUCS) for use i voice and data
commanications senvices; anc

w3 range of solid state high power ampifiers for usein
mgjor satellite communications earth stations and for
satellite up-link facilities in the TV broadcast industry.

These products are for use in fixed and transportabie
sateliite cornmunications earth stations for single and
multi-casrer voice, fax and data services and for TV
broadcast satellite up-links. Typical users inclede service
providers offering telephone services to remote areas
and organizations requiring private voice and data
networks where signal quality and reliability, and high
capacity communications are required.

Codar supplies satefiite communications products to a
number of maior Australian and international business
organisations and o government organisations in

a number of countries including the United States

of America.

Codan BUCs are known for thelr very high reliability
which is key to Codan custorners’ providing refiable
communications services to remote parts of the world.
Codan also places substantial focus inits BUC product
developrment on achieving excelient transmit power
to weight ratios. A high transmit power to weight

ratio not only cuts frefght costs to remote areas butis
also particularly valued by customers who integrate
transportable fiy-away sateliite terminals. Fly-away
terminals are used by ald agencies, emeriency services
and the broadcast industry.

Communications Products — Digital Microwave Radio
Digital microwave radio (OMR) is a terrestsial microwave
communications fachnology. Signals travel directly from
one radio to ancther using highly directional antennas
by line-of-sight, thas constituting a link. The antennas
are mounted on a combination of towers, buildings
and hilltops. The distance of communications for any
one link i limited by a number of factors including
antenna heights. The range of a ink s from less than
Tk to approxdmately 100km. A series of links can be
concatenated to achieve communications over long
cistances, Information traffic is typically voice, fax, data
ard video,

The major customers for DMR links are;

& general telecormnmunications carriers for rapid
deployment and extension of competing
telecornmunications services;

a cellular operators for the nterconnection of cellular
towers, particularly in countries in which mobiie
phone services have been deregulated. DMR links are
used because they can be commissioned quickly and
are cheaper than leasing cable or optical fibre services
frorn an incumbent carrer,



& providers of alternate services for direct connection to
users of to interconnect network nodes. These include
Wireless Internet Service Providers, point-to-multipoint
natwork providers, and WilMax Service Providers;

a private network operators. These customers
inchude business, government, utilities, providers of
emergency services, as well as heaith and education
nstitutions. They use DMR links to connect not
anly voice services but also data natworks such as
Ethernet; and

u the users of video links. DMR links are used to pass
video signals at rates up to £5Mbps.

Codan manufactures narrowband DMR inks for
voice, facsirmile and data services in either PDH form
{pleisiochronous digital hierarchy) or LAN (Local Arsa
Metwork — Ethernet) form. These types of links offer
capacity up to 45Mbps.

Codan DMR links are known for thelr high reliability,
ease of installation and Codan's advanced network
management system. Unlike many competitors, itis a
product family which is based on a common harchware
platform which offers high flexibility of available
configurations and excellent capability for progressive
capacity expansion as traffic demand increases. The
network management system allows remaote control,
performance monitoring and capacity expansion from
& rermote operations centre, This is valued by customers
operating in remote regions of the world.

Broadcast Products

Television broadcasters manage a large number of
video and audio signals, bhoth analogue and digitad,

that ultimately provide the content to fill the many
channels provided to viewers through numerous
defivery methods including free-to-air, cable, satellite
and Internet. In program preparation, these signals

are combined, converted, monitored, distributed and
switched throughout the broadcasters studio facility
Codan Broadcast designs and manufactures equipment
used by TV broadeasters, video pre- and pose-
production houses and government and news faciities,

The procuct range inchudes:

Routing switchers, ranging from small compact
moutars up to large, full-feature routers that can
provide the backbone for the signal management in
a large broadcast facility,

w interface products that condition, convert, combine
and distribute both analogue and digital audio and
video signals, and

w Monitorng products used extensively through
broadcast facilities.

Codan Broadceast is a principal supplier to the Australian

rarket and is increasing its presence in international

rnarkets through a dealer network iry Asia and with its
global distribution relationship with a major Canadian
broadeast supplier, Ross Video.,

Printed Circuit Boards

Codan owns the Adelaide based printed ciroult board
manufacturing business, IMP Prnted Circuits Pry Ltd, IMP
manufactures single sided, double sided and multilayer
printed circuit boards (PCBs} for over 400 electronics
rmanufaciurers in Australia and New Zealand. IMP
specialises In the supply of high quality product for short
to mediurm runs, sapid turnaround and prototyping
applications. On-time delivery and excellent service are
critical components of IMP's key competitive acvantage.

Operations

The Company operates rmanufacturing facilities in
Adelaide and Melbourne. The main Adelaide facility
in Newton produces alf of Codan's communications
products and is Codan's head office.

Manfacturing operations for Codan's communications
and broadeast products consist of assembly, test and
ture, and quality assurance. These products have a
significant engineering contant and raquire skilled
technical labour for assernbly and testing. Codan guards
its reputation for reliability of products by adopting
stringent testing and quality control procedures. Codan
rmaintains guality assurance systerns approved to
International Standard 150 001

1



Directors’ Report

Codan Limited ard its Controlled Ertities

Back row frorm left to right: Michas H

73, Potor Gt

r. Front row from left to rdght: lan Wall, Jobin Uhidg ared Brian Sunms.

The directars present their report together with the Bnandial report of Codarn Limited (the Compary'y and of the consolidated entity,
being the Compary and its controlled entities, for the year ended 30 June 2006 and the auditers report thereon.

CHRECTORS

The directars of the Comparyy at any time dusing or since the
enid of the financial year are:

John Uhrig ACss
Chairman, Non-Executive Direcior
Aged 77

Mr Uhtig was appointed 1o the board as Chairman in 1586
He has broad industry and manufacturing experience and has
participated in and contiibuted 10 & variety of governmentg
and community bodies. He was formerly a direcior of ASK
listed companies Westpac Banking Corporation {1989 1o 2600

and chairman 1992 1o 2000), Santos Limited (1997 1o 2001 ana
chairmar 1994 10 2001 and Rio Tinto Liritad (1983 1o 2001

and chairmar: 1987 1o 2001), He was formesly chairmar: of the
Australian Manufaciuring Council, deputy chairman of Rio

Tinte pic, managing directar of Simpson Holdings Liited and
Brinsmead Hlectrical industries Pry Lid, a foundation member

of the Naticnal Companies and Securities Comgnission znd &
director of B Seppelt & Sons Limited and the Export Finance and
Insurance Commission.

wir Lihrig has agreed 1o remain as Chaisman for a sufficient
period of time 1o alfow the establishment of Codan as a
successfully listed comgpany. it is envisaged that he will rot retire
before the Company's Annual General Meeting in 2606,



Michael Heard t: 0
Mianaging Directar and Chief Lxet Utive Ofﬂcr{
r\ged 58

iy Heard was appointed to the board as Managing

Cirector in 1991 He was formerly general manager and &
director of Ribioc Group Lrd (civil engineering technolagy
industry) and chief executive of Cheviot Manufacturing

Py Ltd {automative components industry). Before that, Mr
Heard held varicus 2ngineering markating and management
pasitions with CIG Lrd fnow BGC Lid) in Brishane, the United
Kingdom, Sydney and Adelaide. He is a former member of the
Australian Space Councit and the Australian National Telescope
Steering Committee. Mr Heard was the founding president of
South Austraiia’s Electrorics Industry Association and is today
chalrman of that Assodistion's Industyy Leaders Forum. He is a
former director of Amdel Limited,

Jirmn Bettison ki
MNor-Executive Director
Aged 74

iy Bettison retired as a director in October 2005, He was one
of the founders of the company and was appointed 1o the
hoard in 1958 Mr Bettisor was Chief Executive urdil 1985 He s

a former Serior Deputy Chanicellor of the University of Adelaide,

member of the Commoenwealth Governmenit's Australian Space
Board, member of the Divisianal Advisory Committee, (SIRO
Division of Radiophysics and board member of the Technology
Cevelopmert Corporation (South Australia).

Brian Burns AN Fops, 108
Mon-Executive iector
Aged 67

s Bums was appointed 1o the board in 1996 (lternate
director from 1990% Mr Burns is 3 former managing director
of B Seppelt & Sons Ltd and a former chairmar of the South
Australian Government owned Institute of Medical and
Veterinary Science and of Luminis Pty Lid, the inteliectual
property commercialisation company of The University of
Adelaide. He s a former director of ASK listed companies
Mational Foods Limited (1991 10 2003) and Selact Harvests
Limited {199% 1o 20041 He is & former director of Cascade
Brewery Co. Limited and GO Bottlers Limited. He has served
the accourtancy profession as the South Australian president
of CPA Australia and as a member of the Auditing Standards
Board of the Australian Accounting Research Foundation,

Peter Griffiths i
Independent Non-Executive Director
Aged 64

B EAITD

Mr Griffiths was appointed 1o the board in luly 2001, following
his retirement as a senior executive of Cocs-Cola Amatil Limited.
Mr Griffiths has extensive global experience having worked

in Central / Eastern Europe ard South East Asia for Coca-Cola
Arnatil Limited. At various times he was company secretary, chief
financial officer and managing director of GC Bogtlers Limited
and held board positions in Australia, New Zealand and the USA.
He is a Certified Practising Accountart and has been presidert of
the South Australian branch of the Financial Executives institute
as well as federal presidenit of the Australian Soft Drink Industry.

David Klingberg AM pTa i :
Independent Non-Executive D rector
Aged 62

Mr Klingberg was appoirted 10 the board in July 2005 He s an
engineer with extersive national and international experience
hawvirig been managing directer of Kinhill limited fom 1986

2 1998, He was based in Singapore during 1991 and 1592
responsible for the international activities of Kinhi Mr Klingherg
is currently Chancellos of the University of South Australia a
position: he has held since 1998, He has a aumber of private
sectar and goverryment appointments inciuding chairmarn of
Barossa infrastructure Lirvited, and direciorships of Snowy Hydro
Limited, Centrex Metals Limnited and the WaorkCover Caorporation
of South Australia.

Dr David Klingnier b5 s, o B
Independent Non-Executive Director
Aged 62

D Klingrer was appointed to the board in December 2004,

D Klinigrier, a geclogist, was previously employed by Rie Tintg
whete he was engaged in a number of seniors roles involving
business leadership, project developrmeant and worldwide
expioration activities, and where he gained a great deal of
experience in the establishment and management of overseas
operations. He is 3 former chiairman of Coal & Allied Industries
Ltd, Bougainville Copper Limited and the World Coal Institute.
He was appointed as a director of Energy Besources of Australia
Limited irs Juby 2004 and is presently chairman

iaHWail B FSAGHE B o
Mon-Executive Director
Aged 75

My Wall, one of the founders of the Company, was appointed to
the board in 1959, He has beers invalved in many of the Company's
operations but particutarly in product related systems enginesring.
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Alastair Wood =i
Mon-Executive Director
Aged 73

MrWood retired as a director in October 2005, He was one

of the founders of the Company and was appointad 1o the
board irs 1959, He has been involved in many of the Company's
opesations but principally in product development enginesring.
Ir Wood continues 1o be retained by the Company as &
consultant on enginearing matgers.

CHRECTORS MEETINGS

COMPANY SECRETARY

M David Hughes sa i O, s,

Mir Flughes was appointed ta the position of company secretary
in Septemtber 2000, Mr Hughes has responsibility for the Bnandial
controd, reporting and information technology across the Codan
group. Prior to joining Codan hie was Executive General Manager,
Information Services with Nasmandy Mining, Commercia
Manager at Southcorp and Divisional Financial Controller at
James Hardie.

The number of direciors meetings (including meetings of committees of directors) and number of meetings attended by each of the

directors of the Company during the financial vear are:

Board Audit,

Risk and Compliance Rernuneration

Director Board Meetings Cormmittes Mestings Commitiee Meetings
A 3 A B A B

Johri Ukdg 13 13 2 ?

Michael Heard 13 13

Jim Bettison 4 5 | |

Brian Burmns 12 13 5 5 2 ?

Peter Criffiths 13 13 5

David Klirgberg 12 13 4 4

D¢ David Klingner " 13 1

lan Wak 13 13 2 2

Alastair Wood 5 5

a4

A - Murmbe ]
weEicd cuning the time the

B - Murmifer of mestings

frector Feld office churing the year

CORPORATE GOVERNANCE STATEMENT

This staterment cutlines the main corporate governance
practices in piace throughout the Bnandial year, which comply
with the ASK Carporate Governance Councll recommendations,
urdess atherwise stated.

Board of Directors
Role of the Board

The board's primary ole is the protection and enhancement
of lang-term shareholder value.

Te fulfil this role, the board is responsible for the overall corporate
gaverriance of the consalidated entity including formulating its
strategic direction, approving and monitonng capital expenditure,
setting senior executive and direcicr remuneration, establishing
and monitaring the achievement of management’s goals and
ersuring the integrty of intemal corgrol and management
inforrnation systems. 111s also responsible for approving and
monitaring finarcial and ather reporting
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The board has delegated responsibility for operation and
administration of the Company 1o the Managing Director.

Board processes

To assist iy the execution of its responsibiities, the board

has established a number of board committees including

a Remuneration Committee, and a Board Audit, Risk and
Compliance Committee. These commitiees have written
mandates and operating procedures, which are reviewed on a
regular basis. The board has also estabdished a framework for
the managamerdt of the consolidated entity including a system
of internal control, a business risk mariagement process and the
astablishmeant of appropriate ethical standards.

The full baard currently holds ten scheduied meetings each
vear, pius strategy meatings and any extraordinary meetings at
such other imes as may be necessary 1o address any specific
significant matters that may arise.



The agenda for meetings is prepared in corjunction with
the Chairman, Managing Director and Compary Secretary.
Standing items include the Managing Director's report,
occupational heaslth and safety report, financial reports,
strategic mattars, governiance and compliance. Submissions
are circulated in advance. Executives are regularly involved
iri board discussions and directors have other opportunities,
includirg visits 1o businiess operations, for contact with a
wider group of employees.

Director education

The consolidated entity has a process 1o educate new directors
about the nature of the business, current issues, the corporate
strateqy and the expectations of the consclidated ertity
concerning performarice of directors. Direciors also have the
Cpporiunity 1o visit consclidated entity facilities and meet

with management 1o gain a betier understanding of business
operations. Directors are given access 1o continuing education

opporiurities to update and enhance their skilis and kniowledge.

Indenendent professional advice and aocess 1o Company information

Each direcior has the right of access to al relevant Company
information: and to the Company's executives and, subjact 1o
prior consultation with the Chairman, may seek independent
professional advice frem a suitably qualified adviser at the
consolidated ertity's expense. The direcior must corsuit with
ars advisor suitably qualified in the relavars feld. A copy of the
advice received by the direcior is made availabie 1o all other
meambers of the board. The Access, Indemrity anid insurance
Ueed for each direcior sets out thelr fights on these matiers.

Compasition of the Board
Tha compasition of the board is determinad using the
foliowing principles:

# abroad range of expertise both naticnally and
internationially;

# & maiority of nor-executive directors;

# & maiority of directors having extensive knowledge
of the Company's industries, and thase who do nat,
have extensive expertise in significant aspects of
financial management and general management of
farge companias;

# anon-axecutive director as Chalrman;

# enough directoss to serve on vanous committees without
overburdening the directars or making it difficult for them
o fully discharge their responsibilities; and

# subject to re-election every thiee years {except for the
Managing Director.

Aryindependent director is a director who is not a member of
management (& non-executive direcion and wha:

B holds less than five percerd of the voting shares of the
Company and is ot an officer of, or otherwise assadiated,
directly or indirectly, with a shareholder of mare than Bve
percent of the vating shares of the Company;

B has not within the last three years been employed inan
execuiive capacity by the Company of ancther group
meamber, or beer: a director after ceasing o hold any
such emplayment;

B within the last three years has not been a principal or
employee of a material professional adviser or a materiat
consultant 1o the Company or anather group member;

B isriot a materal supplier or customer of the Company
or arwcther group member, or an officer of or otherwise
associated, directly or indirectly, with a material supplier
ar customer;

8 has no material cordractual relationship with the Company
or ancther group member ather than as a director of the
Company,; and

B is free from any interest and any business of other
relationship that could, or could reasonably be perceived
0, materially interfere with the director’s abifity to actin
the best interests of the Company.

The ASX Corporate Governance Council's Pringiples

of Good Corporate Governance and Best Practice
Recommenidations' states that a majority of the board

should be independent directars and the chairperson shiould
be ar indeperdent director. The company has not complied
with these two recommendations. Given the company's
transition from a very successful privately owned company

w2 a publicly listed company in November 2003 the board
bielieve the current composition of directars is still appropriate
for the compary.

The board is regularly addressing succession i order 1o

ensure that its composition gaing forward is appropriate.
Messrs Wood and Bettisor retired i Qctober 2005 and

Messrs Klingner and Klingberg were appointed as directors in
December 2004 and July 2005 respectively. Mr Uhrig, who has
been Chairmar sirce 1986, has agreed 1o remain as Chialrman
urstil at least the Compary's Annual Gereral Meeting in 2006.1n
accordance with governance principles, new and appropriately
gualified and independent board members are being
introduced over time @ enable Codan to achleve its future
corparate ohjectives,
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Board Performance Evaluation

The ASX Corporate Governance Coundil's Pringiptes of Good
Corporate Governance and Best Practice Recommeandations’
recommends the astablishmeant of 2 nomination committes.
The role of nomination of praposed directons is being
conaducted by the fult board.

The board is currently reviewing its evaluation processes,
and the Chairman has conducied reviews as necessary.

Remuneration Report
Remumneration Committee

The Rermuneration Commilies reviews and makes
recommendations 1o the board on remuneration packages
and podicies apglicable 1o the Managing Diractar, senior
executives and directors themselves, IUis also respansibie

for share schemes, incentive parformance packages,
superanration entitlermnents, retirement and termination
entitlemeants and fringe benefits policies. The members of the
Remuneration Committee during the year were:

Briar: Bumns (Chairmant — Non-Executive Director

John Uhrig - Nen-Executive Director

D¢ David Klingner — independent Non-Executive Direcior
{appointed 25 Novernber 2005)

Jirn Bettison - Non-Executive Director {retired 28 Octobher 20053

The fManaging Director is vited 1o Remuneration Commitiee
meetings, as required, to discuss senior executives’ performance
and remuneration packages.

Remuneration policies

Remuneration lavels are competitively set to attract and retain
appropriately qualified and experienced senios executives.

The Remuneration Committes obtains indeperident advice on
the appropriateness of remuneration packages, given trends

in comparative comparies both locally and internationally.
Remuneration packages car include a mix of fixed remuneration
and performance-based remuneration.

The remuneration structures explained below are designed 1o
attract suitably qualified candidates, and o effect the broader
outcome of increasing the consclidated ertity’s net profit
The remuneration struciuses take irfo acoount:

B the overall level of remuneration for each director
and executive;

B the execuiive’s ability 1o control the relevant segments
performance; and

B the amount of incentives within each executive’s
remuneration.

Certair senior executives may receive banuses based on the
achievemerit of two spacific performance hurdles,
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Firstly, where the ratic of earnings before ingerest and taxes
{("EBT), which is adjusted for the capitalisation of product
development expenditure, 10 sales exceeds a predetermined
thrashold for the financial yvear a bonus is calculated based

on a percentage of the executives nosmal salary package

This percentage is capped at a maximum of 35% of the salary
package, For the year ended 30 June 2006 this bonus condition
was not achieved and as a resuit ng paymenits under this
performance condition will be made.

Secondly, where growth of the consolidated entity exceeds

a predetermined threshold for the financial year a banus s
calculated based on a percentage of the executives normal
salary package. This percentage is capped at a maximum of
35% of the safary package. Paymenits unider this performance
conditon are dependent upon the achiavement of the
mirgmusn threshald for the EBIT 1o sales ratio referred 1o above.

For the yvear ended 30 june 2006 the growth performance
measiire was nat achieved and as a result ne payments under
this performance conditon will be made.

Where these calculations result in a bonus being available the
payment of one half of the bonus would be dependent upan
thie appeaisal rating of the spadific executive. These performance
conditions have been established to encourage the profitable
growth of the consclidated ertiy. All bonus amounts that
accrue to the relevant executives are paid in cash. There is no
separate profit-share plan and no share options have been
isstied by the Company.

The board considers that the above performance-linked
remuneration structure is aporopriate.

In considering the consolidated entity's performance and its
impact on shareholders weaith the remuneration committes
have reqard to the follovdng measures,

20086 2005 2004
Net profis after tax 8487870 16,204,132 16677771
Uividends paid 9722728 8,840,027 A885120
Change in share price ($0.48) (50.40) 5070

Codan Limited listed on the Austyalian Stack Exchange on

27 November 2003 and therefore details of the company's
performance for prics finandal years have not been incuded.
The net profit after tax for the 2004 and 2005 years have

rict beer adjusted for the impact of International Financial
Reparting Stanidards.

Total remureration for all non-executive directors, fast voted
upan by shareholders at the 2003 AGM, is not 1o excead
S750,000 par annum. Non-executive direciors do not receive any
performance related remuneration noy are they issued options
an securities. Directors’ fees cover all main board activities and
membership of commitieas.



Directors’ and senior executives’ reruneration

Datails of the nature and amount of each malor element of the remuneration paid or payabie 1o each direcior of the Compan
each of the five named officers of the Company and the consolidated entity receiving the highest remuneration are:

y and

Base Non-cash Supear Retirament
Directors emolument Bonuses benefits contributions benefits Total
5 5 5 5 ] ]
Jon-executive
John thrig 163,500 - - - - 163,500
Irvine James Bettison 27250 - - - - 25250G
Briars Burns 75,000 - - 6,750 - 81,750
Peter Griffiths 75,000 - - 6,750 - 81,750
Cavid Klingberg 68,750 - - 6,188 - 74938
Dr David Klingner 73000 - - 6,750 - 81,750
lars Wall 81750 - - - - 81,750
Alastair Wood 27250 - - - - 27250
Executive
wichael Heard 445350 - - 44,530 - 485,581
Base Mon-cash Super Retirement
Executive Officers emolument Bonuses benefits contributions benefits Total
5 5 5 5 ] ]
Aflan Gobolos 207450 - - 18,933 - 226,383
David Hughes 206,252 - - 16,843 - 223,095
Peter Chariesworth 184,568 - - 16,545 - 20,112
Conaid McGurk 204,293 - - 15,361 - 219,654
Charlas Neshits 131,258 18,750 - 11,089 - 161047
The remuneration amounts disclosed above have been The members of the Board Audit, Risk and Compliance

calculated based on the expense to the company for the financial Commirtee during the year were:
year, therefore items such as annual leave and fong service leave,
taker: and provided for, hiave been considered. As a result the
remuneration disclosed may not equal the salary package as
agread with the executive in any one yvear. Mr C Neshitt (Generat
Mianager Manufactusing) was promotad 1o the executive team
arwd in this year of ransition: his base salary and bonus has been
structured differently from the other execdtives. The external auditors, the Managing Director and Chief

Briar: Burns — Non-Executive Director

David Kiingherg - Indepenident Non-Executive Direcior
{appointed 25 November 2005}

lan Wall - Non-Executive Directar {retired 22 December

Board Audit, Risk and Compliance Committee ; , ; - . . .
Risk and Compliance Committes meetings al the discre

The Board Audit, Risk and Compliance Committee has a of the commirtes.

documentad chartey, approved by the board, All members
must be nor-executive directors. The Chairmarn may not be
the Chairman of the board. The commities advises on the
astabiishment and maintenance of a framework of internal
control and appropriate ethical standards for the management
of the consolidated entity.

Peter Griffiths {Chairman) -~ Independent Non-Executive Director

2605)

Finance and information Officer, are invited 1o Board Audit,

fion
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The responsibilities of the Board Addit, Risk and Compliance
Committee, as detaited in its formal charter, include
reporting to the hoard on:

B reviewing the annual and half-year financial reports
and other financial information distributed externially.
This includes approving new accoursing policies 1o ensuge
compliange with Australian Accounting Standards and
generally accepted accourding principles, and assessing
whether the finandial information is adequate for
sharehalder needs;

B 3552550 COIPOIATe risk assessment processes;

B reviewing the Company's policies and procedursas
for convergence with International Financial
Reparting Standards;

B assessing the need for an internal audit function;

B assessing whether non-audit services provided by the
external auditor are consistent with maintaining the
external auditor's independence. The external auditos
provides an annual independenice declaration in relation
o the audit;

B providing advice 1o the board in respect of whether the
provision of the non-audit services by the external auditor
is compatible with the gereral standard of independence
of auditors imposed by the Corporations Act;

B reviewing the nomination and performance of the
axtarnial suditor. The external audit engagement partner
was last rotated in 2007,

B assessing the adequacy of the internal control framework
and the Company's code of ethical standards;

B monitadng the proceduses 1o ensdre compliance with the
Corporations Act 2001 and the ASX Listing Ruies and all
other reguiatory requirements; anid

B addressing any matters outstanding with alditors,
Australian Taxation Office, Australian Securities and
Irvsestments Commission, ASK and finandial institusions.

The Baard Audit, Risk and Compliance Commitize reviews the
performance of the external auditors on an annual basis and
normally meets with them during the year to:

B discuss the external audit plan, iderdifying any significant
changes ini structure, operations, internat controls
af accounting poficies likely ta impact the financial
statements and 1o review the fees proposed for the audir
work 1o be performed;

B review the half-year and prefiminary final report prior to
indgement with the ASX, and any significant adjustments
raquired as a result of the auditor's findings, and to
racommend board approval of these documents, prior to
announcemerdt of resulis;

B review the results and findings of the auditos, the
adequacy of accountinig and finandial controls,
and 1o monitor the implemenitation of any
recommendations made;

B as required, to organise, review and seport on any special
seviaws o investigations deerned necessary by the board.

Risk management

wiaior risks arise fom such matiers as actions by competitors,
government policy changes, the impact of exchange rate
mavements on the price of raw materials and sales, difficuities
ir sourcing raw materials, environment, occupational health and
safely, property, product quality, interruptions o production,
changes in international quality standards, financial reporting,
and the purchase, developmenit and use of information systems.

Chersight of the risk management systern

The board has in place a number of arrangements and internal
controls intended 1o identify and manage areas of significant
business fisk. These include the establishmerit of committees,
regular budget, finandial and managemenst reporting, established
organisational struciures, procedures, manuals and policies,
extemnal financial and safety audits, insurance programmes and

the reterition of spedialised staff and external advisors.

The Board Audit, Risk and Compliance Committes consider risk
in order 1o ensure fsks are idergified, assessed and appropriately
managed. The committes reports 1o the board on these matters
on ar ongaing basis.

Bisk management ond campiiance and control

The consolidated entity strives 1o ensure that its produats are of
the highest standard. Towards this aim it has cerdification o AS/
NZS 150 9001 accreditation.

The board is responisible for the overall internial conitrol
framewwark, but recognises that no cost-effective internal control
systern will preclude all errors and irreqularities. Comprehensive
practices, have been established 1o ensure:

B capital expendituse and revende commitments above 3
certain size obtain prior hoard approval;

B financial exposuras are controllad, including the dse of
desivatives;

¥ occupational heaslth anid safety standards and
management systems are manitored and reviewed 1o
achieve high standards of performance and compiiance
with regulations;



# business transactions are properly authorised
and executed;

# the quality and irtegrity of personnel;

# financial reporting accuracy and compiiance with the
financial reporting requlatary framework; and

# environmerial regulation compliance.

Ciuaiity and integrity of personnel

Appraisals are conductad at least annually for al senior
emplayees. Training ard development and appropriate
remuneration and incertives with regular performance reviews
cregte an erwironment of co-operation and constructive
dialogue with emplovees and senior management,

Finandiaf reporting

The Managing Direcior and the Chief Finarice and Information
Officer have declared in writing o the board that the
Compary's financiat reports are fourded on g sound system

of internal compliance and controd and risk managemeny
practices which implement the policies adopted by the board.
This declaration includes stating that the financial reports
present a true and fair view, in alf material respects, of the
Compary's financial condition and operational resuits and are in
accordance with relevant accounting standards. This statement
is required annually.

wionthly actual results are reporied against budgets
approved by the direciors and revised forecasts for the year
are prepared reguiarly.

Ervironmental regulation

The consolidated entity's aperations are nat subject

1o sigrificant environmental reguiations under aither
Commonwealth or State legislation. However the board believes
thiat the consclidated entity has adeguate systems in place for
the maragemeant of its erviranmenital requirements and is not
aware of any breach of those environmenital requirernents as
they apply 1o the consolidated entity.

tnternat udit

The Board Audit, Risk and Compliance Commities is responsible
for detarmining the nead for an internal sudit functor: for the
consolidated entity. The committes has at this point determined
that ars internial audit finction is not required. The commities
will cortinue 1o assess the need for a formal internal audit
finction i future years,

Effectiveness of risk management

The Managing Direcior and the Chief Finance and Information
Officer hiave declared, in writing to the board, that the finangial
reporting fisk management and associated compliarice anid
controds have beer: assessed and found @ be cperating
efficiently and effectively. The operational and other compliance
risk management have also been assessed and found 1o be

operating efficiently and effectively. Al risk assessments covered
the whole financial year and the pericd up 1o the signing of

the annual financial report for all materiat operations in the
consolidated entity.

Ethical standards

All directors, managers and employees are expected (0 act
with the utmiost integrity and objectivity, striving at ali fimes to
erihance the reputation aryd performarice of the consolidated
enitity. Every ermployes has a nominatad supervisor to whom
thay may refer any issues arising from their employment.

Confiict of interest

Directors must keep the board advised, on an ongoing basis,
of ary irgerest that could potentially conflict with thase of
the Company. The board has developed proceduras 1o assist
directors 1o disciose potential conflicts of interest.

Where the board believes that a significant conflict exists for
a director on a board matter, the director concerned does noy
recetve the relevant board papers and is not present at the
meeting whilst the ftem is considerad.

Code of conduct

The consalidated entity has advised each director, manager
and employes that they must comply with the entity's code of
conduct. The code of conduct covers the foliowing:

B aligring the behaviour of the board and management
with the code of conduct by maintaining appropriate core
Company values and ohiectives;

g fuifiling responsibilisies ta sharehoiders by delivering
sharehaider value;

B usefulness of financial information by mairtaining
appropriate accounting policies and practices
and disclosure;

g fuililling responsibilities to clients, customers and
consumers by maintaining high stardards of product
quality, service standards, commitments 1o fair vakue, and
safety of goods produced;

B employment practices such as ogcupational heaith and
safety, employmeant opportunity, the leved and structure of
remuneration, and conflict resolution;

B responsibilities 1o the commurity, such as erwironmertal
protection palicies, supportini the community activities
and sponsorships and donations;

B responsibilities 1o the individual, such as privacy,
use of privileged cr confidental information, and
conflict resolution;

g compliance with lagislation including policies on legal
compliarce in courtries where the legal systems and
protocols are significantly different from Australia’s;
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@ conflicts of interesy;

B corporate opportunities such as preveniting directors
and key executives from taking advantage of property,

information or position for personat gain;

w confidentiality of corporate information;

w fair dealing;

w protection and proper use of the Company's assets;
# compliance with laws; and

B reporting of unethical behaviour.

Trading in general company securities by directors and emnployees

The key elements of the Trading in General Company Securities
by Directors and Empioyeeas Policy are:

g identification of those restricted from trading — direciors
and senior executives {ali employees from manager
upwards} may acgquire shares in the Company, but are
prohibited fom dealing in Company shares:

- except between twergy four haurs and four weeks
after either the release of the Compary's half-year and
annual resuits 1o the Australian Stock Exchange (ASK)
or the Annual General Meeting, or any other period as
determined by the Board, and reported 10 the market,
as being a pericd during which the market is believed
2 be fully informead of all matiers relevant 1o the
company’s share price;

- whilst in possession of price sensitive information not
yel refeased to the marker

B raising the awareness of legal prohibitions including
transactions with colleagues and external advisers;

B requiring details 1o be provided of intended trading in the
Company's shares;

B requiring details 1o be provided of the subsequent
coenfirmation of the tade; and

B identification of processas for unusual dircumstanges
where discretions may be exercised in cases such as
firanciat hardship.

Communication with shareholders

The baard provides shiarehalders with information in accordance
with Continuous Disclasure reguirements, which includes
identifying matters that may have a material effect on the price
of the Campary's securities, notifying them to the ASK, posting
them an the Campany's website, and issuing media releasas.

20

In summary, the Cortinuous Disclosure poficy operates
as foflows:

B the Manaqging Director and the Chief Finance and
information Officer are responsibie for interpreting
the Compary's policy and where necessary informing
the beard. The Chief Finance and information Officer
is responsible for all commurnications with the ASX,

Reportable matters are promptly advised o the ASX.

g the annual report s distribuzed 1 all shiareholders
includirg relevant information about the operations of
the consolidated ertity during the year, changes in the

state of affairs and detalls of future developments.

g the haif-yearly repart contains summarised finandial
information and a review of the operations of the
consolidated antity during the period. This review is sent
1o all shareholders. The half-year reviewed financial report
is lodged with the Australian Securities and investmenits
Cormsmission and the ASX, and sent to any shareholder
who reqLests it

B all announcements made to the market, and rafated
information (inciuding information provided 1o analysts or
the media during briefings), is placed on the Company's
website after they are released to the ASX.

B the full texts of notices of meetings and
asseciated explanatory material are placed on the
Compary's websiie.

Al of the above information, including that of the previous
four years, is made avallable on the consolidated entity's
website within cne day of public release, and is emaiied to
all sharehoiders whao lodge their emall contact details with
thie Company.

The board encourages full participation of sharehoalders at the
Annual General Meeting, 1o ensure a high fevel of accourzability
and identification with the consolidated entity's strateqy and
goals. The external auditor is requestad to attend the Annual
General Meelings 1o answer any guestions concerning the audi
and the cortent of the auditor's repart.

The shareholders are requested 1o vote on the appointment and

aggregate remuneration of directors, the grarging of options and
shares to directors and changes to the Constitution. Copies of the
Constitution are available 10 any shareholder who requests it

PRIMCIPAL ACTIVITIES

The principa activities of the conisolidated entity during the
course of the Bnancial year wera the design, development,
marufacture and sale of communications equipment,
printed circuit boards and electronic equlipment for the
broadcast industry.



There has not been any significant change in the nature of the
activities of the consolidated entity during the year,

OPERATING AND FINANCIAL REVIEW

The Board of Codan Limited has announced ar After Tax Paofit of
£8.5 million for FY0S, 52 2% lower than for the pravious year.

Operating revenue for FY06 was S117.3 miltion, £.5% lower than
thie previous year.

Tha strength of the Australian dollar in FYO6 compared 10
Codan's hedged position of USS0.62 in the previous year
reduced revenue by $11.3 million and After Tax Profit by $5.8
millior. Thus excapt for the exchange rate impact there was
madest revenue growth. Appreciable growth was achieved

in urit sales volumes of the company's new product families
released to markel progressively from late in FY05 and during
FY06, This growth was hiowever insufficient to offset the impact
of the exchiange rate on profit

The full year profit was alsc reduced by one off expenses and
provisions eguivalent to $1.2 million after tax. Thesa charges
arose from the restructuring ard other profit improvement
programs compieted in the second half and advised to the
market ir: the board's anncuncement of 18 May 2006. These
profitimprovement programs are expected (o have & positive
impact on fui year profit before taxin £Y 07 and beyond in the
order of 55 millicn.

Second half revenue was S60.7 million, 72% greater than the first
half. Excluding the cne off expenses and provisions referred 1o
above, second half Aftar Tax Profiv was 554 million, 25.6% greater
thars the first hail

Two maior capital programs, the expansion and upgrading of
thie company’s mandfaciuring faciities at Newton in Adelaide,
and thie new T business system, were completed in the first half.
Mo major capital programs are planned for FY07. Working capital
increased over FY06 as the company built inventary for volume
grawth from new products, and to aliow for reduced production
during the amalgamation of manufacturing sites in the second
half of FY06. Year end borrowings increased 1o 5115 million,

Operations

Communications Products

Hi* Radio - Demand for HF radio arising from world security
concerns remained strong. Sales revenue was less than in FY05
but was the second highest annual sales level ever achieved.
Focus on US based customers and the Chinese market was
mairgained and yielded good results for the second consecutive
year. Good growth was achieved from the HF manpack product
which was released o market in FY05.

These factors are expected o remain important and 10 deliver
higher sales for HF radio in ¥Y07

Satallite Communications - The market for this product group
was stronges in FY0S arising from world security congerns and a
general improverment in the world telecommunications market.
The company improved market share as a rasuit of very high
demand for its new family of products released prograssively
during FY05 and FY08. The overall cutcome was good growth in
LS dollar reveniue offset by the negative exchange rate effect.

Fusther groveth in sales of this product group s expected
in FYQ7

Digital Microwave Radio - The market was bugyars and the new
product family released progressively during FYG5 and FY06 was
very well accepted by customers. Good sales of the product
group wete made for use in Africar: celular telephone networks.
Strong growth in unit sales volume and revenue was achieved.

This trend is expected to continue in FYO7 and deliver excellent
growth in revenue and margin from this product grougp.

Brooadcast Progucts

The performance of this product group was disappointing.
A riumber of restructuring and other profit improvement
programs were implemented in the secand half. Better
profitabiiity is expected in Y07

Pririted Circuit Boards
This business activity continued o parform o expaciations.

Cutlook

FYG7 cornmenced with a much stronger fevel of orders on hand
than was the case in FYO6. Growth in reveriue is expectad for

alt communications product groups. Higher prices have beer
achieved o some products, Growth in contribution to profi

is expected from all communications product groups and

from TV broadcast products. The restructuring and other profis
irnprovemenit programs completed in the second half of FY06
are expected to have an additional positive mpact on full year
profit hefore tax in FY 07 and beyond in the order of $om.

The compary's expasdre o the US dollar in FYO7 is presently
urthedged. The board is considering options to reduce
CLTENCY EXPOsSUE.

The board expects much improved profitatdlity in

Y07 Although itis unfikely that profit will return to the
cormpany’s long term 15% compoeurd growth tend line
in one year, significant progress towards this objective is
expected o be achieved.

STATE OF AFFAIRS

In the opinion of the directars there were no significant changes
in the state of affairs of the consclidated entity that ocourred
during the finandial year under review,



Directors’ Report

Codan Limited ard its Controlled Ertities

DHVIEENDS
Dividends paid or declared by the Company 1o members since the end of the previous financial year were:
Cents Total amount Bate of
Type per share $'000 Frarked payment
B Declared and paid during the vear:
- Final 2005 ordinary 35 5672 100% 3 October 2005
Interiys 2006 ordinary 25 4051 100% 3 Aprit 2006
# Declared after the and of the year:
- Final 2006 ardinary 35 5672 W0 3 October 2006

All dividends paid or declared by the Company since the end of the previous Bnancial year were fully franked.

EVENTS SUBSEQUENT TO REPORTING DATE

There has not ariser: in the interval hetween the end of the
finangial yvear and the date of this report any ftem, transaction or
evert of a material and unusual nature likely, in the opinion of the
directors of the Company, 1 affect significantly the cperations

of the consolidated entity, the results of those operations, or the
state of affairs of the consolidated entity, in future finandal years.

LHCELY DEVELOPMENTS

The consclidated entity will continue to pursue its policy of
increasing the profitability and market share of its major businass
sectors duddng the next financial year.

Further information: about likely developments in the operations
of the consolidated entity and the expectad results of those
operations in future financial years has not been included ir this
report bacsuse disclosure of the information woulid be likely 1o
result in unreasonable prejudice 1o the consolidated entity.

CIRECTORS INTERESTS

The relevart interest of each director in the shares issued by the
Company as natified by the directors 1o the Australian Stock
Exchange in accordance with S205G(1) of the Corporations Act
2000, at the date of this repart is as foliows:

Ordinary shares

Johr Uhrig 12169336
Michael Heard 4,390,522
Brian Burms 11,580,737
Peter Criffiths 110,000
D¢ Davidl Klingner 160,000
David Klingberg 35,2006
lan al 34,792,943

HEDEMBMIFRCATION AND INSURANCE
OF OFFICERS AND AUDITORS

Indemnification

The Compary has agreed 1o indemnify the current and former
directars of the Company against all liabilities to anather
parson (other than the Company of a refated body corporate)
that may arise from their position as directars of the Company
aryd its controlled entities, except where the liability arises

out of conduct involving a lack of good faith. The Access,
Indernity and insurance Deed agreement stipulatas that

the Company wit mest the full amours of any such liahilities,
ircluding costs and expanses.

The Campary has also agreed 1o indemnify the cusrent and
former directors of its cortrofied entities for all liabilisies 1o
another person (other than the Company or a related body
corporate) that may arise from their position, except where the
liabilivy arises cut of conduct involving a lack of good faith. The
agreement stipulates that the Compary will meet the full amount
of any such liahiligies, including costs and experises.

Insurance premicms

The direciors have riot included details of the nature of the
liahilities covered or the amount of the premium paid in
respect of the direciors’ and officers ability and legal expenses
insuUrance contracts, as such disclasure is prohibited under the
terms of the contract

RMON-AUDIT SERVICES
Curing the year KPWG, the Caompany's auditorn has performed
certain other services in addition 1o their statutory duties.

The board has considerad the non-audit services provided
during the year by the auditor and s satisfied that the provision of
those non-audit services during the year by the audizor is compatible
with, and did not compromise, the auditor independence
requliremeris of the Corporations Act 2001 for the following reasons:



# all non-audit services were subiect 1o the corporate
gavernance procedures adopted by the Company

and have been reviewed by the Board Audii, Risk and
Compliance Committee 10 ensure they do notimpact the
integrivy and abjectivity of the auditor;

the non-audit services provided do not undermine the
general principles relating to auditor independence as set
outin Professional Statement F1 Professional Indegendence,
as they did nat involve reviewing or auditing the auditor's
owers work, acting in 3 management or decision making
capacity for the Company, acting as an advocate for the
Campany of jointly sharsing risks and rewards.

Refer page 24 for a copy of the auditars independence
declaration as required under Section 3070 of the

Corparations Act.

Dietalls of the amounts paid 1o the auditor of the Compary,
KPMG, and its related praciicas for audit and non-audit services

provided during the yaar are set out below:,

Consolidated

2008 2005
5 5
Statutory audit:
- audit and review of financial
reports (KPMG Australia) 114,000 SO0
- audit of financial reports
[overseas KPWIG firms) 18,957 16,577
132,957 115587
Services other than statutory audit:
Other assusance services
- pre-implementation internal
control systems review 62,515 -
- transition 1o International
Accourding Standards 3,200 -
Other services
- taxation compliance services
{EPMG Austrafia) 54,664 68526
- taxation compliance services
{oversess KPMG firms) 27,046 28,508
147,425 97034

ROUNDING OFF

The Company is of a kind referred to in ASIC Class Crder
98/100 dated 30 July 1998 and in accordance with that Class
Grder, amaunts in the finandial report and directors’ repost
have been rounded off to the nearest thousand dollars, uniess
otherwise stated.

This report is made with a resoiution of the directars:

JAUnng
[irector

I K Heard
[irector

Dated at Newton this 17th day of August 2006,



Lead Auditor’s Independence Declaration

Codan Limited ard its Controlled Ertities

e

LEAD AUEMTOR'S INDEPENDENCE DECLARATION UNDER SECTHON 3070 OF THE CORPORATIONS ACT 2001

To the directars of Codan Limised.

| declaze that, to the beast of my knowledge and belief, in refation to the audit for the finandial year ended 30 June 20606 there
have hean:

{a) no contraventions of the auditor independence regquiremeants as set aut in the Corporations Act 2001 in relation to the audit; and

{b} no contravenitions of any applicable code of professionat conduct in relation to the audit.

e,

KA

A

P Robertson
Partner

Adelaide

17 Acdgust 2006
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Income Statements ]

for the year ended 30 June 2006 N

Consolidated The Company
20086 2008 2006 2005

Note $000 $000 $000 $000
Revenue 117,301 125440 106,437 17165
{ost of sales (66,095) {65504 {59,299) {60,897
Gross profit 51,206 59875 47,138 56,272
Other income 5 179 40 207 349
Administrative expenses {8,380) {8,128} {7,320) {7587}
Sales and marketing expenses {22,620) {20,523 (21,332) (19,517}
Research and engineering expenses {7.490) {7352 {6,647) 6,782}
Firarcing costs & {324) (36 {371 {45}
Share of et loss of associate 13 - - - -
Other expenses {798) G {112) 31
Profit before tax 11,573 24,234 11,343 22,808
Income tax experse 5 {3,085) 64597 (2,9%94) {HO04
Profit for the year 8,488 17,743 8,349 16,714
Earnings per share for profit attributable to the
ordinary equity holders of the company:
Basic earnings per share 3 5.2 cents 109 cents
Met tangible assets per shawe 17.6 cents 186 cends

The income stataments are 1o be read in conjunction with the notes 1o and forming part of the financial statemenits set oLt on
pages 29 1w 58.

[
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Statements of Recognised Income and Expense

for the year ended 30 June 2006

Consalidated The Company

2006 2005 2006 2005
Note $000 5000 $000 $000

Exchange differences on translation of foreign operations 23 {112} 72 (189} 61
Gains ors cash flow hedges taken 1o income statement 23 (127} - {127} -
Net income recognised directly in equity {239) (72) {316} &1
Profit for the period 8,488 17741 8,349 16,714
Total recognised income and expense for the period 8,249 17,669 8,033 16,775

Cther movermnenits in equity arising from transactions with owners are set gut in the notes 1o the finandial statements.

The statemerits of recognised income and expenise are 1o be read in corjunction with the aotes to and forming part of the finandial
Sralements set oLt on pagqes 25 10 58,

2%



Balance Sheets |

as at 30 June 2006 AN

Consolidated The Company
2006 2005 2006 2005

Note $000 $000 $000 $000
CURRENT ASSETS
{ash Ej 1,336 1,527 732 486
Trade and other receivables 10 22,045 22,834 23,270 24,306
Irivantories 1 17,273 1541 15,726 13,367
Income tax receivabie R 613 - 542 -
Other 12 1,318 1667 947 1375
Total current assets 42,585 41434 41,217 0537
NON-CURRENT ASSETS
Irvestrneris accounted for using the eguity method 13 - - - -
Irivastmeris 14 50 50 33,649 33,645
Property, plant and equipment 15 19,594 20217 17,293 17,234
Praduct development 16 16,437 17,779 16,437 17,779
Intangibies 17 25,888 24,574 4,575 3,683
Ueferrad 1ax assets 8 26 27 - -
Total non-current assets 61,995 62547 72,354 72,345
Total assets 104,580 104,076 113,571 111,882
CURRENT LIABILITIES
Fayabies 18 15,087 20,220 13,058 17,663
Other liabtities 15 - 127 10,803 10,412
Iriterest bearing borrowings 26 12,927 3,395 12,960 3,253
Iricome tax payable B 109 1,237 - 1,050
Provisions 21 3,290 4,166 2,943 3715
Total current liabilities 31,413 29145 39,704 36,131
NON-CURRENT LIABILITIES
Iriterest bearing borrowings 26 A3 26 - -
Deferrad 1ax liahilities B 1,689 1,881 2,046 2047
Provisions 21 2,19 2443 1,937 2,207
Total non-current liabilities 3,933 435G 3,683 4,304
Total liabilities 35,346 33,495 43,687 40435
Net assets 69,234 70,581 69,884 71447
EQUITY
Issued capital 22 23,685 23685 23,685 23,685
Reserves 23 {184) (723 {128) &1
Retained profits 24 43,733 46968 46,327 47,70
Total equity 69,234 70,581 69,884 71447

The halance sheets are 1o be read in conjunction with the notes 10 and forming part of the financial statements set out on
Dages 2910 58,
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Statements of Cash Flows

for the yvear ended 30 June 2006

Consalidated

The Company

2006 2005 2006 2005
Note $000 5000 $000 $000

CASH FLOWS FROM OPERATING ACTIVITIES
Cash receipts from customer s 118,720 118,383 107,764 109,803
Cash payments to suppliers and employees {105,700} {94.006) (86,340} (78,505)
Interest receivad 69 216 83 184
Interest paid (828} {58) {821} {78)
Income taxes paid {5,023) (7487) {4,722} {7.430)
Net cash from operating activities 250 7,238 170608 15,564 23974
CASH FLOWS FROM INVESTING ACTIVITIES
Payrmerts for goodwill - {1434) - -
Proceads from sale of property, plant and equipment 59 137 57 119
Dividenids recaived 41 - - -
Paymerts for capitalised product development (3,207} {8,690 {3,207} {8,6590)
Acquisition of property, plant and equipment (2,315} (6,777 {2,578} 6,191
Acquisition of intangibies (complter software) {1,853} {3618 (1,853} {3,618
Net cash from investing activities (7,279 (20.382) {7.581) {18,380)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from borrowings 9,500 2,060 9,500 2600
Repayments of borrowings (230} {346) {138} {143
Progeeds /{Loans) 1o/ rom related companies - {132) (8,066} {5.356)
Dividends paid (9,723} {8,840 (9,723} {8,840)
Net cash from financing activities {453} 7.318) (8,427} (16,339)
Met increase / (decrease) in cash held {494) {10,692 {44} (10.745)
Cash at the beqirning of the fnancial year 409 11,340 {624} 13,121
Effects of exchange rate fiuctuations on cash heid 2t (399 - -
Cash at the end of the financial year 2900 (64} 400 {668} {624

The statements of cash flows are 10 be read in conjienction with the notes 1o and forming part of the finandial statemeants set out on

pages 2910 58,
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Notes to and forming part of the Financial Statements

for the year ended 30 June 2006

1. SIGMNIFICANT ACCOUNTING POLICIES

Codan Limited {the ‘company'} is a company domiciled in
Australia. The consolidated finandial report of the company for
the year ended 30 june 2006 comprises the company and its
subsidiaries {the consclidated entity”). The finanicial report was
authiorised for issue by the direciors on 17 August 2006,

(a} Statement of compliance

The financial report is a general purpose finandial repost which
has been prepared in accordance with Australian Accounting
Standards adopted by the Australian Accoursing Standards
Board {AASE) and the Corporations Act 2001,

Internatioral Financial Reporting Standasds {IFRS) form the
basis of Australian Accounting Standards adopted by the AASE,
being Australiar equivalents to IFRS {AIFRS) The financial
reports of the cansolidated entity and the compary also comply
withi IFRS and interpretations adopted by the International
Accounting Standards Board.

Thig s the consolidated entity's first financial report prepared

in accordanice with AIFRS. An explanation of how the transition
1o AIFRS has affected the reported financial position, financial
performance and cash flows of the conselidated entity and the
company is provided in Note 33.

(b} Basis of preparation

The financial report is prepared in Austzatian dallars on the
historical costs basis except that derivative financial instrumants
are stated at their fair value. The following standards and
amendmerts weare available for early adontion but have not been
applied by the consolidated entity in these finandcial statements;

AASE 119 Emplovee Benefits (December 2004}

AASH 2004-3 Amendmenits to Australian Accounting Standards
(December 2004) amending AASE 1 First fime Adaption of
Australiars Equivalents to International Financial Reporting
Standards {Juby 20043, AASE 101 Presentation of Financial
Staterments and AASE 124 Related Party Disclosures

AASE 2005-T Amendments to Austraiiarn Acoounting Standards
(May 2005} amending AASE 139 Financial Instruments:
Recognition and Measurament

AASE 2005-3 Amendments to Australian Accounting Standards
{June 2005) ameniding AASE 119 Emplayee Benefits (either july
of December 2004)

AASH 2005-4 Amendments to Australian Accounting Standards
{June 2005) amendirg AASE 139 Finangial Instruments:
Recogrition and Measurement, AASE 132 Finandial Instruments:
Disclosure and Preserntation, AASE 1 Fisst-time Adoption of
Australian Equivalents o Irgernational Financial Reporting
Standards {Juby 20043, AASE 1023 General Insurance Contracts
and AASE 1038 Life Insurance Contracts

AMSE 2005-5 Amendmeris to Australian Accounting Standards
{June 2005} amending AASE 1 First Time Adoption of Australian
Equivalents 1o International Financial Reporting Standards {July

2004), and AASE 135 Financial Instruments: Recognition and

Measurement

AASE 2005-6 Amendments to Australian Accounting Standards
{June 2005} amending AASE 3 Business Combinations

AMSE 2006-1 Amendmeris to Australian Accounting Standards
{Jandary 2006) amending AASE 121 The Effects of Changes in
Foreigr Exchange Rates (uly 2004}

AMSE 2006-2 Amendments to Australian Accounting Standards
{Decembier 2004) amending AASE 1 First time Adoption of
Australian Equivalents to international Financial Reporting
Standards (July 2004)

AASE 7 Financial Instruments: Disclosure {August 2005)

AASE 2005-9 Amendments to Australian Accounting Standards
{September 2005) relating to financial quarantae contracts

AASE 2005-10 Amendrments to Australian Accounting Standards
{September 2003)

The consolidated entity plans to adopt these standards in dine
with the standards application date. The adoption of these
standards is not expected 1o hava a material immpact on the
financial results of the consolidated entity.

The Company is of a kind referred 1o iny ASIC Class Grder 587100
dated 10 July 1998 and in accordance with the Class Ordey,
amourdts in the financial sepost have been rounded off 1o the
nearest thousand dollars, unless othenwise stated.

The preparation of a firandal report in conformity with
Australian Accounting Standards requires managemeant 1o
make judgemenits, astimates and assumptions that affect the
applicatior: of palicies and reported amounts of assets and
liahilities, income and expenses. These estimates and associated
assumptions are based on historical experience and various
other factors that are helieved 1w be rezsonable under the
circumistances, the results of which form the basis of making the
judgements about carrying values of assets and abilities that
are not readily apparent from ather sources. Actual resulis may
differ from these estimates.

The accounting paficies set ot below have been applied
consistently to afl periods presented in the consolidated
finangiai report and in prepading an opening AIFRS balance
sheet at ¥ July 2004 for the pusposes of the transition o
Australian Accouriting Standards.

The accounting poficies have been consistently applied by aft
enitities in the consalidated entivy,
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Notes to and forming part of the Financial Statements

for the year ended 30 June 2006

1. SHGNIFHCANT ACCOUNTING POLICIES
{¢) Basis of consolidation

Subsidiarias are erstities cortrolled by the Compariy. Controi
exists wheri the Company has the povieey, directly or indiractly,
t govern the financial and operating policies of an entity so as
1o obtain beriefits from its activities. The finangial staternents of
subsidiaries are included in the consolidated financial statements
from the date control commences until the date control ceases.

Unrealised gairs and losses and inter-entity balances esuiting
from ransactions with of between subsidianes are eliminatad in
full on consolidation.

Assodiates

Ani associate is an entity, ather than a partnership, over which
the consolidated entity exercises significant influence and
wherte the investment in that entity has not beer: acquired

with a view 1o dispasal in the near fuiure. in the Company's
finandial statemerts investments in associates are carried at

the lower of cost and secoverable amourd. In the consalidated
finanglal statements invesimants I associales are accounted for
using equity accounting principles. Investments in associatas
are carried at the lower of the equiry accountad amount and
recoverable amount.

Unrealised gains resulting from transactions with associates,
inciuding those related to contributions of non-monatary
assets ory establishment, are eliminated to the extent of the
consolidated entity's irgerest, Unreatised gains relating to
associates are eliminated against the casrying amount of
the investmenit. Unrealised losses are eliminated in the same
way as unrealised gains, uniess they evidence a recoverable
amount impairmeant.

{d) Revenue recognition

Revenues are recognised at the fair value of the consideration
recetved net of the amount of goods and services tax {GST)
payable to taxation authorities.

Sate of goods

Reveriue from the sale of equipment is recognised {net of
rebates, returms, discounts and other allowancesy when control
of the goods passes 1o the customer. Contral usually passes
when the goods are shipped to the customer.

Rendering of services

Reveriwe from rendering services is recognised in the period in
which the service is provided,

Dividends

Reverwe from dividends and distributions from corstrolled
entities are recognised by the parent entity when they
are declared.
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{e) Expenses

Cinarating lease payrents

Fayments made under operating leases are recognised in the
income statement on a straight line basis over the term of the
lease. Lease incentives ame recogrised in the income statement
as an integral part of the total lease expense and spread over
the lease term.

Finance lease payrents

Minirnadm lease payments are apportioned between the
fnance charge and the reduction of the cutstanding liability.
The finance charge is allocated to each periad during the lease
term so as to produce a constarit paticdic rate of interest on the
remaining hatance of the liabilivy,

fet financing costs
Met finanicing costs include interest relating o borrowings,
irterest received on funds investad, foreign exchange gains
and losses and gains and fosses on hedging instruments that
are recognised in the income statement uritess they relate to
quaiifying assets. Gualifying assets are assets which take more
than 12 morths ta get ready for their intended use or sale. In
these circumstances, bosrowing casts are capitalised to the cost
of the assets.

{f) Foreign currency

Foreign currency transactions are translated to Australian
currency at the rates of exchange ruling at the dates of the
transactions. Monetary assets and fabiiities denominated in
foreign currencies at the balarice sheet date are translated to
Australiary doflars at rthe forgign exchange rate ruling st that
date Foreign exchange differences arising on transiation are
recognised in the Income statement.

The assets and liabilities of foreign operations are translated to
Australiars dollars at the foreign exchiange rates ruing at the
balance sheet date Equity items are transiated at historical rates.
The revenides and expenses of foreign operations are translated
10 Austradian dollars at rates approximating the foreign exchange
rates ruling at the dates of the transactions. Foreign exchange
differences arising on translaticn are taken directly 1o the foreign
currency translation reserve until the dispasal, or partial disposal,
of the forelgn operations.

Exchange differenices arising from the translation of the net
investrent in foreign operations are taken 1o the foreign
currency translation reserve. They are refeased into the income
staternent upon disposal,

(g) Derivative financial instruments

The consolidatad entity has used derivative Bnandial instruments
10 hedge its exposure 1o foreign exchange. in acoordance with
its policy, the consolidated entity does not hold derivative
fnancial instrurnents for trading purposeas.



However, derivatives that do nat gualify for hedge accounting
are accounted for as trading instruments, Derivative financiat
instruments ase recogrised initially at cost. Subsequent to
initial recognition, dervative finandal instruments are stated
at fair value. The gain or loss or remeasurement o falr value is
recognised immediately in the income statement unless the
derivative qualifies for hedge accounting.

Hedging

Where & derivative financial instrument is designiated as a hedge
of the variability in cash flows of a highly probable forecasied
transaction the effective part of any gain or ioss on the
derivative finandal instrument is recognised directly in equity.
When the forecasted transaction subsequently resulis in the
recognition of 3 finandcial asset or liabilivy, then the assodiatad
gains and losses that were recognised directly in equity are
reclassified into the income statement.

When a hedging instrument expiras or is sold, terminated

ar exercised, or the entity revokes designation of the hedge
refationship but the hedged forecast transaction i still expectad

1o accur, the cumulative gain or loss at that point remiains in equity
and is recognised iraccordanice with the above policy wher the
transaction oocurs. If the hedged ransaction is no longer expected
1o take place, then the unsealised gain or loss recogrised in equity
is recognisad immediately in the income staternent.

(h} Taxation

Income tax expense on the income statement comprises

a current and deferred tax expense. Income (ax expense is
recognised in the income statement except 1o the exterst that it
relates 1o items recognised directly in equity, in which case it is
recognised in equity.

Current tax expense is the expecied tax pavable on the taxabie
income for the year adjusted for ary peios year under of over
provision. The movemeant in deferred tax assets and fiabilities
results in the deferred tax expense, unlass the movement results
from a business combination in which case the tax entry is
recognised in goodwill, or a transaction has impacted equity in
which case the tax enitry is alsa refleciad in equity.

Ueferred 1ax assets and liabilities arise from temporary
differences batween the carrying amount of assets and liabilities
for financial reporting purposes and the amourds used for
taxation purposas. Deferred tax assels are only recognisad 1o
thie extent that it is probable that future taxabie profits will be
availlable against which the asset can be utilised.

Tax consolidation

The Company is the head ertity in the tax consolidated group
comprising all the Austzalian wholly owned subsidiaries. The

tax consolidated group has determined that subsidiaries wili
account for deferred tax balances and will make contributions o
thie head ergity for the current tax liabilities as if the subsidiary
prepared its tax calculation on a stand alone basis.

{i} Goods and services tax

Reveriues, expenses and assels are recagnised net of the
amourt of goads and services tax (GST), except where

the amount of GST incurred is not recoverable from the
Australian Taxation Office (ATO) In these circumstances the
GSTis recognised as part of the cost of acguisition of the
asset oris expensad.

Receivables and payables are stated with the amount of GST
included. Tha net amount of GST recovarable from, or payable
2, the ATG is included as a current asset or liability in the
balance sheel.

Cash flows are included in the statement of cash flows on a
gross basis. The G5T components of cashi flows arising fram
investing ard financing activities which are recovered from, or
payvable 1o, the ATO are dassified as operating cash Hows.

{j) Cash and cash equivalents

Cash and cash equivalents compiise cash balances and call
deposits with an original maturity of three manths or less. Bank
overdrafts form an integral part of the consolidated entity's cash
management and are included as a compornent of cash and
cash equivalents for the purpose of the statement of cash flows.

{k) Receivables

Trade Debiors are to be settled within agreed rading tarms,
rypically less than 60 days and are carried at the net present
value of the amount due.

Impairmerst of receivables is not recognised until objective
evidence is avallable that a lnss event may occur. Significant
receivables are individually assessed for impairment. Non-
significant receivables are not individually assessed, instead
imnpairmerdt tasting is performed by considering the risk profite
of that group of receivables.

{H Inventories

Raw materials and stores, work in progress and finished goods
are carried at the lower of cost and net realisable value. Net
realisabie value is the estimated selling price in the ordinary
course of businass, less the estimated costs of completion ard
selling expenses. Ini the case of manufaciured inventories anid
work in progress, costs comprise direct matenals, direct labour,
other direct variable costs and allocated factory overheads
necassary o bring the inventaries 1o their present location and
condition.

i) Investments

Investments in cordrolled entities are carried in the Compary's
financial statements ar the lower of cost and recoverable amount.
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Notes to and forming part of the Financial Statements

for the year ended 30 June 2006

1. SIGNIFICANT ACCOUNTING POLICIES
{n} Intangible assets
Praduct developrment costs

Experditure on research activisies, undertaker: with the
prospect of gaining new scientific or technical knowledge and
uriderstaniding, is recogrised in the income statemerit a5 an
expense when incurred,

Expenditure on development activities, whereby research
findings are applied 10 & plar or design for the production
of new or substartiaily improved products, is capitalised
if the praduct is technically and commercially feasible

and the consolidated entity has sufficient resources
complete development

The expendituse capitalised includes the cost of materials, diract
labcur and an appropriate proportion of overheads. Gther
development expenditure is stated at cost lass accumulated
armortisation and impairment losses.

Goodwilf

All business combinations are accountad fos by applying

the purchase methad. Goodwill reprasens the difference
between the cost of the acquisition and the fair value of the net
identifiable assats acquired.

Goodwil s stated at cost less any accdmulated impairment
lnsses. Goodwilt s allocated o cash-generating units and s no
longer amortised but s tested annually for impairmernst. Negative
goodwdliis recognisad directly in the income staterment.

Gaodwil in relation to acquisitions prior to the transition to
AIFRS, being 1 July 2004, is recognised on the basis of deemead
cost, which represents the amaurst recorded under previcus
GAAP The classification and accoursting treatment of business
comhinations that occurred prics to 1 july 2004 have not been
reconsiderad in preparing the consolidated antity’s apening
AIFRS balarice sheet as ar 1 July 2004

Other intangible assets

(ther intangible assets that are acquired by the consolidated
entivy are stated at cost less acoumulated amortisation and
impairmerd losses. Expenditure on internally generated goodwill
and brands is recognised in the income statement as incuried.

Amortisation

Amartisation is charged 10 the income statemeant on a straight
line basis over the astimated useful lives of intangible assets.
The astimated ueeful #ves in the current and comparative
periods are as follows:

Product develapment
Computer Software

2 =5 years
3 — 7 years
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(0} Property, plant and equipment
Chwned assefs

ltems of property, plant and equipment are stated at cost Jess
accumulated depreciation and impaikment losses. The cost of
self-constructed assets includes the cost of materals, direct
labour and directly attributable overheads.

Land aryd buildings that had been revaiued 1o fair value prior 1o
the transition to AIFRS, being 1 july 2004, are measurad on the
basis of deemed cost, being the evalued amaourt at the date of
that revatuation.

Leased assets

Leases under which the consolidated entity assumes
substantially all the risks and rewards of cwnership are classified
as financa leases. Finance leases are capitalised. A lease asset and
a lease liahility equal to the prasent value of the minimum lease
payments are recorded st the inception of the lease.

Depreciation

Deapreciation is charged o the income statement on property,
plant and equipment or a straight line basis over the estimated
usefil life of the assets. Capitalised leased assets are amostised
oA a straight line basis over the term of the relevant lease, or
where it is fikely the consolidated entity will obtain ownership of
the asset, the life of the asset. The main depreciation fates used
for each class of asset are as follows:

Buildings 4%
Leasehold improvemnents  33%
Mant and equipment 139 10 40%:

{p} Impairment

The carrying amounts of the consolidated entity’s assets, ather
than inventories, and deferred tax assets are reviewed at each
reparting date o determine whether there is any indication

of impairment. If ary such impairment axists, the assat’s
recoverable amountis estimated.

For goadwill and intangible assets that are not yet avallable for
use, the recoverable amaount is estimated annually.

Animpairment 10ss is recognised whenawver the carrying amount
of an asset axceeds its recoverabla amount. Impairment iossas
are recognised in the income statement. Impaliment losses
recognised in respect of cash-generating units are allocated

frst 1o reduce the carmying amourt of any goodwill and then

1o reduce the carrying amaourt of the other assets in the cash
generating unit on a pro rata basis.

Goodwill was tested for impaimment at ¥ uly 2004, being the date
of transition to AIFRS and no impairment losses were recorded.



The recaverable amount of assets is the greater of their fair

value less costs to sell or their value in use. in assessing value

ir: use, the estimated future cash flows are discounted o thelr
preserd value using a pre tax discount rate that reflects current
market assessments of the time valle of money and thie risks
spedific to the asset. For an asset that daes nicol generate largely
indepeandent cash inflows, the recoverable amount is determined
for the cash-generating Unit 1o which the asset belongs.

Animpairment loss in respect of goodwill 5 not revarsed. In
respact of other assets, an impairment i0ss is reversed i there has
been a change in the estimates used (o determine the recoverable
amoant Arsimpairment foss is reversad only to the extenyt that the
asset’s carrying amount does not exceed the carrying amount that
wolld have been determined, net of depreciation or amartisation,
it no impaliment loss had been recognised.

{q} Payables

Liabilities are recognised for amaunts to be paid in the future
for goods or services recebved, Trade accounts payable are
normally settlad within 60 days.

(¥} Interest bearing borrowings

Iriterest bearing borrowings are recagrised initiaily at their fair
value fess attributable transaction costs. Subsequent 1o initial
recognition, interest bearing borrowings are stated at amostised
cost with any difference between cost and redemption value
being recogrised in the income statement over the period of
the borrowings on ar effective interest hasis.

(s} Emiployee benefits
Wages, saiaries and annual feave

Liabilities for employee benefits for wages, salaries and
annual leave represent presert obligations resulting from
emplayveess services provided 10 reporting date, calculated at
undiscountad amounts based on remunesation rates that the
consclidated ertity expecis o pay as at the reporting date
including related on-costs, such as, warkars compeansation
insurance and payroll tax

Long service leave

The provision for employee benefits for long service leave
represents the present value of the estimated future cash
cutflows resulting from the employees’ services provided 1o
reporting date. The provision is calculated using expecied future
increases in wage and salary ratas including related on-costs
and expecied setilement dates based on turnaover history and

is discounted using the rates attaching to Commonweaith
Governmerit honds at reporting date which maost closely match
the terms of matweity of the related liabiities.

Superannuation

The consclidated entity contributes ta defined contribution
superarnuation plans, contributions are expensed in the income
statement as incurred.

{t} Provisions

A provision is recognised when there is 3 present legat or
constructive obligation as a resuil of a past eventand it is
probatie that a future sacrifice of aconomic benefits will be
required 10 settle the abligation, the fiming or amounts of
which is uncertain, Provisions are determined by discounting the
expectad fture cash flows required 1o settle the obligation at a
pre-tax rate that reflects the current market assessmerts of the
time value of money and the risks spedific to the liabifity.

Dividends

A provision for dividends payable is recognised in the reporting
period in which the dividends are declared.

Restruciuring and employvee termination benefits

A provision for restuctuging is racegnised when the consolidated
ertity has approved a detailed and format restruciuring plan, and
the restruciuring efther has commenced of has been annaunced
publichy Future operating costs are not provided for

Wiarranty

Provision is made for the consolidated entity's estimated liabiliy
ors alf products still under warranty and ircludes claims already
recetved. The estimate is hased o the consolidated entity's
WaAFFANTY COSTEXDErience Ovar pravious years.

Onerous Contracts

A provision for onerous contracts is recognised when the
expected benefits to be derived by the consolidated entity from
a contract are lowwer than the unavoidable cost of meeting its
obligations under the condract.

{u} Accounting estimates and judgments

The estimates and judgments that have a significant risk of
calsing & material adjustment to the carrying amounts of
assets within the next financial year relate w impairment
assessments of non-current assets, including product
developrment anid qoodwili

{v} Change in accounting policy

In the current firancial year the consclidated erdity adoptad
AASBE 132 Finandial Instruments: Disclosure and Preseritation
and AASE 135 Finandial Instruments: Recognition and
Measurement. This change in accounting policy has beer
adopted in accordance with the rransition rules contained in
AASBE T, which doas not reguise the rastatement of comparative
information for #nancial instruments within the scope of AASE
132 and AASH 139,

Under AASE 13% the forward exchange contracis held by the
comvypany are considerad finandial instruments and are required to
be recognised at fair value on the batance sheet As the company
has met the hedge accounting requirements undear AASE 139 the
moverrert in the fairvalue of the forward exchange contracts up to
the date the hedged transaction occurs is accounted for through a
hedging reserve account, which is accounted for as part of Equity.



Notes to and forming part of the Financial Statements

for the year ended 30 June 2006

The effect of adopting these accourding standards is to reclassify
the gain on forward exchange contracts as at 1 July 2005 of
£126,586 from Other Lisbilities 1o a Hledging Reserve account in
the Equlity section of the balance shieet.

1. SIGNIFICANT ACCOUNTING POLICIES [CONTINUED)

Urder the company’s previous accounting policy the gain or loss
or: the forward exchange contracts was deferred to the balance
sheat until the underlying hedged transaction occurred,

Consoiidated The Company
2006 2005 2006 2005
$000 5000 $000 $000
2. BRADENDS
{i an ordinary final dividend of 3.0 cents per share, frarked 1o 100%
with 30% franking credits, was paid on 1 October 2004 - 4,785 - 4,789
{it) an ardinary interim dividend of 2.5 cents per share, franked 1o 100%
with 30% franking credits, was paid on 1 Aprit 2005 - 4,051 - 4051
{i#5) an ordinary final dividend of 3.5 certs per share, franked to 100%
with 30% franking credits, was paid on 3 October 2005 5,672 - 5672 -
{iv} ani ordinary irgerim dividend of 2.5 certs per share, franked 1o 100%
with 30% franking credits, was paid on 3 Aprit 2606 4,051 - 4,051 -
9723 8,840 9,723 8,840

Subsequent events

Since the enid of the finanicial year, the direciors dedlared ar ordinary final dividend of 3.5 cents per share, franked to 100% with 30%
franking credits, the dividend of 55,671,591 will be paid on 3 October 2006. The financial effect of this dividerd has not been brought
o accourd in the finandial statements for the year ended 30 June 2006 and will be recognised in subsequant financial reporss.
Dividend franking account

Franking credits availabie to sharehiolders for subsequent finandcial years {30%) 7,750 2,826
The franking credits available are based on the balance of the dividerd franking account at year end adiusted for the franking credits
that wili arise from the payment of the currerst tax liability. The ability to utilise the franking accour credits is depenident upon there
being sufficient available profits to dedlare dividends. The impact on the dividend franking account of dividends proposed after the
balance sheet date but not recognised as a lishility is 1o reduce it by 52,430,681 (2005 52,430,681}

3. EARMINGS PER SHARE
Net profit used for the purpose of calcuiating basic earnings per share 8,488 17,741

The weighted average number of shares used as the denominator number for basic earnings per share was 162,045,454 (2005
162,045 4543 There are no dilutive potental ordinary shiaras, therefore diluted £9°5 has not been calcuiated or disclosed.

4. SEGMENT ACTIVITIES

The consolidated entity operates predominantly in Australia, and more than 90% of revenue, cperating profit and segment assets related
o operations in Australia. However approximately 90% of the consolidated entity's sales are exparted.

Segmert resuits, assets and liabilities indude items directly attributed 1o a segment as well as those that can be allocated on a reasonable basis.
Unallocated items comprise mainly of interest bearing loans, borowings and related expenses, corporate assets and relared expenses.

Business segments

The consalidated antity comprises twe business segments based on the management reporting system. The communications equipment
segment includes the design, development, manufacture and marketing of communications equipment. The other business segrment
incitdas the marufacture and rarketing of printed ciecuit boards and the manadfacture of electronic equipment for the broadoast industry.
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Geographical segments

In presenting information on the basis of geographical segments, segment revenue has been basad on the gecgraphic location of the
customers, howaver the final location of the products use is often unknown. Segment assets are basad on the gecgraphic locston of the
assets. The consclidated erity has its manufacturing and corporate offices in Australia with overseas represenitation offices in the United

States of America, England, India and China.

Business segments Communications Other Eliminations Consoiidated
2006 2005 2006 2005 2006 2005 2006 2005
$000 $000 5000 5000 5000 $000 $000 $000

Revenue

Externial segment reveriue 106,639 117474 10,662 7966 - - 117,301 125445

Inter segrrent revene - - 1,587 2,019 (1,587) (2,015 - -

Total segment revenue 106,639 117474 12,249 5985 (1,587) (2,015 117,301 125440

Other unaliocated revenue - -

Total revenie 117,301 125440

Result

Segment resuly 18,377 29705 {231) 81 72 (20% 18,218 0496

Share of associates net loss - -

Unallocated corporate expenseas {6,645) (6,262}

Profit from operating activities 11,573 24,234

INCome 1ax expense {3,085} (5,453}

Met Profir 8,488 17,743

Non Cash ltemns

Uepreciation and amaortisation 7,422 6,281 315 272 - - 7,737 6,553

Assets

Segment assets 90,492 89480 10,744 11,337 - - 101,236 100817

Irivastmeris 50 503

Unailacated corporate assets 3,294 3,200

Consalidated toval assets 104,580 104075

Liabilities

Segment liabilides 18,929 24581 1,642 1,851 = - 20,571 26,832

Unailacated corparate liabilities 14,775 6,663

Consolidated total liabilities 35,346 33,495

Europe Morth America Asia Austratia / Oceania Africa Other Consolidated

Geographical 2006 2005 2006 2005 2006 2005 2006 2005 2006 2005 2006 2005 2006 2005

segrients S000 SO0 S000  $000  S000  S0DO  $000 3000 5000 3000 3000 S00D  S000  S000

External segment reveriue
by location of customers
Segment assets by ocation

of assets 2,038 2122
Acquisitions of

o CUrent assets 76 13

969 88 -

95 34 -

36,642 5072 29,224 26471 13,488 18254 13,520 12256 21,759 6554 2,668

- 101,373 108125 -

1174 117,301 125440

- 104,580 104076

7,379 20519

L
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Notes to and forming part of the Financial Statements

for the year ended 30 June 2006

Consoiidated The Company
2006 2005 2006 2005
$000 5000 $000 $000
5 OTHER INCOME
Davidend income 41 - - -
Other items 138 491 107 449
Rental income - - 100 100
179 491 207 549
6. EAPENSES
Net finanging costs:
Interest receivad (11} (216) {83} (184)
Met foreign exchange (gair) / 1oss {194} 154 {187} 152
INTErest axpenses 828 98 821 78
524 36 571 46
Depreciation of:
- Buildings 349 162 349 162
- teasehold property 99 ik 83 25
- Plant and equipment 2,180 2,293 1,772 1,820
2,628 2566 2,204 2067
Amaortisation of:
- Product development costs 4,549 3,752 4,549 3,752
- Computer software 560 235 560 235
5,109 3587 5,109 3087
Personnel expenses:
Wages and salasias 21,906 21,665 15,873 16,410
(ther associated personrel expenses 2,043 2059 1,481 1426
Corgributions 1o defined contribution superannuation plans 2,150 2,067 1,692 1,670
Provided for long service leave 131 496 112 427
Provided for annual leave 1,534 1,526 1,331 1,352
27,765 27817 20,489 21280
Impairment of trade receivables 63 {11 58 58]
Opearating lease rental expense 680 637 157 170
{Profiey or ioss on sale of property, plang and aquipment 125 108 12 81
Restructuring costs experisaed as incusred 1,778 - 1,204 -
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Consolidated The Company
20086 2008 2006 2005
$000 $000 $000 $000
7 AUEHTORY REMUMERATION
Audit services:
KPMG Australia — audit and review of finandial reports 114 59 114 99
Overseas KPMG firms — audit of financial reports 19 17 - -
Other services:
KPRG Australia — taxation services 55 69 55 6%
KPRMG Australia — other assurance services 66 - 66 -
Overseas KPMG firms — taxation services 27 29 12 6
KPMG related practices - due diligence servicas - - - -
281 214 247 174
8 INCOME TAX
(&} income tax expense
Current tax expense:
Current tax payable for the financial year 3,534 5,254 3,308 4,876
Adjustments for prior years (383) (519 (381) {463}
3,151 4775 2,927 4413
Ueferrad tax expense:
Origination ard reversal of tamporary differences {66) 1718 67 1681
Total income fax expanse in income statement 3,085 6,453 2,994 65494
Reconcilistion between tax expense and pre 1ax nat profit:
The prima facie income tax expense calculated at 30% on the profit
from ordinary activities 3,472 727G 3,403 65,842
Decrease in income tax expanse due to:
Additional deduction for research and development expenditure 151 350 151 340
Over provision for taxation in previous yvears 383 519 381 463
Share of associates profit - - - -
Sundry items 12 51 - 51
2,926 6,310 2,87 5538
Iricrease in income tax expeanse due 1o
Nor-deductible axperises 41 58 38 54
Cepreciation 85 86 85 86
Suridry items 33 39 - 16
INCOME 18X ExXPEnse 3,085 6,453 2,994 6,094
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Notes to and forming part of the Financial Statements

for the year ended 30 June 2006

Consoiidated The Company
2006 2005 2006 2005
$000 5000 $000 $000
B, INCOME TAX {TTONTIN
{b) Current tax Habilities / asset
Bafance at the beginning of the year (1,237} {3,536 {1,050} (3,915)
Net foreign currency differences on translation of foreign entities (12} 5 - -
Tax payabie transfered by engities in the tax consolidated group - - {44} (1500
Income tax paid / {received) 5,024 7A87 4,722 7430
Adjustmenits from prior year 263 497 262 421
Current years income tax expense on operating probt (3,534} {5,294 (3,308} 4,576)
504 {1,237 542 {1,000
Disclosed in balance sheet as:
Income tax receivable 613 - 542 -
Income tax payable (109} {1,237 - {1,0490)
504 {1,237 542 {1.000)
{<) Deferred tax liabilities
Pravision for deferrad income tax comprises the estimated axpense
at the applicable rate of 30% on the following items:
Difference in depreciation of property, plant and equipmernt - 1 - -
Experditure currenitly tax deductible but deferred and amortised
for accourding 4,531 5,328 4,931 5,328
Sundry ftems 140 188 86 54
Set off of tax in relation o deferred 1ax assets:
Difference in depreciation of property, plant and equipment (32} 47) (32} (40
Provisians for employee benefits ot currently deductible {1,155} {1,356) {978} (177
Provisions and accruals not currently deductible {2,151} (1.821) (1,961} (1,725)
Sundry items {4} 412 - {383
1,689 1,881 2,046 20897
{d) DBeferred tax assets
Future income tax benefit comprises the estimated benefit
at the applicable rate of 30% on the following items:
Sundry items 26 22 - -
26 22 - -
g, CASH
Petiy cash 4 5 2 4
Cash at bank 1,332 1.517 730 485
Shost term deposis - - - -
1,336 1522 732 489
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Consolidated The Company
20086 2008 2006 2005
$000 $000 $000 $000
10 TRADE AND OTHER RECEIVARLES
Current
Trade debtors 22,310 23028 20,693 21,390
Lass: Impairment insses recagnised (693) {713 641) (582}
21,617 22,315 20,052 20,808
Other debtors 428 519 396 486
Loans to controfled entities - - 2,822 3mz2
22,045 22,834 23,270 24,306
11 IMVENTORIES
Current
Raw materials 13,689 13,260 12,261 609
Work in progress 1,210 1,845 1,091 1,452
Finished goaods 2,374 2,306 2,374 2,306
17,273 15411 15,726 13,367
J2. OTHER ASSETS
Prepayenis 834 904 606 702
Deterred foreign currency hedge exchange differernce and costs - 127 - 127
Other 484 631 341 546
1,318 1,667 947 1,375
13, INVESTRMENTS ACCOUNTED FOR USING
THE BCOLHTY METHOD
Shares in Associatas - - - -
Codan Limited holds a 50% interest in PCB Contracting Services Pry L.
This business ceased operations during the year ended 30 june 2004,
14, INVESTMENTS
Shares in controied entities at cost - - 33,649 33,649
Lintisted shares at cost 50 50 - -
50 50 33,649 33,645




Notes to and forming part of the Financial Statements

for the year ended 30 June 2006

Consoiidated The Company
2006 2005 2006 2005
$000 5000 $000 $000
15 PROPERTY, PLANT AND EQLHPMENT
Freehold land and buildings at cost 8,815 4,287 8,815 4,287
Leasehoid property at cost 350 546 147 265
Accumulated amortisation (140} (218) {125} {134
210 328 22 146
Plart and equipment at cost 27,329 28,174 20,293 17,301
Accumulated depreciation (16,762} {16,888) {11,839} (8,808)
10,567 1,286 8,454 8493
Capital work in progress at cost 2 431 2 4,313
Total property, plant and equipment 16,554 20,217 17,293 17,234
Reconciliations
Reconcifiations of the carrying amounts for each class of property,
plant anid eculipment are set out below:
Freehioid land and buildings
Carrying amaunt at beginning of year 4,282 4454 4,282 4,454
Additions 13 5 13 5
Transfer from capital work in progress 4,869 i) 4,869 £
Disposals - 21 - (21)
Depraciation (345} {162) (349} (162)
Carrying amount at enid of year 8,815 4,282 8,815 4,282
Leasehiold propecty Improvenents
Carrying amount at beginning of year 328 415 146 223
Additions 28 24 - 8
Dispasals (47} - {41) -
Depraciation {98} (1 {83} {85)
Casrying amount at enid of year 210 328 22 146
Plant ond equinrent
Carrying amaunt at beginning of year 11,286 10,683 8,493 a7
Additions 1,128 41 1,415 279
Transfer from capital work in progress 600 237 591 2,297
Disposals {281} (222) {273} (380)
Depraciation {2,180} (2,253) {1,772} {1,820)
Net foreign currency differences on translation of foreign entities 14 40 - -
Impairment charge - - - -
Carrying amount at end of year 160,567 11,286 8,454 8493
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Consolidated The Company
20086 2008 2006 2005
$000 $000 $000 $000
Capital work in progress gt cost
Carrying amount at beginning of year 4,31 737 4,313 v
Additions 1,150 5507 1,150 5,899
Disposals - - - -
Transers t property, plant and agulipment {5,469) {2,323 (5,461) (2,303}
Carrying amount at and of year 2 4,321 2 4,313
Tetal carrying smount at end of year 19,594 20217 17,293 17,234
16, PRODUCT DEVELOPMENT
Product development — at cost 35,635 32516 35,635 31,123
Accumalated amortisation {19,198) (314,737 {19,198) {13,344}
16,437 17,779 16,437 17775
Reconciliation
Carrying amount at beginning of year 17,779 12,841 17,779 12,841
Capitatised in current period 3,207 8,690 3,207 8,690
Amortisatior: {4,549} 3752 (4,549) (3,752}
16,437 17,779 16,437 17775
7 BTANGIBLES
Goodwill - at cost 28.499 28477 - -
Accumdlated amortisation {7,586) {7580 - -
29,913 20,851 - -
Computer software — at cost 8,470 6621 8,470 6,621
Accumalated amortisation {3,495) (2,538} {3,495) (2938}
4,975 3683 4,975 3683
Total intangibies 25,888 24574 4,975 3683
Reconciliation
Goodwill
Carrying amount at beginning of year 20,89 15457 - -
ACquisitions 22 1,434 - -
Impaisment charge - - - -
29,913 20,891 - -
Comptuter Soffware
Carrying amount at beginning of year 3,683 300 3,683 300
ACquisitions 1,853 3618 1,853 3618
Amortisation {360) (235} {560) {235}
Cisposals (n - {1) -
Impairment charge - - - -
4,975 3683 4,975 3683
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for the year ended 30 June 2006

Consoiidated The Company
2006 2005 2006 2005
$000 5000 $000 $000
T ETARGIBLES (CONTINUEL
Impairment tests for cash generating units containing goodwil
The following units have significant carrying amounts of goodwill
Satellite communications equipment 15,214 15,214 - -
Broadcasst products 5,699 5677 - -
20,913 20891 - -

The recoverable amount of the cash generating units are based on value in use calcuiations. Those calculations use cash flow projections
based on a five year business plar, A terminal value has been determined at the condlusion of this five year period assuming a growth rate
of 2.5%. A pre-tax discount rate of 13.395 has been used in discounting the projected cash flows.

18, PAYABLES

Current
Trade creditors 9,508 2m7 8,461 103,543
(her creditors and accruals 8,579 8,203 4,597 7120
15,087 20,220 13,058 17,663
19, OTHER LEABIITIES
Current
Laans from controlled entities - - 10,803 10,285
Net foreign currency hedge payable - 127 - 127
- 127 10,803 10412
Z0.INTERESY BEARING BORROWINGS
Current
Bank overdrafts 1,400 [RRES 1,400 113
Secured loans 27 282 - 138
Commercial bills 11,500 2,060 11,500 2000
Unsecurad inang - - - -
12,927 3,355 12,900 3,251
Non-Current
Secured loans 43 16 - -
Commercial bills - - - -
Unsecured Inans 10 10 - -
53 26 - -
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Consolidated The Company
20086 2008 2006 2005
$000 $000 $000 $000
Tne consolidated entity has access 1@ the following Enes of credit:
Total facilities available at balance date:
Bank overdraft 2,622 2622 2,622 2622
Mt optior: facilivy 17,000 12,000 17,000 12,004
Documentary letters of credit 682 682 682 682
Equipment finance facility 1,080 2,080 200 1,200
Guarargee facility 1,350 1,350 1,230 1,230
Commerdial credit card 135 135 115 115
22,869 18,869 21,849 17,845
Facilities utilised at balance date:
Bark overdraft 1,400 1,113 1,400 1,113
wiult optior: facilivy 11,500 24060 11,500 2,000
Daocumentary letters of credit 156 - 156 -
Equipment finance facility 602 602 - -
Guarargee facility 835 835 735 735
Commerdial credit card 85 &7 80 59
14,578 4617 13,871 3507
Facilities not utilised at balance date:
Bark overdraft 1,222 1,509 1,222 1,509
wiult optior: facilivy 5,500 10,060 5,500 16,000
Daocumentary letters of credit 526 682 526 682
Equipment finance facility 478 1478 200 1,200
Guarargee facility 515 515 495 495
Commerdial credit card 56 68 35 56
8,291 14,257 7,978 13942
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20 WTEREST BEARING BORROWINGS (CONTINUED)

Bank Facilities

The equipment finance facility is secured by an uaregistered charge over the plant and equipment acquired through that faciliny
The guarartee facility, equipment finance facity and all other lines of cradiy, are secured by a registerad equitable martqage over
the whaole of the Company's assets and urndertakings.

The barrowings are supportad by interiocking guararitees between Codan Limited and its subsidiaries. The multl option facility s
subject 1o certain financial covenants and expires on 30 June 2008,

Consoiidated The Company
2006 2005 2006 2005
Weighted Average Interest rates
Cash atbank 4.54% 4.38% 4.54% 4.38%
Shost term deposits - 511% - 511%
Bank averdraft 8.80% 8.58% 8.80% 8.58%
Commercial Bl 5.81% 5.70% 5.81% 5734
Equipment finance faciity 7.39% 735% 7.39% 7305
Consolidated The Company
2006 2005 2006 2005
$000 5000 $000 $000
21 PROVISIONS
Current
Emplovee benefits 1,672 2156 1,325 1705
Warranty repairs 1,618 2010 1,618 2,080
3,290 4366 2,943 3715
Non-Current
Emplayee benefits 2,191 2,443 1,937 2,207
Reconciliation of warranty provision
Carrying amaunt at beginning of year 2,010 2,355 2,010 2,255
Provisions made during the year 926 1,054 926 1,154
Paymenits made during the year {1,318} {1,359 {1,318} (1,399
1,618 2016 1,618 2,010
Z2ISBUED CAPITAL
Share capital
162,045,454 (2005 162.045,454) ordinary shares fully paid 23,685 23685 23,685 23685

There has been no mavement in share capital during the year,

Terrns and conditions

Holders of ardinary shares are entitled to receive dividends as declared from time 1 time and are entitled to one vote per share at
shareholders’ meetings. in the winding up of the Company, ordinary shareholders rank after all creditors and ase fully entitled 1o any
procesds on liguidatior,
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Consolidated

2006
$000

2008
$G00

The Company

2006
S000

2005
5000

23 RESERVES
Asset revaluation
Fogeign currency fransiation

Hedging raserve

Asset revaluation reserve

The asset revaluation reserve includes the net revaluation increments
and decremenits arising from the revaluation of non-current assels
measused at fair value,

Balance at beginring of vear
Revaluation of lard and buildings
Transfer 1o retained profits
Balance at end of vear

Foreign currency translation

The foreigr currenicy translation reserve records the fareign currency
differences arising from the ransiation of foreign operations.

Balance at beginning of year
Met translation adjustrment

Balance at end of vear

Hedging reserve

The hadging reserve comgrises the effective portion of the cumalative
net change in fair value of cash flow hedging instruments related 1o
hedged transactions that have not yet cocourred.

Balance at beginning of year
Adjustrment on change in accourging policy
Total recognised to income and expenise

Balance at end of year

24, RETAIMNED PROFITS

Retained profits at beginring of vear

Transfars from reserves

Met profiy sttributable 1o members of the parent antity
Cividends recognised during the year

Retained profits at end of year

{184}

(72}

(128)

&1

{184)

(72

(128)

61

34

(34}

34

{343

(72)
(112}

(72}

61
{189)

&1

{184}

(72}

(128)

&1

127
{127}

127
(127)

46,968

8,488
{9,723)

38033
34
1774

(8,240

47,701

8,349
{9,723)

39793
34

16,714

(3,240}

45,733

46,968

46,327

47,701




Notes to and forming part of the Financial Statements

for the year ended 30 June 2006

Consoiidated The Company
2006 2005 2006 2005
$000 5000 $000 $000
25 COMBMITMENTS
{i) Capital expenditure commitments
Aggregate amount of contracts for capital expenditure
on plant and equipment 32 969 32 S47
{ii} Non-canceliable operating lease expense and
other commitments
Future operating lease commitmeants not provided for in the financial
statemerds which are payabile:
Withir one year 997 614 566 130
Cne year or fater and no later than five years 1,130 516 664 764
Later than five years - - - -
2,127 1,526 1,230 186

The consofidated ergity leases property under non-cancellable aperating leases expiring from one 1o five years. Leases generally
provide the consolidated ervity with a right of renewal at which time &l terms are senegotiated. Lease payments comprise a base
amount and an adiustmert for the consumer price index.

{ii) Finance lease and hire purchase payment commitments
Withir one year 3t 2494 - 143
Cne year or fater and no later than five years 48 17 - -

Later than five years - - " -

79 3% - 143
Less: furure finance charges g 13 - 5
70 298 - 158
Lease and hire purchase Habilities provided for in the
financial statements:
Carrent 27 282 - 138
Man-current 43 16 - -
70 298 - 158

Finance keases and hire purchase agreements are entered into as a means of funding the acquisiton of plant and equipment. Repayments
are generally fixed and no leases have escalation clauses other than in the event of payment defaull. No lease arrangements create
rastrictions on other finandng ransactions,

26, CONTINGENT LIABILITIES AND CONTINGENT ALSETS

The consolidated entity entars into performance bonds in support of its obligations as a supplier of electroric equipment. During the 2005
year Codan Broadcast Products Pry Lid acquired the assets of Talla Sound and Vision. Under this acquisition contract Codan Broadcast Praducts
Pry Lid is required 1o pay additional consideration of 5661,0001f spedified praducts exceed certain sales thresholds in the years ending

31 diarch 2006 and 31 March 2007 The sales thresholds for the vear ended 31 March 2006 were not achieved. No liability has been recordad
for this possible paymeant and its expecied that any such payment under the terms of this contract will be accountad for as geodwdll
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ZE ADDATIONAL FINANCIAL BNSTRUMENTS DISCLOSURE
{a) Interest Rate Risk
The consolidatad entity's exposure 1o interast rate risk for classes of finandial assets and financial liatilities is set out below:

Fired interest mataring in

One year Oneto
Floating or less five years Mo interest Total
2006 $000 $000 $000 $000 5000
Financial assets
Cash assats 1338 - - - 1,336
Recaivables - - - 22,045 22,045
Other assets - - - 1,318 1,318
Other Bnancial assets - - - 50 50
1,336 - - 23413 24,749
Financial liabilities
Fayabies - - - 15087 15,087
Other liabilities - - - - -
Bark overdralt 1,400 - - - 1400
Secured loans - 27 43 10 a0
Commercial bills 1,500 - - - 1,500
Employee henafits - - - 3,863 3,863
12,500 27 43 18960 31,930
Fiwed interest maturing in
Chrige weaar One to
Floating or less five years Nes interest Total
2005 $000 $000 $000 5000 5000
Financial assets
{ashi assets 1522 - - - 1522
Recaivables - - - 22,834 22,834
Other assets - - - 1,667 1,667
Other Bnancial assets - - - 50 50
1,522 - - 24,551 26073
Financial liabilities
Fayabies - - - 26,220 20,220
Other liabilities - - - 127 127
Bank overdraft [RRES - - - 113
Securad Inans - 282 16 10 308
Commercial bills 2,000 - - - 2,000
Employee henafits - - - 4,599 4,595
3113 282 16 24,956 28,367
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ZF ADDITIONAL FINANCAL INSTRUMENTS DISCLOSURE (CONTY

{b) Foreign exchange risk

R

The consclidated entity enters into forward foreigr exchange contracts to hedge certain anticipated sale commitments denominated
in foreign currendies (principally US dollass). The termis of these commirments are rarely more than twa years. The consclidated entiny’s
policy is 1o enter intg forward foreign exchange contracis to hedge a proportion of foreign currency sales expectad in each month
withiry the following two vears, within Board instructions and limits. The amount of anticipatad future sales are forecast in light of
carrent conditions in foreign markets, commitrents from cusiomers and experience.

The following table sats out the gross value 10 be received urder forward foreign currency contracts, the weighted average
contracted exchange ratas and the settlement periods of outstanding contacts for the consolidated entity.

Consolidated Consolidated
2006 2005 2006 2005
Welighted Weighted
average rate average rate S000 S000
Sell 1S Doliars
Mot later than one year - 07594 - 14,689

The consolidatad entity classifies its forward exchange contzacts, hedging forecasted transactions, as cash flow hedges and states them at
fair value. As no forward foreign exchange contracts were held as at 30 June 2006 the fair value was nil.

{e) Credit risk exposures

Credit risk represents the loss that would be recogrised if counterparties faiied to perform as contracied. The credit risk on the financial
assetsof the consolidated entity is the carnying amourit of thie asset, net of any iImpairmerg losses recognised. The consolidated enitity
minimisas concentrations of credit risk by undertaking transactions with a large number of customers in various countries and by credit
insuring a portion of trade debtor balances. The consolidated enitity is not materially expased to any individual averseas country or
individual customer,

{ch) Net fair values of financial assets and liabilities

The net fair values of monetary financial assets and finandial labilivies not seadily traded in an orgarised financial market are determined
by valuing them at the present value of corgractual future cash flows on amoLlrs due from customers (reduced for expected credit

losses) or due 1o suppliers. The carrying amaounts of finandial assets and financial lishilities appraximate their net fair vaiues.

28, CONTROLLED ENTITIES

Interest Held

2006 2005
Mame / Country of incorporation Class of Share kil kil
Parent Entity
Codan Uimited, Australia Ordinary
Controlled Entities
AP Prirged Circuits Pry Lid, Australia Crdinary 100 100
Codan (UK} Lrd, £ngland Crdinary 100 100
Codan (QId) Pry Lid, Australia Crdinary 100 100
Codan (US) Ing, United States of America Crdinary 100 100
Codan Telecommunications Pry Lid, Australia Ordinary 100 140
Codan Broadceast Products Pry Lid, Australia Ordinary 100 100
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29 MOTES TO THE STATEMENTS OF CASH FLOWS

{i} Reconciliation of cash

For the purposes of the statemeris of cash Hows, cash includes cash on hand and at bank and short term deposits, net of outstanding
bank overdrafts. Cash as at the end of the financial yvear as shown in the statemenits of cash Hows is reconcitad 1o the related items in the

hatance sheat as follows:

Consolidated The Company
20086 2008 2006 2005
$000 $000 5000 $000
Petly cash 4 5 2 4
{Cash at bank 1,332 1,517 730 435
Short term depasits - - - -
Bank overdraft {1,400) {1,143 {1,400) RREY
{64) 459 {668) {624}
(ii) Reconciliation of profit from ordinary activities after
income tax to net cash provided by operating activities
Profit from ordinary activities after income tax 8,488 17741 8,349 16,714
Add/(lessy tems classified as investing of finandcing activities:
{Profit) / loss ory sale of non-cugrent assets 125 108 112 a1
Dividend income (41) - - -
Add /{tess) non-cash items:
Uepreciation of:
- Buildings 349 Hevs 349 162
- Leasehaid property 99 1 83 85
- Plantand equipment 2,180 2,293 1,772 1,820
Amortisation 5,109 3587 5109 3587
(Decrease)/increase in inCome 1axes {1,928) 596} {1,726]) (1,322
Share of associates ret profi - - - -
Non cash intercompany transactions - - 8,628 7898
Increase/idecrease) on net assels affected by translation (146) 7 - -
Net cash from operating activities before changes
in assets and liabilities 14,235 23413 22,676 29425
Change in assets and liabilities during the financial year:
Reductionfincrease) in recaivables 698 {8,605} 755 (8,202}
Reductiondincrease) in inventosies {1,716} (31803 {2,213) (2008
Reductiondincrease) in other assets 449 3,338 518 3320
IncreaseAraduction) in payables (5.260) 1,721 4,729) 1,247
Increase/freduction) i provisions {1,159) 321 {1,043) 142
Net cash from operating activities 7,238 17008 15,964 23574
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Consoiidated The Company
2006 2005 2006 2005
$000 5000 $000 $000
30, EMPLOYEE BENEFITS
Aggregate liability for employee benefits, including on costs:
Current — other creditors and acoruals 537 1,602 248 1180
Current — employee entitlemernits 1,672 2,156 1,325 1705
Nen-current - employee entitlements 2,191 2443 1,937 2,207
3,863 4,599 3,262 3912

The prasent values of employes entitlements not axpacied (o be setiled within 12 months of reporting date have been calculated
using the following weighted averages:

Consaiidated Ther Comparny
2006 2005 2006 2005
Assumed rate of increase in wage and Salary rates 4.00% 400% 4.00% 4.00%
Discount rate 5.76% 513% 5.76% 513%
Setdement term fyears) 20 years K years 20 years 20 years

Codan Executive Share Plan

The Company established the Codan Executive Share Plar (CESP) to assist in the retention and mativation of certain executives.
Under the plan pardy paid shares wera issued 10 the Cadan Executive Share Plan: Pty Ltd (the trustee) which administers the trust.

The shares issued under the plan vest in the executive upon issue. The shares participate in dividenids and carry voting rights. The
Company will not be issuing any further shares under this plan.

Performance Rights Plan
The shiarehclders approved a Performance Righis Plan arthe 2004 Annual Genersl Meeting, this plan has not been implementad.

Codan Employee Share Plan

The Codan Employee Share Plar was approved by a resolution of the Campany's shiarehiclders and was established to provide certair
employveess with incentive rewards by giving them the opportunity 1o acquire shares. Shares are issued under the plan in the name of
the participating emplayee 10 the plan and vest immediately in the plan.

Urider the plan eligible employees were able 10 acquire shares by way of two methods. Shares coutd be acquired at market value, in
which case the employes could apply for an interest free loan to fund the acquisition. Eigible emplavees could also acquire shares st a
discount as determined by the Board, in which case no loan was avaiiable to acquire the shares,

In relation to the interest free loan the employes makes egual pericdic instaiments with full repayment within three years or by the
date of termrination of employmernt. The shares vest in the plan immediately and vest 1o the empioyees upon full repayment of the
loars. As at reporting date $18,839 (2005 $79910) is recagnised as a receivable by the Company from employees under this plan,

Shares acquired by eligible employees at a discount 1o the markeat value vest in the employee immediately. The discount approved
by the Board for the shares issued as at 27 November 2003 was 5% to the market value of the shares. As the issue of the shiares was

contingent on the Company sting on the Adstralian Stock Exchange the market value of the shares has been assessed as the offer
price under the Company's prospectus dated 21 Octaber 2003,

Shares issued under the plan carry full dividend and voting dghts. Na shares have been issued under the plan in the 2005 or 2006
financial years.



31 KEY MANAGEMENT PERSONNEL DISCLOSURES

Remuneration of key management personnel by the consolidated entity

Remuneration levels are competitively set 10 attract and retain appropriately qualified and experienced senior executives.

The Remuneration Committes considers comparative companies, econemic conditions and independent advice in assassing the
remurieration packages of directors and senios executives. Remuneration packages can include a mix of fixed remuneration and
performarice based remunaration.

The rernuneration straciures explained below are designed o attract suitably gualified candidates, and 1o effect the broader
cutcome of increasing the consolidated entity's net profit. The remuneration structures take into account the averalf level of
remunieration for each director and executive, the executive’s ability 1o control the relevant segmernits performance, and the amount
of incentives within each executives remuneation.

Key management personriel may receive banuses based on the achievermnent of vwa specific performance hurdles.

Firstly, where the ratio of earnings before interest and taxes {EBITY, which is adiusted for the capitalisation of product development
expenditure, (o sales exceads a pradetermined threshold for the financial vear a bonwus is calcuiated based on a percentage of the
executives normal salary package. This percentage is capped af a mavimum of 358 for the salary package. For the year ended 30 June
2006 this banus condition was rict achieved and as a result no payments under this performance condition will be made.

Secondly, where growth of the consolidated entity exceeds a predetermined threshold for the finandial vear a borws is calcuiated
based un & percentage of the executives normal salary package. This percentage is capped at a maximum of 35% of the salary
package. Payments under this performance condition are dependent upor: the achievernent of the minimum threshold for the EBIT 1o
sales ratio referred to above. For the year ended 30 June 2006 the growth parformance measure was not achieved and as a resuli no
payments under this performance condition will be made.

Whare these calculations resuit in a bonus being available the payment of one half of the bonus would be dependent upon the
appraisal rating of the specific executive.

These performarice conditions hiave been established 1o encourage the profitable growth of the consolidated entity. All borius
amounts that accrue to the relevant executives are paid in cash. There is no separate profit-share plan. Non-executive directors do not
receive any performance related remunaration,

Tatal remuneration for all non-executive directors, last voted upon by shareholders at the 2003 AGM, is not to exceed 5750,000 per
annium. Director's fees are determined based on the position held by the diector and the addiional company commiitees that the
director is a member of

Mo exacutive directors ar senior executives have entered inta employmerst contracts greater than one year and there is no pre-
determined compensation payable to executive diractors or senior executives on their volurtary or involuntary retiremer,

Amounits disclosed for remuneration of directors and specified executives exdude insurance premiums paid by the company in
respect of directors” and officers’ liability insurance contracts which cover currenit and former directors and officers. The premiums
have not beer: allocated 1o the individuals covered by the insurance policy as, based on all available information, there is no
reasonable fasis for such an allocation.

The remuneration amourds disclosed have been calculiated based on the expense 10 the compary for the financial year, therefore
items such as anndal leave and long service leave, taken and provided for, have been considered. As a result the remuneration
disclased may not equal the salary package as agreed with the executive in any one year. Mr C Nesbhitt (General Manager
Manufacturing) was promoted 1o the executive team and in this year of fransition his base salary and bonus has been structured
differantly from the other executives.
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31 KEY MANAGEMENT PERSOMNMEL DISCLOSURES (€

The following table provides the nature and amount of all remuneration received by all directors of the Company for the year ended
30 June 2006,

Primary Post-employment Other compensation
Lorig term Mori- Othier post
Salary incentive  monetary Super- employment  Termination Insurance
and fees Bonus bonus  benefits annuation berefits benefits  premiums Total
E3 § 5 $ § $ 5 $ 5
Non-executive directors
Mr J A Uhrig
{Chairparson) 2006 163,500 - - - - - - - 163,500
2005 138,066 - - - - - - - 138,066
Mr | ) Bettison 2006 27,250 - - - - - - - 27,250
2005 9033 - - - - - - - 69,033
IAr | B wWalk 2006 81,750 - - - - - - - 81,750
2005 9033 - - - - - - - 69,033
Ir A E R Wood 2006 27,250 - - - - - - - 27,250
2005 9033 - - - - - - - 69,033
IAr B P Burns 2006 75,000 - - - 6,750 - - - 81,750
2005 £3,333 - - - 5700 - - - 69033
B LA Davis 2005 25,833 B - - 2,325 - - - 28158
IAr P R Griffiths 2006 75,000 - - - 6,750 - - - 81,750
2005 £3,333 - - - 5700 - - - 69033
D¢ D Klingrer 2006 75,000 - - - 6,750 - - - 81,750
2005 43,756 - - - 3537 - - - 47087
Mr I Klingherg 2006 68,750 - - - 6,188 - - - 74,938
Executive directors
IAr b K Heard
{Manaqing Directoy) 2006 445,050 - - - 44,530 - - - 489,581
2005 506,758 188000 - - 66,608 - - - 762,367
Torad, alf directors . 2006 1,038,550 - - - 70,968 - - - 1,109,519
2005 1048572 189000 - - 854,271 - - - 1321443

Mr L A Davis retired as a direcior in Decemiber 2004 and My A £ R Wood and Mr |} Bettison retired as directors in Gctober 2005
D¢ £ Klingrer was appainted as a director in December 2004 and Mr 3 Klingberg was appointed as a directar in July 2005



The following table provides the nature and amount of all remurieration received by the key management persornel, othes than

directors, of the consolidated entity with for the year ended 30 June 2006,

Primary Post-ermployment Other compensation
Long term Mesri- Othier post
Salary incentive  monetary Super- empioyment Termination  Insurance
and fees Bonus bonus benefits anniation benefits benefits  premiums Totat
% 4 4 3 4 3 $ 3 3
Executives
s 1 McGurk
General Manager 2006 204,293 - - - 15,361 - - - 219,654
- Sales and Marketing - 2005 193121 71,750 - - 14,246 - - - ey
wir D Hughes
Chief Finance ond - 2006 206,252 - - - 16,843 - - - 223,095
Information Officer 2005 20,21 77350 - - 23977 - - - 302,538
wir P Charlesworth
General Manager 2006 184,568 - - - 16,545 - - - 201,112
Engineering 2005 191480 74750 - - 16,075 - - - 279305
wir A Gobolos
General Manager 2006 207,450 - - - 18,833 - - - 226,383
Buisiness Development 2005 199162 80500 - - 23432 - - - 303,074
wir L Groves
General Manager 2006 - - - - - - - - -
Sates and Marketing 2005 21578 - - - 1,820 - - - 234G
wvir C Neshity
General Manager
Fanufacturing 2006 131,258 18,750 - - 11,089 - - - 161,097
Toral, all specified
exacutivas 2006 933,822 18,750 - - 78771 - - - 1,031,343
2005 806,552 201,350 - - 79,543 - - - 1187445

Mir & Groves ceased 1o bhe emploved i August 2004 and Mr C Neshitt has been the General Manager of Manufacturing for the 2006

fnancial year.

As all key management persornnel are emplayed by Codan Limited the remuneration information disclosed is relevang for both the
consolidated entity and company required disciosures.
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3. KEY MANAGEMENT PERSONNEL DISCLOSURES [CONTINUELDY
Equity holdings and transactions

The movement during the reparting period in the number of ordinary shares of Cadar Limited held, directly, indirectly or beneficially,
by key management personnel, incuding their personally related entities is as follows:

Cpening Ciosing
palance Purchases Sales Balance
Directors
Ir J A tUhrig 11,385015 780,320 - 12,168,336
Mr 1) Bettisor 20,859439 - - 23,855,439
MAr 1 B Wak 34,792,543 - - 34,752,543
Mr A £ R Wood 46,030,713 - - 46,030,713
Mr B P Burns 11,389016 191,721 - 11,580,737
Mr LA Davis 200,002 - - 200000
Mr P R Griffiths 00600 - - 14,000
Dy D Klingrer 20,000 80,000 - 100,000
Mr D Klingherg - 35,200 - 35,200
Mr #d K Heard 4,359,522 - - 4395527
Specified executives
Mr D McGurk 1,600 - - 1,000
Mr D Hughes 1,000 4,000 - 15,000
Mr P Chareswarth 0000 - - 10,000
Mr A Gobaolos 778407 - - 778407
Mr C Neshitt 5000 - - 5,600

Other transactions with the Company or its controlled entities

There have baen no loans ta key managerment persannel during the financial year

A number of key managemers parsonnel, o their personally related ertities, hold pasitions in other erdities that result in them having
control or significance infiuence cver the finandial or operating policies of those entities. Any tranisactions with these entities were

ne more {avourabie than thase available, or which might reasanabiy be expectad 1o be available, on similar transactions 1o unrelated
ertities or an arm's length basis.

Mr A £ RWood provided consuiting services of 5100000 {2005 $180,000) to the company during the year, The consulting terms are
based o market rates for these types of services.

From time o time, directors and specified executives, or their persanally related entities, may purchase goods from the consolidated
entity. These purchases oocur within a normal empioyee relationship and are considered to be trivial in nature.

32, OTHER BELATED PARTIES

All transactions with non-key management personnel related parties are on normal terms and conditions.

The Compary and Codan Broadcast Products Pty Lrd purchase materals from IMP Printed Circuits Pry Lid. The Company also pays
marketing fees o Codan (LK) Lid and Codan {US) Inc and paid rent 1o Codan {Gid) Pry Ltd for plant and equipment. The Company
charges rert 1o IMP Printed Circuits Pty Ltd for thelr premises.

Loans between entities in the wholly owned group are repayabie at call and no interest is charged.



33, EXPLANATION OF TRANSITION TO AFFRS

As stated in Note 1 these are the consolidated entity's first full vear financial statements prepared in accordance with Adstratian
Accounting Standards - AIFRS.

The accounting policies in MNote 1 have been applied in preparing the financial statements for the financdial year ended 30 Jurne 2006,
the comparative information presented in these financial statemensts for the finandial year ended 30 June 2005, and in the preparation
of an opening AIFRS balance sheet at 1 July 2004 (the consolidated entity's date of transition).

Iri preparing its opening AIFRS balance sheet, the consolidated entity has adjustad amaounts reporied previcusly in Bnancial
statements prepared in accordance with its old basis of accounting {previous GAAF).

An explanation of how the transition from previous GAAP to AIFRS has affected the consolidated eritity's financial position, financial
parformance and cashi flows is set out in the following tables and the notes that accompany the tables.

Consolidated The Company
Reconcitiation of profit 30 june 2005 30 fure 2005
Previous  Transition Previous  Transition
GAAP Effact AlFRS GAAP Effoct ABFRS
Note $000 $000 $000 $000 $600 $000
Revenue 3340 125455 {150 125440 17,184 (15 1171569
Cost of goods sold {85564 - 65,5643 {60897 - 60,897}
Gross Profit 59,891 (15} 59,876 56,287 (15} 56,272
Other aperating income 3340 () 844 {353) 491 852 {203) 549
Administrative expenses 33 (g (8,282 154 {8,128} (7739 152 {7587}
Sales and marketing expenses (20,523 - {20,523 19517 - (19517}
Research and engineesring expanses 33 {a) [7.366) 14 {7352 {6,756) 14 (7820
Firarcing costs 33} {O8) 62 (363 {78 a2 a6}
Share of net profits of associates - - - - - -
Other aperating expenseas 33 (al, (b (1,856} 1,802 (G4} {2000 1% {81
Profit before income tax expense 22,570 1,664 24,234 22,809 {t} 22,808
IrCome 1ax expense 33 {6,366} (127 {6,493} {5,967 (27 (&,0543
Profit for the period 16,204 1,537 17,741 16,842 {128} 156,714
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Notes to and forming part of the Financial Statements

for the year ended 30 June 2006

33, EXPLANATION OF TRANSITHON TO AIFRS [
Notes to the AIFRS reconciliations

{a) Intangibles

Product develogrnent

Under AFRS staff training costs are nat to be capitalised as an intangible asset. On transition to AIFRS staff training costs of $65,871
previousty capitalised as product development have baen derecognised with an adiustmerdt of 546,110 1 retained earrings and
515,761 to deferred tax liability as at 1 July 2004, No staff training costs have been capitalised in the year ended 30 June 2005,

The amortisation expense charged in the year ended 30 June 2005 under Australiar: GAAP i relation to staff fraining costs that
were capitalised in prior years is 514,468 and as a result the AIFRS profit before tax for the year ended 30 June 2005 has been
increased by this amaount.

Other intangible assets

Software assels have heen reclassified from property, plant and eguipment 1o Intangible assels on transition 1o AIFRS. This has resuited
in a reclassification of $295627 for the company and the consolidatad entity as at 1 July 2004 and $3,683,030 as at 30 june 2005,

Amortisation

(ther than goodwill, the amoertisation policy for intangible assets is urchanged by the adoption of AIFRS. Under AIFRS goodwill is not
subject 1o amortisation but will be subiact 10 an annual fnpairmerd test. The impact of this change in accounting policy will be an
increase 1o operating profit of $1,664,845 for the year ended 30 June 2005,

{b) Property, plant and equipment

(her than land and buildings ali other property, plant and equipment has continued 1o be measured at cost. Land and buiidings
were previcusly measurad at fair value, the compary has elected 1o change the measurement basis from fair value to cost under
AIFRS. Cn transition: ta AIFRS the carrying value of fand and buildings has been deemed 1o be cost. As a result ali property, plantand
equipment is now measured at cost undear AIFRS and the asset revaluation reserve recorded by the company has been transferred 1o
retained eamings on transition 1o AIFRS.

Unider AFRS the gain or loss on the disposal of property, plant and equipment will be recogrised on a net basis rather than separately
recogrisirg the consideration received as revenue. For the consefidatad entity an amount of $136,508 was reclassified from revenue 1o
other expenses for the financial year ended 30 June 2005.

{c) Revenue

Under AFRS where the settlemnent terms of a sale transaction are deferred the sale transaction is 1@ be recorded at fair value.
The reductior: to sales for the finandial year ended 30 June 2005 for the company and consolidated entity is $15,329. Thers was no
impact for the 2004 Enancial year,

{d) Income tax

Under AFRS the tax enitry that has resulted from a fransaction that has impacted equity is alse reflected in equity. The impact as at
1 July 2004 as a result of adopting this AIFRS is an increase in deferred tax assets of $511,195 and an increase in shareholders equity
5638994 and decrease in retained earnings of 5127799 The impact for the year ended 30 Jure 2005 is an increase of 3127799 (0 tax
expense and 3 $127799 decrease 10 deferred tax asset. Deferred tax balances related 1o the same tax authority have been offset.

{e} Business combinations

As permitted by the election avaiiable urder AASE 1, the classification and accounting treatment of business combinations that
occured prior @ transition date have not heen restated in preparing the 1 July 2604 AIFRS transition balance sheet.

{f} Foreign currency

The consalidated artity has elected under AASE 1 1o reset the balance of the foreign currency revaluation reserve 1o nit on transition to AIFRS.
The foreign currency translation reserve as at 1 July 2004 was a debit balance of $17,275.

{g} Net financing costs

Interest recelved of 3215818 (Compariy 5183,883) has been reclassified from ather income 1o net finanging casts and the nat foreign
exchange losses of $154,272 (Company $151,860) have been reclassified from administration expenses 1 net financing Costs.



Directors’ Declaration

Codan Uimited and controlied entities

In the opinion of the directors of Codan Limited {the Company'):

{a} the financial statemerits and nates, set aut o 25 10 58, are in accardarice with the Corporations Act 2001, including:

(i) giving a true and fair view of the financial position of the Company and consolidated entity as at 30 June 2006 and of their
performance, as represented by the results of thelr operations and their cash fiows, for the finandial year ended on that date; and

(i} complying with Australian Accourging Standards and the Cosporations Regulations 20GT; and

{b) there are reasonable grounds 1o believe that the Company will be able 1o pay s debts as and when they become due
and payable.

(c} the directors have been given the declarations by the chief axecutive officer and chief Enancial officer for the financial year ended
30 June 2006 pursuant fo Section 2954 of the Corporations Act 2001

Cated at Newson this 17th day of August 2006,

Signed in accordance with a resclution of the directors:

J A Uhsig MK Heard
Diractor Director
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Independent Audit Report

to the Members of Codan Limited

SCOPE
The financial report and directors’ responsibility

The Bnancial report comprises the income statemenits, statements of recognised income and expense, balance sheets, statement of
cashi flows, accompanying natas 1o the financial statemenits, and the directars’ declaration st our an pages 25 1o 59 for both Codan
Limited ('the Cornpary’) ard Codan Limited and its controlled entities (the consolidated entity’), for the year ended 30 June 2606,
The consolidated entity cornprises both the Compary and the entities it controlled during that year.

The directars of the Compary arg responsible for the preparation and true and fair presentation of the financial repost in accordance
with the Corparations Act 2001, This includes responsibility for the mairgenance of adequate accounting records and internial controls
that are designied o prevent and detect fraud and error, and {or the accounting pelicies and accounting astimates inharent in the
financial repors. The directors are also responsible for preparing the relevant reconciling irformation regarding the adjustmernts
required Under the Australian Accounting Standard AASE 1 First-time Adoption of Australian equivalents to international Financial
Reporting Standards.

Audit approach

Wa conducted an independeant audit in order o expeess an opirden 10 the members of the Company. Our atdit was conducied in
accordance with Australian Aqditing Standards in order 1 provide reasonable assurance as 1o whether the finandcial report is free of
material misstaterment. The nature of an audit is influenced by factors such as the use of professional judgement, selective testing, the
inherent limitations of internal cortrol, and the availabifity of persuasive rather than conclusive evidence. Therefore, an audit cannot
guarantea that all material misstatemenits have beery detected.

We parformed procedures 1o assess whether in all material respecis the finandial report prasents fairly, in accordance with the
Corporationis Act 2003, Australian Accounting Stanidards and other mandatory finanicial reporting sequiremerits in Australia, a view
which i consistent with our understanding of the Company’s and the consolidated entity’s financial position, and of their perfosmance
as represented by the rasuits of their aperations and cash flows.

We formed our audit opinion on the basis of these procedures, which inclizded:
B examining, on a test hasis, information o provide evidence supporting the amounts and disclosures in the financial report, and

B assessing the appropsiatenass of the accounting policies and disclosures used and the reasonablenass of significant accounting
estimates made by the directors.

While we considered the effectiveness of managemant's Internal controls over finandial reporting when determining the nature and
extent of our procedures, our audit was not desigred 1o provide assurance on internal controls.
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AUEHT GRINION

In aur opinion, the financial report of Codan Limited s in accordance with:
{a} the Corporations Act 2001, including:

(i) giving a true and fair view of the Company's and consolidated entity’s financial position as at 38 June 2606 and of their
performance for the vear ended on that date; and

(i) complying with Accourging Standards in Australia and the Corporations Requlations 200% and

{0y other mandatary financial reporting requlirements in Australia.

e,

KPRG

A

P 1 Robertson
Partner

Adelzide

7 August 2006
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ASX Additional Information

for the year ended 30 June 2006

Additional information required by the Australian Stock Exchange Limitad Listing Rules not disclosed elsewhare in this report s set out below:

SHAREHMOLDINGS A% AT 23 AUGUST 2006

Substantial shareholders

The number of shares held by substantial shareholders and their associates are set out below:

Shareholder Number of ordinary shares
Interests associated with Kyrola Pry Limited and Warren Glen Pry Limited 11,580,737
Interasts associated with Starform Pry Limited and Pinara Pry Limited 12,165,336
MacKinnon lavestments Pry Limited 20859439
I8 Wall arid P Wall 34,792,943
Edlal Pyy Liméited 46,030,713

Distribution of equity security holders

Category Mumber of Eguity Security Holders
Ordlinary Shares

1= 1,800 288
1,301 = 5000 824
5001 = 15,000 357
14,000 - 100,008 330
160001 and over 39
Total 1,878

The number of shareholdears holding less than a marketabie parcel of ordinary shares is 55.

On market buy back

Thers is no current on market by back.

62



Twenty largest shareholders

Marme Number of ordinary Percentage of
shares held capital haid
Edal Pry Limited 46,030,713 28 4%
1B Wak and P Wall 34,792,943 21 5%
MacKinnor Investrmants Pty Limitad 20,855435 129%
Starform Pty Umited 1,389,018 70%
Kynola Pty Limitad 91,213 56%
MK and MC Heard 3,666,768 2 3%
LF Choate 3211260 2 0%,
Natonal Nominees Limited 2536413 1.6%
Warrer Glen Pry Limited 2469524 1.5%
JP Morgan Nominees Australia Limited 2425501 1.5%
Sandhiurst Trustees Limited (Asst Ethical Equities account) 1419564 05%
Asgo Irvestments Linnited 206000 0.5%
Pinara Pry L 780,320 0.5%
YA and EJ Gobolos 778,407 050
REC Dexia Irvestar Services Australia Nominees Pry Limited (BRCUST account) 748405 0.55%
WP MchDonough 45475 0.5%
MiC Hleard 733,254 0.5%
The lan Potier Foundation Limited 700,000 4%
Sandhurst Tristees Limited (Aust Ethical Balanced account) 686,035 4%
ANZ MNominees Limited 655,167 (4%
Total 144,538,417 89.2%
OFFICES AND OFFICERS
Company Secratary

wir David Hughies BA[AC), CPA, AlMM, CPMgr

Principal Registered Office

81 Graves Strest

Newion South Australis 3074
Telephone: {08} 8305 4311

Facsimiie: (08} 8305 0411

Intarrer address: v COHan.com.au

Share Registry

Computershare Investor Services Pry Limited
GPO Box 1903
Adelzide South Austratia 5001

Stock Exchange

The company is listed on the Australian Stock Exchange. The home exchange s Adelaide,

Other Information

Codan Limited, incorporated and domicied in Australia, is a publicly listed company limitad by shares.
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Corporate Directory

Directors

John Uhrig {Chairmany

Michael Heard {Managing Directar and Chief Executive Officer)
Brian Bumns

Peter Criffiths

David Klingberg

David Klingrer

lar Wall

Company Secretary
David Hughes

Registered Office

81 {raves Street
Maswyton SA 5074

Auditor

KPS
15% Pirie Stresat
Adelaide SA 5000

Registry
Computershare Investor Services Pty Limited

GRC Box 1003
Adalaide SA 5001
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