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Appendix 4E
Preliminary final report

ORICA LIMITED
ABN 24 004 145 868

1. Details of the reporting period and the previous corresponding period
Reporting Period Year Ended 30 September 2018

Previous Corresponding Period Year Ended 30 September 2017

2. Results for announcement to the market

Consolidated:
Change 

$m $m

2.1 Consolidated revenue from operations up 334.6 6.6% to 5,373.8

2.2 Profit/(loss) after tax attributable to shareholders down (434.3) N/A to (48.1)

2.3 Net profit for the period attributable to
shareholders before individually significant items down (62.0) (16.1)% to 324.2

Dividends

Current period 

2.4 Final dividend       - Ordinary Cents 31.5 0.0

2.4 Interim dividend    - Ordinary Cents 20.0 0.0

Previous corresponding period 

2.4 Final dividend       - Ordinary Cents 28.0 0.0

2.4 Interim dividend    - Ordinary Cents 23.5 3.0

2.5 Record date for determining entitlements to the dividend:

Ordinary Shares 13-Nov-18

Payment date of dividend:

Ordinary Shares 7-Dec-18

2.6 Brief explanation of figures 2.1 to 2.4:
i) It is anticipated that dividends in the near future will be franked at a rate of no more than 20%.

ii) Conduit foreign income (CFI) component:

Current period Previous corresponding period 
Interim dividend:                                                                                Interim dividend:
Ordinary                                20.0 cents                 Ordinary                               20.5 cents
Final dividend:    Final dividend:    
Ordinary                                31.5 cents                              Ordinary                                28.0 cents      

iii) For the profit commentary and any other significant information needed by an investor to make an
informed assessment of Orica's results please refer to the accompanying Orica Limited Results 
for the Full Year Ended 30 September 2018.

Amount per 
security

Franked amount 
per security at 

30% tax
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3. Income Statement - refer attached

4. Balance Sheet - refer attached

5. Statement of Cash Flows - refer attached

6. Reserves and retained earnings - refer attached, Statement of Changes in Equity

7. Details of individual dividends and payment dates - refer attached, Note 4 Contributed 

Equity and Reserves

8. Details of dividend reinvestment plan

The Company's Dividend Reinvestment Plan (DRP) continues to be available to eligible shareholders.  

For the final dividend, shares will be allocated based on the arithmetic average of the daily volume 

weighted average market price of all shares sold through a normal trade on the ASX for a period of

7 trading days from 16 November to 26 November inclusive. The last date for receipt of election notices for 

participation in the final dividend under the DRP is Wednesday 14 November 2018. Shares issued and/or

purchased on market pursuant to the DRP will rank equal to all other ordinary shares. No discount 

applies to the DRP.

9. Net tangible assets

Current period

Cents Cents

Net tangible asset backing per ordinary security 317.8 367.4

10. Control lost over entities - refer attached, Note 16 Businesses disposed

11. Details of associates and joint venture entities - refer attached, Note 14 Investments accounted

for using the equity method and joint operations

12. Significant information - refer press release attached

13. For foreign entities, which set of accounting standards is used in compiling the report - not

applicable

14. Commentary on results for the period - refer press release attached

15.

Previous 
corresponding

period

This report is based on a financial report which has been audited

 



Review of Operations   

 

 
 
Earnings down 3% with strong second half mitigating first half weakness 
 
 
Statutory net profit after tax (NPAT) attributable to the shareholders of Orica was a loss of  
$48 million; NPAT before individually significant items(1) was $324 million, down 16% on the prior 
corresponding period (pcp) 
 
EBIT before individually significant items(2) was $618 million, down 3% on the pcp 
 
EBIT(2) in the second half was up 46% on the first half, and up 14% on the second half of the 2017 

financial year  

 
 
Summary 
 Ammonium nitrate (AN) volumes up 5% on the pcp at 3.82 million tonnes  

 Sales revenue increased by 7% from higher volumes and favourable mix 

 Individually significant items of $372 million include non-cash items of $353 million from the first half 

 Net operating and investing cash outflows(3) of $63 million include the acquisition of GroundProbe(4) 

 Capital expenditure of $322 million(5), up 5% on the pcp 

 Net debt(6) of $1.6 billion and gearing(7) at 36% 

 Final dividend of 31.5 cents per share, bringing the full year dividend to 51.5 cents per share 

 

 

Group Results 

Year ended 30 September 

 

2018 
A$M 

 

 

2017 
A$M 

 

 

Change 
% 

 

Sales revenue 5,373.8 5,039.2 7% 

EBITDA(8) 885.0 896.3 (1%) 

EBIT(2) 618.1 635.1 (3%) 

Net interest expense (121.3) (71.7) (69%) 

Tax expense (158.0) (164.0) 4% 

Non-controlling interests (14.6) (13.2) (11%) 

NPAT before individually significant items(1)  324.2 386.2 (16%) 

Individually significant items after tax  (372.3) - (100%)  

NPAT after individually significant items (statutory) (48.1) 386.2 (112%) 

 

 

 

Note: numbers in this report are subject to rounding and stated in Australian dollars unless otherwise noted 
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Business Summary 
 
A summary of the performance of the segments for the 2018 and 2017 financial years is presented below: 

Year ended 
30 September 2018 
A$M 

AN 
Tonnes (i) 

(‘000) 

Sales 
Revenue 

(ii) 
EBITDA EBIT 

Capital 
Expenditure 

Australia Pacific & Asia (APA) 1,626 1,944.2 505.5 381.9 109.7 

North America 1,112 1,430.3 226.8 185.6 38.6 

Europe, Middle East & Africa (EMEA) 462 807.2 78.8 54.8 35.5 

Latin America 618 899.8 67.1 43.2 21.7 

Minova - 519.0 6.2 (2.3) 8.5 

Auxiliaries - 66.7 10.5 4.8 5.7 

Global Support - 1,041.6 (9.9) (49.9) 102.4 

Eliminations - (1,335.0) - - - 

Orica Group 3,818 5,373.8 885.0 618.1 322.1 

 
Year ended 
30 September 2017 
A$M 

AN 
Tonnes (i) 

(‘000) 

Sales 
Revenue 

(ii) 
EBITDA EBIT 

Capital 
Expenditure 

Australia Pacific & Asia 1,424 1,725.9 492.2 367.6 147.7 

North America 1,121 1,362.8 223.8 187.5 48.0 

Europe, Middle East & Africa 468 812.2 98.2 74.5 23.6 

Latin America 637 915.9 86.7 61.3 20.7 

Minova - 455.6 22.2 13.1 9.0 

Auxiliaries - 20.3 3.6 3.1 2.4 

Global Support - 990.6 (30.4) (72.0) 54.6 

Eliminations - (1,244.1) - - - 

Orica Group 3,650 5,039.2 896.3 635.1 306.0 

 

(i) Includes ammonium nitrate prill and solution as well as bulk and packaged emulsion 
(ii) Includes external and inter-segment sales 

             
 

Note: The above charts exclude Global Support and Eliminations 
(iii) Quarry and Construction 
(iv) Minova is excluded due to negative EBIT result 

Thermal 
coal
18%

Iron ore
7%

Q&C

12%(iii)

Copper
15%

Gold
19%

Other
24%

Revenue by 
commodity

2018

Australia 
Pacific & 

Asia
57%

North 
America

28%

Europe, 
Middle East 

& Africa
8%

Latin 
America

6%

Auxiliaries 1%

EBIT by 
region (iv)

2018



Review of Operations   

 

 
Safety is our priority and we achieved our most important target of no fatalities in 2018. The work we have 
done to prioritise major hazard identification and verification aims to eliminate fatalities, serious injury and 
illness. While our Total Recordable Injury Frequency Rate increased from 2.0 cases per million hours 
worked to 2.4 cases per million hours worked, the severity of injuries has reduced.  More work and 
continued vigilance is needed but we are confident every part of the organisation maintains this as a high 
priority and we are on the right path to making Orica a safer place to work. 
 
AN volumes were up 5% on the pcp, reflecting strong demand from both new and existing customers, 
particularly in Indonesia and Australia.  Sales revenue increased by 7% on the pcp to $5.4 billion from 
higher volumes and favourable mix.  
 
EBIT of $618 million was down 3% on the pcp.  The benefit of volume growth was offset by known 
headwinds and contract pricing.  EBIT was further impacted by unplanned maintenance shutdowns at 
Yarwun and Kooragang Island as well as operational issues at the Burrup plant, resulting in increased 
sourcing and plant administration costs.  This was compounded by a partial loss of a customer contract in 
Latin America. 
 
A$M 
 

 
 
(i) Includes savings on business improvement implementation costs 
 
 
Key items in the above chart: 
 
FX & Inflation on Overheads 
Inflation on fixed cost overheads had an adverse effect of $26 million.  The impact from foreign exchange 
was marginal at $1 million. 
 
Headwinds - Material Input Costs 
Contracted increases in gas and third party AN prices, effective from the second quarter of the pcp, reduced 
margins by $16 million. 
 
Contract Pricing 
Contract renewals have continued to align pricing with prevailing market prices.  The impact of contract 
pricing for the year was lower than previously expected due to the deferral of some contract renegotiations 
to the 2019 financial year.  We remain focused on maintaining a balanced outlook between retaining 
profitable market share and securing plant loading. 
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Volume, Mix & Margin 
New business and improved demand from existing customers, particularly in Indonesia and Australia, drove 
an increase in AN volumes of 5%.  A higher proportion of emulsion product sales also contributed positively 
to EBIT.  
 
Sales of Electronic Blasting Systems (EBS) grew across most regions, with a combined increase of 12% 
in EBS volumes compared to the pcp.  Total initiating system sales volumes were flat on the pcp. 
 
Global Manufacturing Impacts 
The Global Manufacturing result in APA was reduced by unplanned maintenance shutdowns at Yarwun 
and Kooragang Island manufacturing plants in the first half, which led to unrecovered labour and 
operational costs as well as higher short term third party product purchases.  Operations at Gyttorp were 
also reduced as the site recovers from the explosion in May 2017. 
 
Burrup Plant 
Our joint venture operating partner, Yara, has been addressing technical issues over the past 12 months.  
Orica’s engineers are working onsite, together with Yara to resolve these issues.  While it was previously 
anticipated that the plant would be operational by the end of the 2018 financial year, the replacement of 
some key components is expected to delay production until the first half of the 2020 financial year.  All nine 
new replacement heat exchangers and the absorption tower are currently expected to be installed in the 
second half of 2019 calendar year.  It is anticipated that this installation will take around two months.   
 
Depreciation and amortisation will commence when the plant is available for use, expected to be in the first 
half of the 2020 financial year. The plant is expected to be essentially loaded from the 2020 financial year. 
 
The negative EBIT impact in 2018 from the Burrup plant represents both the continued increased sourcing 
costs as well as the commencement of administration overhead costs in anticipation of the plant operating. 
 
Minova 
Adjusting for the profit from the divestment of a business in the pcp of $8 million, EBIT declined $7 million 
despite increases in volume and revenue, due to unfavourable mix and cost pressures. 
 
Reduced Overheads & Other 
This comprises lower implementation costs and fees on business improvement activities and the early 
benefit from reduced people costs following the restructuring activity that took place during the year.  
Following the increased provision on the Botany groundwater treatment plant taken in the first half, all 
related costs are now offset against the provision. 
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Australia Pacific & Asia 
    

Year ended 30 September 2018 2017 Change  

    

Total AN & emulsion volumes ('000 tonnes) 1,626 1,424 14% 

Emulsion as a % of total volumes 62% 61% 1pt 

    

    

Total sales revenue (A$M) 1,944.2 1,725.9 13% 

EBITDA (A$M) 505.5 492.2 3% 

EBIT (A$M) 381.9 367.6 4% 

    

 

Commodity exposure 

Thermal coal represents the largest commodity exposure in the APA region.  More stringent emissions 
reduction requirements in North Asia have resulted in an increased demand for higher grade thermal and 
coking coal exported from Australia.  Gold and iron ore conditions remained stable. 
 

EBIT performance drivers 

 

Volumes and mix 

Explosives volumes were 14% higher than the pcp, underpinned by stronger demand in Indonesia and 
Australia, from both new contracts and organic growth from existing customers.  The already strong growth 
in the first half improved further in the second half, led by strengthening in the Pilbara and Queensland 
from mine ramp ups and recent contract wins.  Indonesia benefited from higher volumes from new 
contracts, improved demand from existing customers, and sales to competitors. 
 
Sales of EBS were up 30% on the pcp from increased demand and customer conversion.  Cyanide volumes 
were relatively flat on the pcp, impacted by the maintenance shutdown at the Yarwun cyanide plant in the 
first half. 
 

Margin and price  

The ongoing challenges at the Burrup plant resulted in incremental costs of $26 million, including additional 
sourcing costs as alternate AN products were sourced from various locations across the region to meet 
supply commitments, as well as the commencement of administration costs in anticipation of the plant 
operating.   
 
The negative impact of contract pricing was lower than expected for the year, due to some contract 
negotiations being deferred to the 2019 financial year.   
 
Unplanned maintenance shutdowns at the Yarwun and Kooragang Island manufacturing plants in the first 
half resulted in unrecovered labour and operational costs as well as higher short term third party sourcing 
to cover lost production.  This adversely impacted the Australian business, offsetting much of the benefit 
from increased volume and improved mix.  In line with expectations, Kooragang Island’s gas costs were 
up $8 million in the first half due to the roll through of a contracted price increase which came into effect in 
January 2017. 
 

Outlook 

EBIT in APA is expected to grow, despite the delayed commencement of the Burrup plant, with market 
share increasing from recent profitable contract wins.  Continued growth in EBS products and a focus on 
new technology offerings, enabling productivity improvements, will further support growth in the region.  
Deferred contract renegotiations will take effect in the 2019 financial year.  
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North America 

    

 

Year ended 30 September 2018 2017 Change  

    

Total AN & emulsion volumes ('000 tonnes) 1,112 1,121 (1%) 

Emulsion as a % of total volumes 48% 45% 3pts 

    

    

Total sales revenue (A$M) 1,430.3 1,362.8 5% 

EBITDA (A$M) 226.8 223.8 1% 

EBIT (A$M) 185.6 187.5 (1%) 

    

 

Commodity exposure 

The gold sector in North America, the most significant commodity exposure for the region, has remained 
steady, aided by firm prices and stable customer operations.  Activity in the Q&C sector was down in the 
first half, impacted by extreme weather conditions and tightening in the skilled labour market, however 
experienced strong growth during the summer period in the second half of the year.  Copper remained 
strong, despite prices softening from recent highs, with longer term demand expected to outweigh supply. 
 

EBIT performance drivers 

 
Volume and mix 

Overall explosives volumes were slightly down on the pcp, driven by a decline in the USA where a joint 
venture partner sourced bulk AN directly from the manufacturer from the second quarter of the pcp.  
Excluding the impact of joint venture partner sourcing, AN volumes were strong, increasing 5% on the pcp.  
Explosives volumes in Canada saw positive volume growth, from indirect channels as well as from the re-
start of several customers’ coal mines in Western Canada.  Explosives volumes also increased in Mexico, 
buoyed by the full year benefit of contracts won in the second half of the pcp.  
 
Higher customer uptake on advanced products led to improved product mix, however increased sales 
through indirect channels in Canada offset some of this impact. 
 
Initiating system volumes, across both EBS and conventional initiating systems, increased on the back of 
new business and customer production increases in Canada and Mexico. 
 

Margin and price 

Despite the oversupplied market, pricing headwinds were controlled and better than expectations.  A known 
contractual increase in third party AN sourcing costs in the USA adversely impacted the first half cost base, 
relative to the pcp, by $8 million.  This largely offset the net benefit from the non-repeat of alternate sourcing 
cost headwinds experienced primarily in the second half of the pcp, from the extended turnaround of the 
Carseland plant and a temporary supply shortage of non-electric detonators from lower component 
production in Latin America. 
 
The completion of the Carseland plant turnaround in the pcp drove an increase in depreciation expense.   
 
Income from associates declined on the pcp, largely driven by contract losses and unfavourable weather 
conditions in the USA in the first half which impacted our joint venture partners’ margin.  Second half 
performance was stronger, aligned with improving market conditions. 
 

Outlook 

Volume and EBIT growth are expected to be steady in the 2019 financial year, despite the oversupply of 
AN which is driving ongoing competitive pressure on pricing.  Increased penetration of new technology 
offerings will help drive EBIT growth.  
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Europe, Middle East & Africa 

     

Year ended 30 September 2018 2017 Change  

    

Total AN & emulsion volumes ('000 tonnes) 462 468 (1%) 

Emulsion as a % of total volumes 90% 89% 1pt 

    

    

Total sales revenue (A$M) 807.2 812.2 (1%) 

EBITDA (A$M) 78.8 98.2 (20%) 

EBIT (A$M) 54.8 74.5 (26%) 

    

 

Commodity exposure 

The region is well diversified across geographies, commodities and customers.  Exposure to gold was 
impacted by a carry-over of oversupply and aggressive pricing of cyanide by Chinese and Korean suppliers 
in the pcp.   
 

EBIT performance drivers 

 

Volumes and mix 

Explosives volumes were 1% below the pcp, with varied growth across the region.  Activity in the 
Commonwealth of Independent States (CIS) was up, underpinned by the ramp up of new contract wins in 
Russia and Kazakhstan, particularly in the second half.  Sales in the Middle East were marginally up on 
the pcp and remain challenged by the impact of the embargo between the Arab States and Qatar.  Sales 
volumes in Southern Africa were down through a combination of customer mine plan changes, mine 
closures and poor drill availability.  Continued political and economic uncertainty in Turkey unfavourably 
impacted results with volumes down 15% on the pcp. 
 
Increased market penetration of EBS was achieved in West Africa (gold miners) and the Nordics (Q&C).  
This was offset by lower sales of conventional initiating systems in Turkey and lower mining activity in East 
Africa.  Overall initiating system volumes were lower but with improved product mix across the portfolio 
given greater sales of advanced products. 
 
Cyanide volumes were significantly behind the pcp, resulting from a contract loss in the Democratic 
Republic of Congo and a customer mine closure in Egypt, both occurring in the second half of the pcp. 
  

Margin and price  

EBIT was 26% lower than the pcp due to unfavourable results in the first half.  Manufacturing performance 
was down on the pcp, particularly at Gyttorp as the site recovers from the explosion in May 2017, negatively 
affecting the first half results.  One-off items in the first half included the relocation of the regional head 
office.  In addition, the pcp included the benefit of profit on divestment of businesses.  
 
Across the year, EBIT from services was down on the pcp, driven by mine plan changes and operational 
delays at customer sites in Africa. 
 
Overall, prices held stable on the pcp, however the contribution from Turkey was impacted by significant 
deterioration in the Turkish lira. 
 
EBIT in the second half strengthened significantly, largely from higher explosives volumes in the CIS and 
increased initiating system volumes across the region.  
 

Outlook 

Momentum from the second half is expected to continue into the 2019 financial year with EBIT growth to 
be underpinned by volume growth.  
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Latin America 
    

 

Year ended 30 September 2018 2017 Change  

    

Total AN & emulsion volumes ('000 tonnes) 618 637 (3%) 

Emulsion as a % of total volumes 69% 68% 1pt 

    

    

Total sales revenue (A$M) 899.8 915.9 (2%) 

EBITDA (A$M) 67.1 86.7 (23%) 

EBIT (A$M) 43.2 61.3 (30%) 

    

 

Commodity exposure 

Copper remained the most significant commodity for the region, maintaining a strong outlook given an 
anticipated global deficit.  Gold continued to be strong, with new areas of exploration opening, and was the 
fastest growing commodity exposure for the Latin America region.  
 

EBIT performance drivers 

 

Volume and mix 

Explosives volumes were 3% lower than the pcp, predominantly due to lower sales in Colombia from 
reduced consumption following operational delays at a customer site.  In Chile favourable customer mine 
plan changes drove an increase in AN volumes.  This was despite a partial contract loss in the second half 
which impacted AN and EBS sales, as well as services margin.  Ongoing instability in Venezuela led to a 
complete halt in cash trading activity. 
 
Despite the stability in gold activity and pricing, cyanide volumes decreased by 16% on the pcp, given mine 
plan changes, and the wind-down of a customer mine in Peru as it moves towards closure in the next two 
to three years. 
 

Margin and price 

The significant fall in EBIT was impacted by one-off costs associated with the partial contract loss in Chile, 
continued competitive pricing pressure, and the halt in trading activity in Venezuela.  A shift in volumes 
towards lower margin customers also compounded the EBIT reduction. 
 
Continued high inflation resulted in increased overhead costs across the region. 
 
Other income in the pcp included a $3 million profit on sale of assets in Chile. 
 

Outlook 

An operational review of the Latin America business is underway following the appointment of a new 
President with extensive global experience.  The outlook for new business wins is positive, albeit in a highly 
competitive market.  Competitor pricing pressure is expected to continue while the AN market remains 
oversupplied.  Cost control and right-sizing the business will continue to be a core focus. 
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Minova 
    

Year ended 30 September 2018 2017 Change 
    

Steel products ('000 tonnes) 142 129 10% 

Resins & powders ('000 tonnes) 109 127 (14%) 

    

Total sales revenue (A$M) 519.0 455.6 14% 

EBITDA (A$M) 6.2 22.2 (72%) 

EBIT (A$M) (2.3) 13.1 (118%) 
    

 
Revenue increased 14% compared to the pcp, aided by higher steel product sales.   

The EBIT result in the pcp included the $8 million profit from the divestment of a business in China.  

Margins have been impacted by a change in product mix from proportionately higher sales of steel products 
with coal customers in Australia Pacific and the Americas, raw material costs and lower demand for higher 
margin injection chemicals. 

EBIT in the second half strengthened, largely driven by pricing initiatives which became fully effective in 
the half and overhead cost reductions.  

An impairment charge of $204 million was recognised in the first half of the year.   

Looking forward, Minova will continue to drive revenue growth from new sectors and across expanded 
products and services.  The benefits of overhead cost reductions that commenced during the year will 
continue to materialise.  Positive EBIT in the last quarter of the year is expected to carry into the 2019 
financial year. 

 

 

Auxiliaries 
    

Year ended 30 September 2018 2017 Change 
    

EBIT (A$M) 4.8 3.1 55% 
    

 

Auxiliaries represent a newly created segment, comprising Nitro Consult AB (Nitro Consult) and the 
GroundProbe business which was acquired in January 2018.  Nitro Consult and GroundProbe are highly 
complementary, driving a strong value proposition to customers.  

The full year Auxiliaries EBIT result includes acquisition costs of $6 million.  Integration has been 
successfully completed, and the positive contribution is slightly ahead of expectations. 

Since its acquisition, GroundProbe has benefited from Orica’s global customer base, and going forward is 
expected to further leverage these customer relationships to drive growth in conjunction with an extended 
product offering. 
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Global Support 
    

Year ended 30 September 2018 2017 Change 
    

EBIT (A$M) (49.9) (72.0) 31% 
    

 

Global Support EBIT was 31% favourable to the pcp.  Costs associated with the ongoing business 
improvement activities were lower than the pcp as the programme is in a mature state.  Following the 
increased provision on the Botany groundwater treatment plant taken in the first half, all related costs are 
now offset against the provision.  
 
 
Net interest expense 
Statutory net interest expense of $121 million was higher than the pcp due to $30 million of interest 
associated with the Burrup plant being capitalised in the pcp.  After adjusting for capitalised interest and 
the unwind of the discount effect on provisions, net interest expense of $118 million increased from the pcp 
primarily as a result of higher net debt levels impacted by the acquisitions in the first half. 

    

Year ended 30 September 
2018 
A$M 

2017 
A$M 

Change 
    

    

Statutory net interest expense 121.3 71.7 69% 

Adjusted for:    

Capitalised interest 4.8 30.8 (84%) 

Unwinding of discount on provisions (7.9) (1.0) 690% 

Adjusted net interest expense 118.2 101.5 16% 

 
 
 
Tax expense 
An effective rate of 31.8% (pcp 29.1%) was higher due to reduced profitability in jurisdictions where the tax 
rate is below 30% and reduced foreign deductions. This was partially offset by an increase in non-taxable 
gains on the disposal of assets compared to pcp.  
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Group Cash Flow 

 

Year ended 30 September 
2018 
A$M 

2017 
A$M 

Variance 
A$M 

 
   

Net operating cash flows 614.7 466.4 148.3 

Net investing cash flows (552.0) (254.8) (297.2) 

Net operating and investing cash flows(3) 62.7 211.6 (148.9) 
    
Dividends – Orica Limited (143.2) (157.9) 14.7 

Dividends – non-controlling interest shareholders (13.5) (7.1) (6.4) 

Adjusted net cash flows (94.0) 46.6 (140.6) 
    
Movement in borrowings and other net financing cash flows(9) 75.9 162.7 (86.8) 

Net cash flows(10) (18.1) 209.3 (227.4) 

 
Performance highlights 

The Group delivered net operating and investing cash outflows of $63 million.  Group cash conversion(11) 
improved slightly from the pcp at 71%. 
 
Net operating cash flows 

Net cash generated from operating activities was underpinned by earnings across the year and lower net 
income tax payments.  Significant improvement was delivered in the second half of the year with 
performance finishing ahead of the pcp. 
 
Net investing cash flows 

Net investing cash outflows comprised acquisitions and capital expenditure.  Payments for the purchase of 
businesses/controlled entities and investments was $264 million, comprising predominantly $208 million 
for the acquisition of GroundProbe and $46 million for a 5% increase in our Burrup joint venture interest. 
 
Capital expenditure of $322 million included spend on the new SAP system as the project rollout 
progresses, as well as ongoing investment in the global Mobile Manufacturing Unit (MMUTM) fleet.  Other 
key capital expenditure includes maintenance shutdowns at the Kooragang Island and Yarwun plants in 
Australia. 
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Debt Management and Liquidity 

 

 
2018 
A$M 

2017 
A$M 

Variance 
A$M 

Interest bearing liabilities 2,162.9 1,957.8 205.1 

Less: cash and cash equivalents 514.6 516.9 (2.3) 

Net debt(6) 1,648.3 1,440.9 207.4 
 

   
Gearing %(7) 35.7% 32.7% 3.0pts 

 
Interest bearing liabilities of $2,163 million comprise $1,947 million of US Private Placement bonds and  
$216 million of committed and other bank facilities.  The average duration of drawn debt is 5.0 years  
(2017: 6.1 years). 

Undrawn committed bank facilities are $1,383 million, with total committed debt facilities of $3,545 million 
providing for a strong liquidity position. 
 
Gearing is at 35.7% and since September 2017, has increased by 3.0 percentage points, largely due to 
acquisitions, the impairment of Minova and the increase in the environmental provision in the year. 
 
The chart below illustrates the movement in net debt from September 2017. 
 

Movement in net debt (A$M) 

 
(i) Non-cash movements on net debt comprise foreign exchange translation 

1,441

Proceeds from sale of PP&E

EBITDA

114Non-cash movement on net debt

Net interest & income tax paid 184

790

(885)

Trade & non-trade w orking capital

Non-cash items in EBITDA

Dividends

Foreign exchange

Capital expenditure

Sub-total

322

156

Acquisitions

1,534Sub-total

1,648Net debt 30 September 2018

266

Net debt 30 September 2017

56

27

(36)

3

(i)

(61) 
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Group Balance Sheet 

 

Movement in net assets (A$M) 

 

 
 

Performance highlights 

 
Trade working capital (12) overall increased by $45 million, excluding acquired assets, from the pcp.  A 
reduction of $79 million has been achieved in the second half, through a focus on working capital 
management.  
 
Fixed & intangible assets increased by $233 million on the pcp, excluding acquired assets and significant 
items, as net additions outweighed the depreciation and amortisation expense, together with foreign 
exchange translation impacts. 
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3,341

2,968
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Net assets 30 September 2018

Non trade w orking capital
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Other net assets
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Dividend 
 
The Board has declared an unfranked final ordinary dividend of 31.5 cents per share.  The dividend 
represents a payout ratio(13) of 60% and brings the full year payout ratio to 60%. 
 
The dividend is payable to shareholders on 7 December 2018 and shareholders registered as at the close 
of business on 13 November 2018 will be eligible for the final dividend.  It is anticipated that dividends in 
the near future will be franked at a rate of no more than 20%. 
 
 
Individually significant items 

 
Gross

(A$M)

Tax 

(A$M) 

Net

(A$M)

Impairment of Minova business (204.2) 0.6 (203.6)

Botany environmental provision expense (114.7) 34.4 (80.3)

Write down of US deferred tax assets - (47.9) (47.9)

Impairment of other assets (21.2) 6.4 (14.8)

Restructuring (35.2) 8.5 (26.7)

Individually significant items (375.3) 2.0 (373.3)

Non-controlling interests in individually significant items 1.0 - 1.0

Individually significant items attributable to shareholders of Orica (374.3) 2.0 (372.3)

 

Impairment of Minova business 

Management’s assessment of the performance of Minova identified indicators of impairment and required 
an estimate of the recoverable value to be calculated.  At the interim reporting period, operating results 
were lower than expected as compared to the short to medium term outlook.  The assessment indicated 
that the carrying value of Minova exceeded its recoverable value by approximately $204 million.  This 
shortfall resulted in the carrying value of the goodwill being unsupported and therefore impaired.   

The impairment charge recognised during the year resulted in the write-down in the carrying value of 
Minova to $119 million at 30 September 2018. 

Botany environmental provision expense  

The Botany environmental provision was increased by $115 million.  This resulted from a detailed review 
of the costs and operational duration of the Groundwater Treatment Plant which is an intermediate 
containment measure for contamination at the Botany Industrial Park.  The findings from the review 
indicated that the cessation of the containment measures is possible within an 18-year timeframe.  As such, 
the provision has been increased to reflect the change in the current estimates. 

Write down of US deferred tax assets 

The changes to the US tax legislation, which were signed into law in December 2017, reduced the federal 
corporate tax rate from 35% to 21%.  This change resulted in the write down of the net deferred tax asset 
of $48 million (encompassing the deferred tax asset write down and the impact on the deferred tax liability). 

Impairment of other assets 

The impairment review undertaken during the year, and the transition to a new SAP operating system, 
identified $21 million of IT and other assets which are no longer being utilised by the business and were 
impaired in the first half of the year. 

Restructuring  

As part of a global restructuring programme redundancy costs were recognised across all segments except 
Auxiliaries.  This programme was undertaken over the course of the year. 

 

Further information on these items is included in note 1(d) within Appendix 4E – Preliminary Final Report. 
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Outlook   

 
Higher revenue and EBIT will be underpinned by increased demand and manufacturing improvements, 
with earnings skewed to the second half of the year.  

Key assumptions for the 2019 financial year are: 

Operations 

• Global AN product volumes are expected to be ~3% higher than the 2018 financial year from 
North America, APA and EMEA  

• Continued firming of AN pricing across most regions 
• Contribution from new advanced products and services contracts in the second half 
• EBIT growth expected from all regions/businesses except Latin America 

 

Manufacturing 

• Improved average utilisation rates expected in operational manufacturing plants 
• ~20% utilisation rate expected at Burrup TAN plant as construction continues in order to get the 

plant available for use at its nameplate capacity; skewed towards second half.  Marginal impact, 
relative to the 2018 financial year, expected in the 2019 financial year 

 
Other 

• ~$25 million negative impact from deferred contract renewals and price reset flow through (as 
previously disclosed); offset by business streamlining benefits 

• Interest expense to be similar to the 2018 financial year 
 
Capital 
 

• Capital expenditure in the 2019 financial year is expected to be ~$350 million due to higher 
sustenance spend on manufacturing plants, continuous investment in the MMU fleet and SAP 
implementation ramp up  

• Depreciation and amortisation expense to be ~10% higher than the 2018 financial year 
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Footnotes 

The following footnotes apply to this results announcement: 

(1) Equivalent to profit after income tax expense before individually significant items attributable to shareholders of Orica Limited
disclosed in Note 1(b) within Appendix 4E – Preliminary Final Report

(2) Equivalent to profit/(loss) before financing costs and income tax and individually significant items in Note 1(b) within Appendix 4E
– Preliminary Final Report

(3) Equivalent to net cash flows from operating activities and net cash flows used in investing activities as disclosed in the Statement
of Cash Flows within Appendix 4E – Preliminary Final Report

(4) GP Holdco Pty Ltd and its Companies

(5) Comprises total payments for property, plant and equipment and payments for intangibles as disclosed in the Statement of Cash
Flows within Appendix 4E – Preliminary Final Report

(6) Total interest bearing liabilities less cash and cash equivalents as disclosed in note 3 within Appendix 4E – Preliminary Final
Report

(7) Net debt / (net debt + total equity), as disclosed in note 3 within Appendix 4E – Preliminary Final Report

(8) EBIT before individually significant items plus depreciation and amortisation expense

(9) Equivalent to net cash used in financing activities (as disclosed in the Statement of Cash Flows within Appendix 4E – Preliminary
Final Report) excluding dividends paid to Orica ordinary shareholders and non-controlling interests

(10) Equivalent to net (decrease) / increase in cash held disclosed in the Statement of Cash Flows within Appendix 4E – Preliminary
Final Report

(11) (EBITDA add / less movement in trade working capital less sustaining capital expenditure excluding SAP project spend) / EBITDA

(12) Comprises inventories, trade receivables and trade payables disclosed in the Balance Sheet within Appendix 4E – Preliminary
Final Report

(13) Dividend amount / NPAT before individually significant items

Forward-looking statements 

This announcement has been prepared by Orica Limited.  The information contained is for informational purposes only.  The 
information contained in this presentation is not investment or financial product advice and is not intended to be used as the basis for 
making an investment decision.  This announcement has been prepared without taking into account the investment objectives, 
financial situation or particular needs of any particular person. 

No representation or warranty, express or implied, is made as to the fairness, accuracy, completeness or correctness of the 
information, opinions and conclusions contained in this presentation.  To the maximum extent permitted by law, none of Orica Limited, 
its directors, employees or agents, nor any other person accepts any liability, including, without limitation, any liability arising out of 
fault or negligence, for any loss arising from the use of the information contained in this presentation.  In particular, no representation 
or warranty, express or implied, is given as to the accuracy, completeness or correctness, likelihood of achievement or 
reasonableness of any forecasts, prospects or returns contained in this announcement.  Such forecasts, prospects or returns are by 
their nature subject to significant uncertainties and contingencies. 

Before making an investment decision, you should consider, with or without the assistance of a financial adviser, whether an 
investment is appropriate in light of your particular investment needs, objectives and financial circumstances. 

Past performance is no guarantee of future performance. 

Non-International Financial Reporting Standards (Non-IFRS) information 

This report makes reference to certain non-IFRS financial information. This information is used by management to measure the 
operating performance of the business and has been presented as this may be useful for investors.  This information has not been 
reviewed by the Group’s auditor.  The 2018 Full Year Results presentation includes non-IFRS reconciliations.  Forecast information 
has been estimated on the same measurement basis as actual results.  
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Risk Management 
 
Orica’s risk management framework is consistent with AS/NZS ISO31000:2009 Risk Management – 
Principles and Guidelines, and facilitates the ongoing assessment, monitoring and reporting of risks, which 
otherwise could impede progress in delivering our strategic priorities.  Our risk management framework 
supports us in achieving risk management integrated into our operations and culture so that we continue 
on our path to sustainable change.    

Understanding and managing our risks is everyone’s responsibility. Group Risk is responsible for designing 
the risk management framework, supporting its implementation in the business, and coordinating and 
aligning risk management activities across the Group. The effectiveness of Orica’s risk management 
framework is self-assessed and evaluated externally by independent parties and is overseen by the Board 
Audit and Risk Committee.  

During 2018 we continued to review and improve the design and implementation of our risk management 
framework. The process was further embedded with a specific focus on manufacturing and supply chain, 
mergers and acquisitions, strategic growth projects and Group-wide transformational programs. Material 
strategic risks are reported to the Board and material operational risks are reported to the Board Audit and 
Risk Committee. These risks are monitored for changes in their exposure and are reported during the 
course of the year, along with their controls and plans to manage them. Periodic deep dives are undertaken 
throughout the year and presented to the respective committee. A summary of material risks that can 
adversely impact the achievement of Orica’s future business performance is provided in the following 
pages.  

During 2018 an external review of our risk management framework was completed, and the results reported 
to the Board Audit & Risk Committee. The review took into account relevant findings from APRA’s CBA 
inquiry, and the results of the review have been utilised to inform our plans to further improve our 
framework.  Priorities for 2019 include: increasing risk management capability in regions, central functions 
and in ‘front line’ business; improving coordination of governance and reporting across risk, audit, safety, 
health and environment and compliance; increasing the use of data to inform the status of operational risks; 
and increasing leaders’ visibility of control effectiveness and enhancements. The Board Audit & Risk 
Committee has conducted its annual review of our risk management framework and satisfied itself that it 
continues to be sound. 
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Material Business risks that could adversely affect the achievement of future business 
performance  

Through our risk assessment process, we have identified the following material business risks that may 
affect the future financial performance of Orica. They are not listed in any order of significance. 

 
i. Macro-economic  
 
Global economic growth outlook is uncertain and may result in volatility in demand for commodities and 
subsequently sales. Our key inputs, particularly gas, are also linked to international traded commodities 
and are subject to the movements of the market that have the potential to increase our cost of production.  
Oversupply of ammonium nitrate through increased capacity may also create a supply/demand 
imbalance which will result in margin erosion, lost customers and downward price pressure. Adverse 
foreign exchange rates can impact the cost of inputs and products and impact sales denominated directly 
or indirectly in foreign currencies.   
 
Orica operates in many countries, which provides diversified exposure across commodities and 
industries. The global nature of Orica’s operations also allows supply contracts to be coordinated and 
optimised.    
 
ii. Markets 
 
A number of external factors may impact and change the markets in which we operate or in which we are 
seeking growth opportunities.  Changing customer and competitive behaviours which can result in margin 
pressures, loss in customers and downward price pressures however may also result in demand for new 
products and applications.  We are also exposed to changes in regulation and policy which can 
negatively impact our license to operate, impose additional regulatory requirements and cause significant 
business interruption e.g. increased trade protection measures.  National and global efforts to transition 
towards a low carbon future may increase operational and compliance costs in the short term but result in 
a more fundamental change in the energy mix and drive innovation and technology adoption. 
 
We monitor and analyse external factors including global growth and industrialisation, political changes 
and industry and technology trends to assist with the management of existing operations and pursuit of 
new opportunities.   
 
iii. Manufacturing and Supply 
 
Having a supply chain which enables us to source and deliver quality products and services in a safe and 
timely manner is key to delivering on our customer promise. Material risks which are inherent in our 
supply chain include a supply chain interruption and the production of poor quality products.   
 
An interruption to our supply chain may be driven by external events such as adverse weather conditions 
or natural disasters; if we are unavailable to supply for a sustained period (e.g. trade restrictions), or we 
experience a major disruption in a key manufacturing site (e.g. accident leading to immediate shutdown, 
industrial action).  To manage this risk, we focus on our manufacturing reliability and the resilience within 
our network. Supply dependencies are considered in product design and customer demand, and a 
sourcing strategy supports reliable internal and external supply. 
 
To manage the risk of poor product quality, we conduct trials and testing of new products, processes and 
suppliers, define contractual quality requirements, monitor ongoing performance of our suppliers, conduct 
quality assurance audits, and have quality control procedures in place for raw materials and finished 
goods.  We continue to focus on our customer feedback mechanism as a way of measuring product 
quality; and are further developing and implementing key quality requirements and processes at our 
manufacturing sites to support continuous improvement. 
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iv. Workplace Safety 
 
Orica operates within hazardous environments, particularly in the areas of manufacturing, storage and 
transportation of raw materials, products and wastes. Material safety, health, environment and security 
(‘SHES’) risks include: an explosion during the storage and transportation of explosives, a fire or 
explosion at a manufacturing site or storage location, loss of containment of toxic materials, and risk of 
raw materials or finished goods being used for illegal purposes. These risks can cause personal injury 
and/or loss of life, damage to property and contamination of the environment.  They may also result in the 
suspension of operations and the imposition of civil or criminal penalties, including fines, expenses for 
remediation and claims brought by governmental entities or third parties. 
 
Core to managing our material SHES risks is our SHES Management System which is underpinned by 
the Orica Charter and the SHES Policy.  These are supported by the Group SHES Standards and 
Procedures which mandate the required controls, systems and processes that must be in place to 
prevent and mitigate these risks. These include plant and equipment design specifications, maintenance 
programs, operator procedures, requirements for the transportation and storage of explosives, physical 
controls to safeguard our sites, assets and infrastructure, and emergency response and crisis 
management plans. 
 
We also manage these risks through our focus on safety culture which is based on visible and engaged 
senior leadership and encouraging employees and contractors to speak up when they see risks and 
hazards. Safety culture and behaviours are re-enforced through training our employees and third parties 
in the operation and safe-handling of inventory and materials, and on the importance of identifying and 
managing major hazards and key controls.  In 2016 we launched the Major Hazard Initiative to increase 
awareness of major safety hazards and to verify controls are effective. We have maintained this focus 
and the program has now transitioned into standard work via our SHES Management System.    
 
v. Cyber Security  
 
Another aspect of security is our ability to protect our network, systems and data from cyber-attacks 
which can result in critical services outages, loss of production and business services, damage to 
reputation, regulatory action and financial loss. To manage this risk, we have an IT security strategy 
supported by a multi-year security program aimed at delivering improved controls and improving our 
service continuity and disaster recovery capabilities. A cyber security control framework is supported by a 
governance structure that spans the corporate, manufacturing site and field operation environments.    
 
vi. Climate Change 
 
Orica’s manufacturing processes include the release of greenhouse gases. The business also faces a 
period of long-term change as the global economy decarbonises and adopts new technologies and 
sources of energy. In both regards, the business is taking steps to identify and minimise our risks. Our 
planning and actions are guided by our Climate Change Policy. 
 
The Orica Board formally considers climate-related risk in the annual risk management and planning 
processes. This work identifies: material risk; causes and impacts; signposts for monitoring; and, our 
long-term strategic response.  It also analyses the challenges presented by climate change and related 
regulation under various scenarios over the longer term and informs our planning in anticipation of 
emerging commodity markets including carbon markets. 
 
Our efforts to reduce emissions will prioritise abatement at major production facilities where we can make 
the most difference by lowering direct nitrous oxide (N2O) emissions. We will also continue to assess 
opportunities to reduce direct and indirect carbon dioxide (CO2) emissions across all our sites and value 
chain. 
 
The global transition to a lower carbon future will also impact our customers and commodities, however 
we believe demand for our core products and services will remain strong while emerging areas of the 
business continue to grow. 
 
The impact of climate change may also change the physical environment impacting local, national and 
global socio-economics. We will continue to monitor the leading indicators of change to assess the 
impacts that may ensue including any risk to our physical assets. 
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vii. Ethical Business Practices and Good Governance 

 
As a global company with diverse operations, it is essential that we understand and comply with our 
regulatory requirements so that we maintain our license to operate.  Core to this is our ability to comply 
with regulatory requirements in the areas of occupational health and safety, product security; competition; 
anti-bribery; corruption; sanctions; and taxation.  
 
We have a program designed to manage the risk of non-compliance with competition, anti-bribery and 
corruption requirements including: screening, monitoring and reporting of customers, business partners, 
suppliers, and countries against related obligations and sanctions; delivery of anti-corruption training, and 
processes to monitor and report requests for bribery or duress payments; and the requirement for legal 
review of agreements with competitors, suppliers and customers. 
 
Mis-alignment with tax regulators on the treatment of transactions can also have a material financial 
impact. To manage this risk, we proactively engage with taxation authorities and legal representatives in 
various jurisdictions to enhance our understanding of our obligations.  We have a tax strategy, policy and 
requirements in place which guide and govern our compliance with our regulatory requirements.  
 
 
For additional detail on a safe workplace, product stewardship and security, environment and community, 
climate change, ethical business practices and human capability please refer to our sustainability report. 
 
Tax Transparency Reporting 
 
Orica believes that enhanced tax transparency is a critical element of ethical business behaviour. 
 
Tax Policy - Orica’s approach to tax 

Orica’s tax policy and approach to tax is published on orica.com. Some important aspects of that policy are 
set out in this report. 
 
As an Australian mining services company with global operations, Orica generates a substantial amount 
and variety of taxes across its jurisdictions including income taxes, stamp duties, employment taxes and 
other taxes. Orica also collects and remits a number of taxes on trust including employment taxes and 
indirect taxes such as GST/VAT. 
 
The taxes Orica pays and collects form a significant part of the economic contribution to the countries of 
operation. 
 
Tax strategy and governance 

Orica’s tax strategy is reviewed by the Board of Directors annually. The tax strategy is aligned with the 
overall corporate strategy and supplements the Risk Management Policy. 
 
The Chief Financial Officer has oversight responsibility over the tax risk management framework. 
Operational and governance responsibility for the execution of the Group’s tax strategy rests with the Vice 
President Taxation, supported by a team of tax professionals. External tax expertise is used where 
required. 
 
The Vice President Taxation reports on tax matters bi-annually to the Board Audit and Risk Committee. 
 
Orica’s approach to tax is applicable across the Orica Group and is reviewed and updated annually. 
 
Compliance 

Orica is committed to complying with all relevant revenue laws in a responsible manner, with all taxes 
properly due, accounted for and paid. A tax standard and relevant procedures are in place to ensure tax 
compliance obligations are managed. 
 
There is an in house global tax team that manages Orica’s tax affairs which is supplemented with external 
compliance support where required. 
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Structure 

Orica does not support the use of artificial structures that are established just to avoid paying tax and have 
no commercial purpose. Orica will not enter into any tax avoidance activities.   
 
Relationships with tax authorities 

Orica aims for open, transparent and respectful relationships with the Australian Taxation Office and other 
tax authorities globally. Orica seeks advance rulings from taxation authorities on transactions where 
appropriate. 
 
Use of tax havens 

Tax havens are not used for tax planning purposes. Orica has operations in countries that are ‘low tax’ 
jurisdictions. There is genuine operational substance in these locations, or the entities are dormant. 
 
Orica’s overseas companies are subject to Australia’s international tax rules (Controlled Foreign 
Corporation rules). 
 
Transparency 

Orica supports the ongoing global development of improved tax transparency to increase understanding of 
tax systems and build public trust. 
 
On 3 May 2016, the Treasurer of Australia released a Corporate Tax Transparency Code. The Code was 
developed by the Board of Taxation in Australia and Orica has signed the Corporate Tax Transparency 
Code Register and is committed to applying the principles and the details of the Code. 
 
Tax contribution summary 

In 2018, Orica paid $69 million (2017 $189 million) globally in corporate income taxes and $56 million (2017 
$48 million) globally in payroll taxes. Orica collected and remitted $124 million (2017 $120 million) globally 
in GST / VAT. 
 
The charts show 2018 corporate income tax paid / (refunded) in each region (including withholding tax and 
trade taxes), and an analysis of total tax paid by type. 
 
 

 
 
 
In Australia, Orica received corporate income tax refunds of $42 million relating to tax on prior years and 
resolution of a tax dispute with the Australian Taxation Office (Orica paid tax in 2017 of $91 million). Orica 
also paid $19 million (2017 $17 million) in payroll tax and $2 million (2017 $2 million) in fringe benefits tax. 
Orica collected and remitted $43 million (2017 $48 million) in GST and $105 million (2017 $92 million) in 
‘pay as you go’ withholding taxes. 
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A reconciliation of accounting profit to income tax payable 
 Consolidated 

2018 
A$M 

Consolidated 
2017 
A$M 

 
Before individually significant items: 

 
 

 
 

   
Accounting profit/(loss) before tax 496.8 563.4 
   
Prima facie income tax expense/(benefit) calculated at 30% on 
accounting profit 

 
149.0 

 
169.0 

   
Material non-temporary differences   
 variation in tax rates of foreign controlled entities (16.3) (38.6) 
 tax under provided in prior years 2.0 8.0 
 de-recognition of booked tax losses 3.5 4.0 
 taxable/(non taxable) gains on disposal of assets (3.2) 12.3 
 other foreign deductions (3.7) (23.0) 
 non creditable withholding taxes 11.2 13.8 
 non allowable interest deductions 11.3 14.9 
 non allowable share based payments 4.4 3.0 
 utilisation of unbooked prior year tax losses (8.0) (6.4) 
 sundry items 7.8 7.0 
   

Income tax expense/(benefit) before individually significant items 158.0 164.0 
   
Individually significant items:   
   
Individually significant items before tax (375.3) - 
   
Prima facie income tax expense/(benefit) calculated at 30% on 
individually significant items 

 
(112.6) 

 
- 

   
Material non-temporary differences   
 variation in tax rates of foreign controlled entities 2.1 - 
 impairment of Minova business 60.6 - 
 write down of US deferred tax assets 47.9 - 
   

Income tax expense/(benefit) on individually significant items (2.0) - 
   
Income tax expense/(benefit) 156.0 164.0 
   
Material temporary differences   
 deferred tax (6.3) (26.9) 
 write down of US deferred tax assets (47.9) - 
   
Tax payments more/(less) than tax charges (18.6) 14.2 
Tax payments/(refunds) on matters in dispute with tax authorities (13.9) 37.8 
   
   

Income tax paid per the statement of cash flows 69.3 189.1 

 
Effective tax rate for Australian and global operations 

 Notes Consolidated 
2018 

Consolidated 
2017 

Before individually significant items    
    

Australia 1 39.9% 34.5% 
Global operations (including Australia)  31.8% 29.1% 

1. The tax rate is the percentage of income tax expense to accounting profit/loss before tax (before individually significant items) 
adjusted to exclude exempt dividend income.  
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International related party dealings 

Orica prices its international related party dealings to reflect the substance in its operations in accordance 
with the ‘arm’s length principle’ as defined in the Organisation for Economic Co-operation and Development 
(OECD) guidelines and in accordance with the laws in both Australia and the countries in which it operates. 
 
Orica has transfer pricing procedures which govern the pricing of all international related party dealings. 
These procedures require all international related party dealings to be priced in accordance with the arm’s 
length standard. Orica maintains contemporaneous records to support the pricing of its international related 
party dealings and benchmarks and documents the outcome of its material dealings on an annual basis.  
 
The material international related party dealings impacting Orica’s Australian taxable income may be 
summarised as follows: 
 
 The purchase of raw materials and finished products from related parties in Singapore, Indonesia and 

China.  The products purchased are ammonia, caustic soda, gas, bulk explosives and initiating 
systems; 

 The sale of raw materials and finished products to related parties in Peru, Singapore, Papua New 
Guinea, Russia, Panama and New Zealand. The products sold include bulk explosives, packaged 
explosives, and initiating systems; 

 The provision and receipt of services from entities resident in Singapore, Chile, the Philippines, 
Germany, the United States, Canada and South Africa.  The nature of the services include general 
management, information technology, sales and marketing and logistics; 

 The use of intellectual property held by a related party in Singapore.  The nature of the intellectual 
property includes technical knowhow related to the manufacture of Orica’s products and the Orica 
name and trademarks; and 

 The provision of contract research and development activities for a related party in Singapore. 
 
Orica has a treasury function based in Melbourne which provides loans and accepts deposits from in 
excess of 40 group companies at market interest rates. The material transactions are with related parties 
in Germany, Indonesia, Russia and Mexico.  It also has a subsidiary in Singapore which acts as the Group’s 
captive insurer. 
 
Australian Tax Return Data  

 Notes 2017 
A$M 

2016 
A$M 

    
Total income 1 1,999 2,629 
Taxable income 2 108 95 
@ Tax Rate 3 30% 30% 
Tax liability  32 29 
Offset reductions 4 (26) (23) 
Tax payable  6 6 

 
1. Total Australian income (includes sales, dividends, interest income etc.) before all expenses (for example, Interest, employee 

costs, depreciation etc.).   
2. Taxable income after allowing for all deductible expenses and tax exempt income. 
3. Australian Statutory tax rate. 
4. Offset reductions of $26 million (2016 $23 million) relating to franking credits, foreign income tax credits and research and 

development. 

 
Additional information in relation to taxation is included in note 11 of the financial statements. 
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KPMG, an Australian partnership and a member firm of the KPMG 
network of independent member firms affiliated with KPMG 
International Cooperative (“KPMG International”), a Swiss entity.

Liability limited by a scheme approved under 
Professional Standards Legislation.

Lead Auditor’s Independence Declaration under 

Section 307C of the Corporations Act 2001 

To the Directors of Orica Limited 

I declare that, to the best of my knowledge and belief, in relation to the audit of Orica Limited for the financial 
year ended 30 September 2018 there have been: 

i. no contraventions of the auditor independence requirements as set out in the Corporations Act 2001 
in relation to the audit; and 

ii. no contraventions of any applicable code of professional conduct in relation to the audit. 

 

  

KPMG Penny Stragalinos 
Partner 

Melbourne 
1 November 2018 
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Intangible assets 
Impairment testing of assets 
Taxation 
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Superannuation commitments 
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Recognition and measurement 

Sales revenue 

 

Other income 
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Recognition and Measurement 

Cash and cash equivalents 

Interest bearing liabilities 

Borrowing costs 
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Recognition and Measurement 

Foreign currency translation reserve: 

 

Cash flow hedge reserve: 

 

Other reserves:
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Recognition and Measurement 

 

 

 

 

 

 

Recognition and Measurement 
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Recognition and Measurement 

Recognition and Measurement 

Critical accounting judgements and estimates 

 

 

 

 

 

 

 

 

 

Recognition and Measurement 
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Employee entitlements  

Decommissioning 

Environmental  

Individually significant items 

Botany Groundwater Remediation 
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Critical accounting judgements and estimates 

Provisions for other sites 

Contingent environmental liabilities 
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Recognition and Measurement 

Critical accounting judgements and estimates 
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Recognition and Measurement 

Identifiable intangibles 

Unidentifiable intangibles - Goodwill 

Subsequent expenditure 

Critical accounting judgements and estimates 
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Recognition and Measurement 

Methodology 

Key assumptions 

Critical accounting judgements and estimates 
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Notes to the Financial Statements – Managing financial risks
For the year ended 30 September 

Orica Limited 

Section D. Managing Financial Risks 
Orica’s Review of Operations and Financial Performance highlights funding and other treasury matters as material business risks 
that could adversely affect the achievement of future business performance.  

This section discusses the principal market and financial risks the Group is exposed to and the risk management program, which 
seeks to mitigate these risks and reduce the volatility of Orica’s financial performance. 

 
10. Financial risk management 

Financial risk factors 
The Group’s overall risk management program seeks to mitigate risks and reduce the volatility of Orica’s financial performance. 
Financial risk management is carried out centrally by the Group’s Treasury department under policies approved by the Board. 
The Group’s principal financial risks are associated with: 
 interest rate risk (note 10a) 
 foreign exchange risk (note 10b) 
 credit risk (note 10c) 
 liquidity risk (note 10d) and 
 commodity risk (note 10e) 

 
(a) Interest rate risk management 
Interest rate risk refers to the risk that the value of a financial instrument or cash flows associated with the instrument will fluctuate 
due to changes in market interest rates.  
The Group is primarily exposed to interest rate risk on outstanding interest-bearing liabilities. Non-derivative interest-bearing 
assets are predominantly short-term liquid assets. Interest bearing liabilities issued at fixed rates expose the Group to fair value 
interest rate risk while borrowings issued at a variable rate give rise to cash flow interest rate risk.  
Interest rate risk on long-term interest-bearing liabilities is managed by adjusting the ratio of fixed interest debt to variable interest 
debt. This is managed within policies determined by the Board via the use of interest rate swaps and cross currency interest rate 
swaps. Under the policy, up to 90% of debt with a maturity of less than one year can be fixed. This reduces on a sliding scale to 
year five where a maximum 50% of debt with a maturity of between five and ten years can be fixed. Beyond this, a maximum 25% 
of the debt with a maturity of between ten and twenty years can be fixed. The Group operated within this range during both the 
current year and the prior year. As at September, the fixed rate borrowings after the impact of interest rate swaps and cross 
currency swaps were $1,204 million (2017 $1,113 million) and the borrowings designated in a fair value relationship were $743 
million (2017 $714 million). 
 
Interest rate sensitivity 
Orica has exposure to interest rate movements in the underlying currencies it deals in. A 10% movement in interest rates without 
management intervention would have a $5.1 million (2017 $1.7 million) impact on profit before tax and a $3.6 million (2017 $1.1 
million) impact on shareholders’ equity. 
 
(b) Foreign exchange risk management 
i) Foreign exchange risk - transactional 
Foreign exchange risk refers to the risk that the value of a financial commitment, recognised asset or liability or cash flow will 
fluctuate due to changes in foreign currency rates. 
The Group is exposed to foreign exchange risk primarily due to significant sales and/or purchases denominated, either directly or 
indirectly, in currencies other than the functional currencies of the Group’s subsidiaries.  
As at reporting date, cross currency interest rate swaps entered into to hedge debt principal had a fair value gain of $56.2 million 
(2017 $5.0 million gain). 
 
Foreign currency transactions  
Transactions in foreign currencies are translated at the foreign exchange rate ruling at the date of the transaction. Monetary 
assets and liabilities denominated in foreign currencies at the Balance Sheet date are translated to the functional currency of the 
entity at the foreign exchange rate ruling at that date. 
Foreign exchange differences arising on translation are recognised in the Income Statement. Non-monetary assets and liabilities 
that are measured at historical cost in a foreign currency are translated using the exchange rate ruling at the date of the 
transaction. Non-monetary assets and liabilities denominated in foreign currencies that are measured at fair value are translated 
to the functional currency of the entity at foreign exchange rates ruling at the dates the fair value was determined. 
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Notes to the Financial Statements – Managing financial risks
For the year ended 30 September 

Orica Limited

  

10. Financial risk management (continued) 
In regard to foreign currency risk relating to sales and purchases, the Group hedges up to 100% of committed exposures. 
Anticipated exposures are hedged by applying a declining percentage of cover the further the time to the transaction date. Only 
exposures that can be forecast to a high probability are hedged. Transactions can be hedged for up to five years. The derivative 
instruments used for hedging purchase and sale exposures are bought vanilla option contracts and forward exchange contracts. 
Forward exchange contracts may be used only under Board policy for committed exposures and anticipated exposures expected 
to occur within 12 months. Bought vanilla option contracts may be used for all exposures. These contracts are designated as cash 
flow hedges and are recognised at their fair value. 
 
Exchange rate sensitivity 
The table below shows the Group's exposure to foreign currency risk (Australian dollar equivalent) and the effect on profit and 
equity had exchange rates been 10% higher or lower than the year end rate with all other variables held constant. The 10% higher 
sensitivity represents the Australian dollar strengthening against the other currencies.  
The analysis takes into account all underlying exposures and related hedges but not the impact of any management actions that 
might take place if these events occurred. The net exposure includes both external and internal balances (eliminated on 
consolidation). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
ii) Foreign currency risk - translational 
Foreign currency earnings translation risk arises primarily as a result of earnings generated by foreign operations with functional 
currencies of USD, CAD, MXN, PHP, NOK and PEN being translated into AUD. Derivative contracts to hedge earnings exposures 
do not qualify for hedge accounting under Australian Accounting Standards. However, Board approved policy allows hedging of 
this exposure in order to reduce the volatility of full year earnings resulting from changes in exchange rates. 

  

USD CAD NZD NOK SEK EUR GBP
2018 $m $m $m $m $m $m $m
Cash and internal deposits (1) 2,010.4 38.7  -   -  138.8 1,015.6 361.5
Trade and other receivables 154.4 19.0 0.2 0.7 1.5 29.2 41.0
Trade and other payables (184.9) (41.4)  -  (0.2) (22.0) (49.0) (3.6)
Interest bearing liabilities (1) (2,602.3) (244.2) (23.1) (31.9) (29.1) (1,232.6) (155.2)
Net derivatives 1,386.3 68.7 7.5 (54.1) 4.6 47.6 44.8
Net exposure 763.9 (159.2) (15.4) (85.5) 93.8 (189.2) 288.5
Effect on profit/(loss) before tax
If exchange rates w ere 10% low er 8.1 (3.0) (0.1) (0.1) (2.3) (1.7) 4.2
If exchange rates w ere 10% higher (6.7) 2.4 0.0 0.0 1.8 1.4 (3.4)
Increase/(decrease) in equity
If exchange rates w ere 10% low er 54.1 (12.4) (1.3) (6.7) 7.3 (14.7) 22.5
If exchange rates w ere 10% higher (44.2) 10.1 1.0 5.4 (6.0) 12.0 (18.4)

USD CAD NZD NOK SEK EUR GBP
2017 $m $m $m $m $m $m $m
Cash and internal deposits (1) 1,844.5 3.5 0.6 9.2 126.2 800.8 337.7
Trade and other receivables 154.7 22.8 0.2 1.1 1.7 22.8 29.6
Trade and other payables (162.5) (32.1) -   (1.1) (7.2) (52.4) (0.6)
Interest bearing liabilities (1) (2,548.1) (198.8) (19.3) (18.6) (41.0) (891.1) (151.5)
Net derivatives 1,270.6 42.7 2.4 (63.0) 15.7 51.1 48.0
Net exposure 559.2 (161.9) (16.1) (72.4) 95.4 (68.8) 263.2
Effect on profit/(loss) before tax
If exchange rates w ere 10% low er 12.0 (0.1) (0.1) (0.2) (0.6) (2.4) 3.3
If exchange rates w ere 10% higher (9.9) 0.0 0.1 0.2 0.5 1.9 (2.7)
Increase/(decrease) in equity
If exchange rates w ere 10% low er 79.0 (12.6) (1.2) (5.7) 7.4 (5.3) 20.5
If exchange rates w ere 10% higher (77.6) 10.3 1.0 4.6 (6.1) 4.4 (16.8)
(1) Includes internal deposits and interest bearing liabilities w hich comprise part of the Group's capital structure. 
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Notes to the Financial Statements – Managing financial risks
For the year ended 30 September 

Orica Limited 

10. Financial risk management (continued) 
Financial statements of foreign operations 
The assets and liabilities of foreign operations, including goodwill and fair value adjustments arising on consolidation, are 
translated to Australian dollars at foreign exchange rates applying at the balance sheet date. 
The revenues and expenses of foreign operations, excluding foreign operations in hyperinflationary economies, are translated to 
Australian dollars at rates approximating the foreign exchange rates applying at the dates of the transactions. Foreign exchange 
differences arising on retranslation are recognised directly in a separate component of equity. 
 
Net investment in foreign operations 
Exchange differences arising from the translation of the net investment in foreign operations, and of related hedges are taken to 
the translation reserve. They are released into the Income Statement upon disposal. 
Hedging of exposures is undertaken primarily through originating debt in the currency of the foreign operation or by raising debt in 
a different currency and effectively swapping the debt to the currency of the foreign operation. The remaining translation exposure 
is managed, where considered appropriate, through forward foreign exchange derivative instruments or cross currency swaps. 
Gains and losses resulting from these hedging activities are recorded in the foreign currency translation reserve within the equity 
section of the Balance Sheet and offset against the foreign exchange impact resulting from the translation of the net assets of 
foreign operations. 34.7% of the Group’s investment in foreign operations was hedged in this manner as at 30 September 2018 
(2017 32.5%). 
As at reporting date, derivative instruments designated as hedging net investment exposures had a fair value of $4.7 million 
liability (2017 $2.9 million liability). 
 
(c) Credit risk management 
Credit risk represents the loss that would be recognised if counterparties failed to meet their obligations under a contract or 
arrangement. The Group is exposed to credit risk from trade and other receivables and financial instrument contracts that are 
outstanding at year end.  
The creditworthiness of customers is reviewed prior to granting credit, using trade references and credit reference agencies. 
Credit limits are established and monitored for each customer, and these limits represent the highest level of exposure that a 
customer can reach. Trade credit insurance is purchased when required. 
Orica’s maximum exposure to trade and other receivables at 30 September 2018 is $830.8 million (2017 $765.0 million). 
In regard to credit risk arising from derivatives and cash, this is the credit exposure to financial institutions that are counterparties 
to derivative contracts and cash deposits, with a positive fair value from Orica’s perspective.  
As at 30 September 2018, the sum of all derivative contracts with a positive fair value was $76.8 million (2017 $70.8 million). The 
Group does not hold any credit derivatives to offset its credit exposures.  
 
(d) Liquidity risk management 
Liquidity risk arises from the possibility that there will be insufficient funds available to make payment as and when required.  
The Group manages this risk via: 
 maintaining an adequate level of undrawn committed facilities in various currencies that can be drawn upon at short notice; 
 using instruments that are readily tradeable in the financial markets; 
 monitoring duration of long-term debt; 
 spreading, to the extent practicable, the maturity dates of long-term debt facilities; and 
 comprehensively analysing all forecast inflows and outflows that relate to financial assets and liabilities. 

 
Facilities available and the amounts drawn and undrawn are as follows: 
 
 
 
 
 
 
 
The bank overdrafts are payable on demand and are subject to an annual review. The repayment dates of the committed standby 
and loan facilities range from 7 October 2018 to 25 October 2030 (2017: 28 April 2018 to 25 October 2030). 

2018 2017
$m $m

Unsecured bank overdraft facilities
Unsecured bank overdraft facilities available 99.1 88.2
Amount of facilities undraw n 99.1 88.1
Committed standby and loan facilities
Committed standby and loan facilities available 3,544.9 3,529.8
Amount of facilities unused 1,382.6 1,578.6
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Notes to the Financial Statements – Managing financial risks
For the year ended 30 September 

Orica Limited

10. Financial risk management (continued) 
The contractual maturity of the Group’s fixed and floating rate financial instruments and derivatives are shown in the table below. 
The amounts shown represent the future undiscounted principal and interest cash flows: 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(e) Commodity risk management 
Commodity risk refers to the risk that Orica’s profit/loss or equity will fluctuate due to changes in commodity prices. At reporting 
date Orica has derivative contracts which are exposed to fluctuations in the price of Brent Crude Oil entered into to fix the price of 
future gas supply contracts. 
The table below includes Orica’s derivative contracts that are exposed to changes in Brent Crude Oil at 30 September and the 
impact of a 10 per cent change in observable prices (holding all other things constant) on profit/loss or equity based solely on 
Orica’s price exposures existing at the reporting date but does not take into account any mitigating actions that management 
might undertake if the price change occurred. 
 
 
 
 
 
 
 
Recognition and Measurement  
Valuation of financial assets and liabilities (included within other on Balance Sheet) 
Derivatives are carried at fair value and categorised as Level 2 under AASB 7 Financial Instruments: Disclosures. The inputs are 
observable for the assets or liabilities, either directly (i.e. as prices) or indirectly (i.e. derived from prices). There has been no 
movement between levels since prior year. 
Valuation techniques include, where applicable, reference to prices quoted in active markets, discounted cash flow analysis, fair 
value of recent arm’s length transactions involving the same instruments or other instruments that are substantially the same, and 
option pricing models. Changes in default probabilities are included in the valuation of derivatives using credit and debit valuation 
adjustments. 
The fair values of forward exchange contracts are calculated by reference to forward exchange market rates for contracts within 
similar maturity profiles at the time of valuation.  
The fair values of cross currency interest rate swaps and interest rate swaps and other financial liabilities measured at fair value 
are determined using valuation techniques which utilise data from observable markets. Assumptions are based on market 
conditions existing at each balance date. The fair value is calculated as the present value of the estimated future cash flows using 
an appropriate market based yield curve, which is independently derived and representative of Orica’s cost of borrowings. 

  

Effect on 
profit/(loss) 

before tax

Increase/
(decrease) 

in equity

Effect on 
profit/(loss) 

before tax

Increase/
(decrease) in 

equity

$m $m $m $m
10% decrease in observable prices  -  (5.2)  -  (6.3)
10% increase in observable prices  -  5.2  -  6.3

2018 2017

1 year or 
less

1 to 2 
years

2 to 5 
years

Over 5 
years

1 year 
or less

1 to 2 
years

2 to 5 
years

Over 5 
years

Consolidated $m $m $m $m $m $m $m $m
Non-derivative f inancial assets

Cash 514.6  -   -   -  516.9 -   -   -   
Trade and other receivables 748.1 82.7  -   -  665.7 97.6 -   -   

Derivative f inancial assets 1,775.0 57.7 659.0 397.3 1,415.6 354.6 539.4 488.4
Financial assets 3,037.7 140.4 659.0 397.3 2,598.2 452.2 539.4 488.4
Non-derivative f inancial liabilities

Trade and other payables 1,198.9 6.1  -   -  1,059.8 3.9 -   -   
Bank overdrafts 3.2  -   -   -  -   -   -   -   
Bank loans 6.3 139.4 45.0  -  1.7 1.3 76.7 -   
Export f inance facility 17.5 16.6  -   -  16.2 15.9 15.2 -   
Private Placement 228.7 85.6 1,263.4 925.0 86.7 210.3 634.8 1,462.8
Other loans 3.6 2.9  -   -  10.9 2.7 -   -   
Lease liabilities 1.1 0.1  -   -  1.2 1.1 0.1 -   

Derivative f inancial liabilities 1,787.6 61.6 595.3 383.7 1,438.2 393.4 529.1 516.2
Financial liabilities 3,246.9 312.3 1,903.7 1,308.7 2,687.4 627.3 1,179.2 1,979.0
Net outf low (209.2) (171.9) (1,244.7) (911.4) (89.2) (175.1) (639.8) (1,490.6)

2018 2017
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Notes to the Financial Statements – Managing financial risks
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Orica Limited 

10. Financial risk management (continued) 
Offsetting financial assets and liabilities 
Financial assets and liabilities are offset and the net amount reported in the Balance Sheet where Orica currently has a legally 
enforceable right to offset the recognised amounts, and there is an intention to settle on a net basis or realise the asset and settle 
the liability simultaneously. Orica also entered into master netting arrangements that do not meet the criteria for offsetting but 
allow for the related amounts to be set-off in certain circumstances, such as the event of default.  
 
Hedge accounting  
The Group uses financial instruments to hedge its exposure to certain market risks arising from operational, financing and 
investing activities. The Group holds financial instruments that qualify for hedge accounting under one of the three arrangements: 
 

 Fair value hedges Cash flow hedges Net investment hedges 

What the financial 
instrument is designated to 
hedge? 

To mitigate the risk of 
changes in the fair value of 
its foreign currency 
borrowings from foreign 
currency and interest rate 
fluctuations.  

As a hedge of the variability 
in cash flows of a recognised 
asset or liability, or a highly 
probable forecasted 
transaction. 

As a hedge of risk of 
changes in foreign currency 
when net assets of a foreign 
operation are translated from 
their functional currency to 
Australian dollars.  

Where are gains or losses 
on fair value movements of 
the financial instrument 
recorded? 

Recognised in the Income 
Statement, together with 
gains or losses in relation to 
the hedged item.  

The effective portion is 
recognised in other 
comprehensive income. The 
ineffective portion is 
recognised immediately in 
the Income Statement. 

The effective portion is 
recognised in the foreign 
currency translation reserve 
in equity. The ineffective 
portion is recognised 
immediately in the Income 
Statement. 

Discontinuation of hedge 
accounting 

The cumulative gain or loss 
that has been recorded to the 
carrying value of the hedged 
item is amortised to the 
Income Statement using the 
effective interest method. 

When a hedging instrument 
expires or is sold, terminated 
or exercised, or the entity 
revokes designation of the 
hedge relationship but the 
hedged forecast transaction 
is still expected to occur, the 
cumulative gain or loss at 
that point remains in equity. 

 

 
For a cash flow hedge arrangement that has a forecasted transaction that is being hedged, when the transaction occurs, the 
cumulative gain or loss is removed from equity and: 
 included in the initial cost or other carrying amount of the non-financial asset or liability when the forecasted transaction 

subsequently results in the recognition of a non-financial asset or non-financial liability; 
 reclassified into the Income Statement in the same period or periods during which the asset acquired or liability assumed 

affects the Income Statement, where a hedge of a forecasted transaction subsequently results in the recognition of a financial 
asset or a financial liability; 

 recognised in the Income Statement in the same period or periods during which the hedged forecast transaction affects the 
Income Statement, when the transaction is not covered by the above two statements. 

 
Derivatives not in a designated hedge arrangement 
Financial instruments that do not qualify for hedge accounting but remain economically effective, are accounted for as trading 
instruments. These instruments are classified as current and are stated at fair value, with any resultant gain or loss recognised in 
the Income Statement. The Group policy is to not hold or issue financial instruments for trading purposes. 
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Recognition and Measurement 

 112 Income Taxes

Tax consolidation 

Individually significant items 

Impact of Tax Reform in the United States  

Critical accounting judgements and estimates 

Contingent tax liabilities 
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(i) Investigations and audits  

ii) Brazilian Tax Action  

(iii) Australian Tax Audit 

 
(iv) Ghana and Senegal Tax Audits  
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Recognition and Measurement 

 Consolidated Financial Statements.   
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(b) Joint operations 
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Recognition and Measurement 

Associate entities  

Joint operations 
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Business Combinations
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ASIC Corporations (Wholly-owned Companies) Instrument 
2016/785
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ASIC Corporations (Wholly-owned Companies) Instrument 2016/785
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Related Parties Disclosures
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Recognition and Measurement 
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Critical accounting judgements and estimates  
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Critical accounting judgements and estimates 

Legal proceedings 

Warranties and Indemnities 
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Revenue from Contracts with Customers

Revenue

Contracts to provide a designated output  
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Financial Instruments 

Impairment – Financial assets and contract assets 

 

Hedge accounting

Leases 

Leases Determining whether an Arrangement contains a 
Lease Operating Leases – Incentives Evaluating the Substance of Transactions Involving the Legal Form of a 
Lease.  
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KPMG, an Australian partnership and a member firm of the KPMG 
network of independent member firms affiliated with KPMG 
International Cooperative (“KPMG International”), a Swiss entity.

Liability limited by a scheme approved under 
Professional Standards Legislation.

Independent Auditor’s Report 
 

To the shareholders of Orica Limited 

Report on the audit of the Financial Report 

Opinion 

We have audited the Financial Report of Orica 
Limited (the Company). 

In our opinion, the accompanying Financial 
Report of the Company is in accordance with 
the Corporations Act 2001, including: 

• giving a true and fair view of the Group's 
financial position as at 30 September 2018 
and of its financial performance for the year 
ended on that date; and 

• complying with Australian Accounting 
Standards and the Corporations 
Regulations 2001. 

The Financial Report comprises: 

• Consolidated balance sheet as at 30 September 2018 

• Consolidated income statement, Consolidated statement of 
comprehensive income, Consolidated statement of changes in 
equity, and Consolidated statement of cash flows for the year 
then ended 

• Notes including a summary of significant accounting policies  

• Directors' Declaration. 

The Group consists of Orica Limited (the Company) and the entities 
it controlled at the year-end or from time to time during the financial 
year. 

Basis for opinion 

We conducted our audit in accordance with Australian Auditing Standards. We believe that the audit evidence we have 
obtained is sufficient and appropriate to provide a basis for our opinion. 

Our responsibilities under those standards are further described in the Auditor’s responsibilities for the audit of the 
Financial Report section of our report. 

We are independent of the Group in accordance with the Corporations Act 2001 and the ethical requirements of the 
Accounting Professional and Ethical Standards Board’s APES 110 Code of Ethics for Professional Accountants (the Code) 
that are relevant to our audit of the Financial Report in Australia. We have fulfilled our other ethical responsibilities in 
accordance with the Code. 

Key Audit Matters 

The Key Audit Matters we identified are: 

Carrying value of goodwill associated with the 
Minova and Latin America (“LATAM”) segments 

Accounting for environmental and decommissioning 
provisions 

Accounting for uncertain tax positions 

Key Audit Matters are those matters that, in our 
professional judgement, were of most significance in our 
audit of the Financial Report of the current period. 

These matters were addressed in the context of our audit 
of the Financial Report as a whole, and in forming our 
opinion thereon, and we do not provide a separate opinion 
on these matters. 
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Carrying value of goodwill associated with the Minova and LATAM Segments ($0m and $142.9m) 

Refer to Note 9 to the Financial Report 

The key audit matter How the matter was addressed in our audit 

A key audit matter was the Group’s testing of goodwill 
attributable to the Minova and LATAM Segments (the 
Segments). Given the size of the balance and recent 
performance of the Segments, we exercised 
significant judgment in evaluating the audit evidence 
available.  
Minova Segment
As described in note 9 to the financial statements, at 
the interim reporting period the performance of the 
Minova business was below budget and forecasted 
earnings which identified indicators of impairment.   At 
31 March 2018, management revised the short to 
medium term outlook of the business due to the 
underperformance.  
Accordingly, the Group reassessed the recoverable 
amount of the Minova segment at 31 March 2018 
using a value in use discounted cash flow model.  This 
model identified that the carrying value exceeded the 
recoverable amount resulting in an impairment charge 
of $204.2 million.  
LATAM Segment 
As described in note 9 to the financial statements, the 
performance of the LATAM business was below 
budget and forecasted earnings which identified 
indicators of impairment. This resulted in a restructure 
of the business, and also caused management to 
review the outlook in connection with the annual 
impairment testing. 
Significant assumptions  
We focused on the significant assumptions the Group 
applied in their value in use models including: 

Forecast operating cash flows – the Segments 
experienced declining cash flows in the period 
due to competitive market conditions and weaker 
volumes and have not met prior forecasts, raising 
our concern for the reliability of current forecasts. 
These conditions, coupled with the Group’s 
models being highly sensitive to changes in 
forecast operating cash flows, increase the 
possibility that goodwill may be impaired. 

Forecast terminal growth rates – in addition to the 
uncertainties described above, the Group’s 
models are highly sensitive to changes in terminal 
growth rates. This drives additional audit effort in 
relation to the feasibility of the terminal growth 
rates and consistency with the Group’s strategy. 

Discount rates – the determination of discount 
rates applicable to underlying cash flows is a 
subjective exercise, and they are influenced by 
the countries in which the Group operates. The 
Group’s models are sensitive to changes in 
discount rates.  

Our procedures included: 

We considered the appropriateness of the value in use 
method applied by the Group to perform the annual 
impairment test of goodwill against the requirements of 
the accounting standards. 

We tested key controls in the Group’s valuation process 
including Board approval of budgets and review and 
approval of the impairment assessment, including cash 
flow forecasts, by examining information presented to the 
Board. 

We compared the forecast cash flows contained in the 
value in use models to Board approved budgets.  

We assessed the accuracy of previous Group forecasts for 
the Segment’s cash flows to inform our evaluation of 
forecasts incorporated in the models. We noted previous 
trends, in particular where weakening demand and 
continuing lower prices have occurred and how this 
impacted the business, for use in further testing. We 
applied increased scepticism to forecasts in areas where 
previous forecasts were not achieved.  

We challenged the Group’s significant forecast cash flow 
assumptions in light of competitive market conditions and 
weaker volumes relative to historical trends to assess the 
Segment’s capacity to achieve future cash flows. We used 
our knowledge of the Segments, their past performance, 
business and customers and our industry experience to 
evaluate the feasibility of these plans.  

We assessed the scope, expertise and independence of 
the external specialists engaged by the Group to assist the 
Group determine the discount rate applicable to the 
operations which comprise the Segments. 

Working with our valuation specialists we also 
independently developed a discount rate range for key 
operations which form part of the Segments, using 
publically available market data for comparable entities, 
adjusted for risk factors including country risk. We 
compared the discount rates applied by the Group for key 
operations to our acceptable range.  

We considered the sensitivity of the models by risk 
adjusting cash flows, varying key assumptions such as 
contributions from new products and services, forecast 
growth rates and discount rates, within a reasonably 
possible range, to identify those assumptions at higher risk 
of bias or inconsistency in application and to focus our 
further procedures.  

We compared forecast terminal growth rates for the key 
operations which form part of the Segments to external 
information and considered the implication of any 
variances.  

We assessed the disclosures in the financial report using 
our understanding of the matter obtained from our testing 
and against the requirements of the Accounting Standards. 
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Environmental and decommissioning provisions $319.3m and contingent liability disclosures 

Refer to Note 6 to the Financial Report 

The key audit matter How the matter was addressed in our audit 

The estimation of environmental remediation and 
decommissioning provisions is considered a key audit 
matter. This is due to the inherent complexity 
associated with estimating remediation costs, 
particularly for potential contamination of ground 
beneath established structures and long term legacy 
matters, and in gathering persuasive audit evidence 
thereon. 
The complexity in estimating the Group’s 
environmental and decommissioning provisions is 
influenced by: 

The inherent challenges experienced by the 
Group in precisely determining the size and 
location of potential contamination beneath 
established structures. 

Current and potential future environmental and 
regulatory requirements and the impact on 
completeness of remediation activities within the 
provision estimate, including the activities which 
will be acceptable to the regulator. 

The expected environmental remediation strategy 
and availability of any known techniques to 
remediate source contamination, in particular for 
treatment of Dense Non-Aqueous Phase Liquid 
source areas at Botany, New South Wales. 

Historical experience, and its use as a reasonable 
predictor when evaluating forecast costs. 

The expected timing of the expenditure given the 
long term nature of these exposures.  

As described in note 6 to the financial statements, 
following receipt of additional reports from internal and 
external environmental experts, the Group updated its 
analysis of the likely operational plans for the 
Groundwater Treatment Plant (GTP) at the Botany 
Industrial Park (NSW) during the current year. The new 
information resulted in changes in the estimated 
operational duration and costs associated with the 
GTP and an increase in the environmental provision of 
$114.7 million.  

Our procedures included: 

Testing controls relating to the completeness of the 
Group’s identification of areas which contain 
contamination and the related recognition and 
measurement of provisions, including the Group’s review 
and authorisation of cost estimates.  

Testing the accuracy of historical remediation provisions 
by comparing to actual expenditure. We used this 
knowledge to challenge the Group’s current cost 
estimates and to inform our further procedures. 

We conducted site visits and made enquiries of various 
personnel regarding the Group’s strategy for remediating 
certain source contamination.    

We read correspondence with regulatory authorities to 
understand their views about acceptable remediation 
techniques and compared this with the assumptions made 
in the Group’s models. 

We challenged the Group where provisions were unable 
to be made for source contamination about the existence 
of information which would enable a reliable estimate of 
the provision to be made. We compared this to our 
understanding of the matter and the criteria in the 
accounting standards for recording a provision.  

We obtained the Group’s quotations for remediation work, 
as well as internal and external supporting documentation 
for the Group’s determination of future required activities, 
their timing and associated cost estimates. We compared 
them to the nature and quantum of cost contained in the 
provision balance.  

We assessed the environmental provision for the Botany 
Industrial Park based on the following: 

o compared the findings of internal and external 
environmental experts relating to the operational plans 
for the GTP with the assumptions adopted in the 
provision model for consistency; 

o assessed the forecast net GTP running costs and 
capital outlays by comparing to historical trends, 
supporting quotations and the findings of external 
experts;  

o considered the sensitivity of the provision model by 
varying key assumptions and inputs to identify those 
assumptions at higher risk of bias or inconsistency in 
application and to develop a reasonable range for the 
provision; 

o considered the qualifications and experience of internal 
and external experts to determine their suitability in 
conducting the scope of work undertaken; and 

o tested the mathematical accuracy of the provision 
model. 

We assessed the Group’s disclosures using our 
knowledge of the business and the requirements of the 
Accounting Standards. In particular, we focused on the 
disclosure of uncertainties associated with the provision or 
exposure. 
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Uncertain tax positions and contingent liability disclosure 

Refer to Note 11 to the Financial Report 

The key audit matter How the matter was addressed in our audit 

The Group operates in a global tax environment and its 
corporate structure reflects the nature of global 
operations which is driven by acquisitions, 
transactions and the execution of the Group’s global 
strategy. This includes external sales to customers in 
over one hundred countries.  
A number of the Group’s tax positions are presently 
subject to challenge by tax authorities. The ultimate 
outcome of these matters is inherently uncertain. 
Accounting for uncertain tax positions is a key audit 
matter due to: 

The Group undertaking transactions in a number
of tax jurisdictions which require the Group to
make significant judgements about the
interpretation of tax legislation and the application
of accounting requirements.

The changing tax environment where there have
been significant developments to enhance
transparency of tax arrangements.

We used significant judgment, including involvement 
of our tax specialists, to assess the Group’s position 
with reference to tax legislation and in particular the 
likely outcome of the Group’s defence of its positions 
through legal appeal processes. 

Working with our tax specialists our procedures included: 

We tested the Group’s controls for identification and
assessment of uncertain tax positions. Our testing
included challenging senior management and the Group’s
taxation department, and inspecting correspondence with
tax authorities and the Group’s external tax advisors for
evidence of significant uncertain tax positions not
identified by the controls.

We considered the Group’s methodologies, assumptions
and estimates for significant tax positions and the
likelihood of future tax outflows. Our evaluation was based
on application of our knowledge of the industry, tax
legislation and current regulatory focus areas, and recent
rulings relevant to the uncertain tax positions.

We read correspondence with relevant tax authorities and
considered both external tax and legal advice provided to
the Group to check for any information which was
contradictory to the Group’s conclusions.

We compared the Group’s accounting policy for
recognition of tax provisions against the requirements of
the Accounting Standards.

We compared the positions adopted by the Group to our
knowledge of latest interpretations by tax authorities and
court rulings to test the positions adopted for compliance
with Accounting Standards.

We made independent enquiries of the Group’s external
legal advisors. We compared their responses to the
assessment made by the Group.

We assessed the Group’s disclosures in respect of
uncertain tax positions against the requirements of the
Accounting Standards and our understanding of the
matters.

Other Information 

Other Information is financial and non-financial information in Orica Limited’s annual reporting which is provided in 
addition to the Financial Report and the Auditor’s Report. The Directors are responsible for the Other Information.  

The Other Information we obtained prior to the date of this Auditor’s Report was the About Us statement, 
Chairman’s Message, Managing Director’s Message, Review of Operations, Global Presence statement, 

Sustainability Overview, Board Members biographies, Executive Committee biographies, Directors’ Report and Five 
Year Financial Statements. Shareholder Information and Corporate Directory are expected to be made available to us 
after the date of the Auditor's Report. 

Our opinion on the Financial Report does not cover the Other Information and, accordingly, we do not and will not express 
an audit opinion or any form of assurance conclusion thereon, with the exception of the Remuneration Report and our 
related assurance opinion. 

In connection with our audit of the Financial Report, our responsibility is to read the Other Information. In doing so, we 
consider whether the Other Information is materially inconsistent with the Financial Report or our knowledge obtained 
in the audit, or otherwise appears to be materially misstated. 

We are required to report if we conclude that there is a material misstatement of this Other Information, and based on 
the work we have performed on the Other Information that we obtained prior to the date of this Auditor’s Report we 
have nothing to report. 
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Responsibilities of the Directors for the Financial Report 

The Directors are responsible for: 

• preparing the Financial Report that gives a true and fair view in accordance with Australian Accounting Standards and 
the Corporations Act 2001 

• implementing necessary internal control to enable the preparation of a Financial Report that gives a true and fair view 
and is free from material misstatement, whether due to fraud or error 

• assessing the Group and Company's ability to continue as a going concern and whether the use of the going concern 
basis of accounting is appropriate. This includes disclosing, as applicable, matters related to going concern and using 
the going concern basis of accounting unless they either intend to liquidate the Group and Company or to cease 
operations, or have no realistic alternative but to do so. 

Auditor’s responsibilities for the audit of the Financial Report 

Our objective is:  

• to obtain reasonable assurance about whether the Financial Report as a whole is free from material misstatement, 
whether due to fraud or error; and  

• to issue an Auditor’s Report that includes our opinion.  

Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with 
Australian Auditing Standards will always detect a material misstatement when it exists. 

Misstatements can arise from fraud or error. They are considered material if, individually or in the aggregate, they could 
reasonably be expected to influence the economic decisions of users taken on the basis of the Financial Report. 

A further description of our responsibilities for the audit of the Financial Report is located at the Auditing and Assurance 
Standards Board website at: http://www.auasb.gov.au/auditors_responsibilities/ar1.pdf. This description forms part of 
our Auditor’s Report. 

 

Report on the Remuneration Report 

Opinion 

In our opinion, the Remuneration Report of 
Orica Limited for the year ended 30 
September 2018, complies with Section 
300A of the Corporations Act 2001. 

Directors’ responsibilities 

The Directors of the Company are responsible for the preparation and 
presentation of the Remuneration Report in accordance with Section 
300A of the Corporations Act 2001.  

Our responsibilities 

We have audited the Remuneration Report included in the Directors’ 
report for the year ended 30 September 2018.  

Our responsibility is to express an opinion on the Remuneration Report, 
based on our audit conducted in accordance with Australian Auditing 
Standards. 

 

  
KPMG Penny Stragalinos 

Partner 
Melbourne 
1 November 2018 
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