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Fiscal Year 2012 Follow-Up 

 
Orbital Corp. several weeks ago reported full year results that yielded a 
mixed flow of dynamics that, in some respects, were disappointing, yet 
in others were very encouraging.  The stock price has been under 
pressure for the past six months as the company dealt with brisk 
headwinds in several markets and new project expenses, but our 
assessment of the company’s valuation has not changed very much.  
(See our initiation report dated March 12, 2012). 
 
By way of background, Orbital Corp. is a leading designer and 
manufacturer of fuel injection components and engine management 
systems for both gasoline and alternative fuel systems.  The company’s 
most significant patented process, FlexDi™, allows for precise 
calibration of the air/fuel mixtures and the focused and limited 
projection of the fuel vapor within a combustion chamber, thus 
allowing for substantial improvements in fuel efficiency and a 
substantial reduction in harmful emissions.  More recently, Orbital has 
introduced next-generation LPG “Liquid” fuel injection technology 
(LPi; liquid phase injection) which offers enhanced performance 
compared to previous generation LPG systems.   
 
The company’s fuel injection and engine management technology can 
be used on all internal combustion engines, from small, two stroke 
engines all the way to massive, long haul trucks that rely on diesel and 
LNG fuel.  Fuel savings can be substantial, harmful emissions can be 
greatly lowered and base power can be largely preserved. 
 
The company’s shares are listed on the Australian Stock Exchange 
(OEC), the AMEX in New York (OBT: $2.62), and the Deutsche 
Bourse (DB: OREA - €0.10). 
 
 
Valuation 
 
We are trimming our valuation range somewhat because of the recent 
reduced profitability of Orbital, but we still calculate a large gap 
between our valuation and the actual market capitalization assigned to 
the company. 
 
Using a sum of the parts approach, applying a 0.3x revenues multiple 
for Orbital, the parent, and an 8x multiple on after tax income for 
Synerject, the company’s 42% owned and U.S. based joint venture,
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We have lowered our valuation range to $30 million to $35 million from our earlier range of $41 
million to $45 million.   This valuation is still well above the company’s current market valuation 
of $8.3 million.  We substantially reduced our revenue valuation multiple to 0.3x from 0.5x given 
that such decline took place amongst the peer companies that we cite in tables 4 and 5.  We 
wonder if such a meaningful decline is a reflection of the increasing operating difficulties facing 
small companies in general. 
 
 
Revenues Up - Profits Down 
 
Revenues for the full year came in at $22.4 million, 35% above last year’s $16.6 million posting 
but were aided by the inclusion of Sprint Gas’ full year revenue contribution of approximately $5 
million.  
 
Sprint Gas, of which 55% is owned by Orbital (with options to purchase the balance) was 
purchased in May, 2011 and is bearing fruit to the extent that Sprint was cash flow positive and 
its revenue contributions provide a higher degree of critical mass to the company. 
 
 
Orbital Consulting Services 
 
A disappointment was the performance of the company’s consulting services group.  This group 
conducts engine and fuel systems testing services for customers worldwide, with no limitation on 
the size and scope of the equipment being assessed.  Revenues fell to $7.1 million from $9.5 
million, in part because of the strengthening dollar relative to the Australian dollar, but also 
because of reduced international demand.   A loss of $2.26 million was incurred compared with a 
small profit last year.  Management is doing the best it can to reassign personnel to other 
company projects that are in place or are about to gain meaningful traction (Unmanned Aircraft 
Systems being one). 
 
Having said that, though the consulting services group endeavors to attain a profit, for all intents 
and purposes it also serves as Orbital’s Research and Development group.  When one considers 
the myriad of engines and applications that exist worldwide and the fact that all engine 
manufacturers are looking to improve their own products, companies such as Orbital need to be 
creative, flexible and expert at providing innovative solutions to a customer’s engine management 
requirements.  Indeed, the company is licensed to provide Australian certifications for other 
automotive vendors.  Orbital’s main consulting/research work is conducted from its home facility 
in Balcatta, Western Australia. 
 
Management does not regard its consulting services as a major revenue growth area for the 
simple reason that its development and testing facilities are remote from the customer base, the 
market is highly competitive and margins are slim.  However, the information that is gleaned 
from such testing and the necessary research and development involved in new product 
development is critical to the company’s long-term objective of expanding its manufacturing and 
product distribution in markets around the globe. 
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Systems Sales 
 
Observations: 
 
Toll Resources Group 
 
The company’s venture with Toll Resources Group to test Orbital’s LNG technology on long haul 
mining trucks (Western Australia) continues to progress.  Orbital’s EMS (Engine Management 
System) technology allows for the substitution of up to 80% of diesel with LNG yet preserves the 
full power that would otherwise be derived from diesel fuel.  In addition, emissions are greatly 
reduced.  Approximately fifteen trucks have now been fitted with the technology, but the next 
phase - much larger fleet implementation - is still pending.   
 
The Ford EcoLPi 
 
The Ford EcoLPi, which in November of 2011 won the award for the “Best Large Car Under 
$60,000” by the Australian Automobile Association, uses Orbital’s fuel injection technology.  
Revenues have been constrained by a surge in LPG prices, diminishing what at one time was a 
large price gap with regular fuel prices.  In addition, the Australian consumer has lately gone for 
smaller cars or SUVs, hop skipping the larger car models in between.  Aggravating matters is that 
Australian subsidies for new purchases of LPG vehicles and conversions have been pared back.  
Finally, Ford has had some problems with its suppliers which tended to complicate manufacturing 
schedules. 
 
UAS (Unmanned Aerial Systems) 
 
A very exciting development for Orbital is a supply agreement with AAI, a Textron (NYSE - 
TXT: $25.07) company, which has been chosen by the U.S. military to build an engine for AAI’s 
Aerosonde® 4.7 Unmanned Aerial Vehicle (UAV).  The Orbital designed engine uses Orbital’s 
FlexDITM technology and allows for the use of kerosene as a fuel as part of an overall military 
initiative for a “One Fuel” policy.  Orbital has announced the receipt of an initial order for $4.7 
million to be delivered in calendar year 2012 and the prospect for expansion of the program 
beyond that is encouraging.   The outlook for scaling this technology to a variety of other markets 
is also very promising.  A near-term downside has been that Orbital has had to invest in preparing 
facilities, reassign and add to personnel, and build inventory, all of which has impacted 
profitability on a near term basis. 
 
 
Synerject 
 
Synerject remains a critical valuation foundation of Orbital. 
 
Synerject is a joint venture (58% Continental AG, 42% Orbital Corp.) that was originally created 
to leverage the fuel injection technology of Orbital with the wide range of potential markets 
served by Siemens VDO and now Continental Automotive.   Today, Synerject serves as 
Continental’s platform for its non-automotive fuel injection design and development initiatives.  
Orbital brings to the joint venture its innovative FlexDi™ technology as well as expertise in 
engine management systems and new fuel injection technologies.  The company sells only to 
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OEMs (Original Equipment Manufacturers), and over the past few years has been entering small 
engine markets, i.e., lawn and garden equipment. 
 
Based in Newport News, Virginia with facilities in France, Taiwan, Chongqing and Changchun, 
China and Delavan, Wisconsin, Synerject provides products and services to well over 30 
customers worldwide.  Some of its most important relationships include Bombardier Recreational 
Products (outboard marine engines and snowmobiles in the U.S. and Europe) Mercury Marine 
(Brunswick Corp., global outboard marine engines) and both Kymco and Sanyang (major 
Taiwanese scooter and motorcycle manufacturers).  
 
Synerject has been managed extremely well, particularly so during the years following 2008 
when the international economy and financial markets came under incredible duress.  Indeed, 
Synerject remained profitable despite massive unit declines in its core markets. 
 
In Orbital’s FY 2012, Synerject reported a revenue advance of 4.8% with profits after tax rising 
10% to $8.05 million.  The company has a large presence in Taiwan and is endeavoring to gain a 
much stronger involvement in mainland China and India.  Both of those nations are moving 
towards more stringent emission controls on two and four stroke engines, but enforcement does 
not necessarily rapidly follow legislation.  The exciting potential is that inevitably such emission 
standards will need to be adopted by all owners of such engines, meaning that a substantial 
transition/conversion to more advanced engines will be necessitated, the timing of which is 
unfortunately difficult to conjure.  Synerject’s advanced EMS systems would certainly provide 
effective solutions, so management is making every effort to be involved in those markets. 
 
The motorcycle market is important to Synerject, and we note that Honda (not a customer of 
Orbital’s) reported (June, 2012) full year results that showed overall sales growth of about 5%, 
but in Asia, which represents about 43% of overall sales, year-to-year sales were relatively flat.  
Interestingly, in the “Other Regions” segment, which primarily includes South America, the 
Middle East, Africa and Oceania, unit sales grew 20.2%.  Total unit demand in Brazil grew 7% 
despite a tightening of fiscal policy in the second half.   Orbital does not sell to customers in all of 
these markets, but we sense that though the market for two and four stroke motorcycles remains 
difficult in the more mature markets, opportunities are available in select areas of the globe. 
 
It also bears mentioning that sales of 15-foot or greater powerboats continued to grow by 10 
percent year-over-year among Bellwether states in August, according to the latest figures from 
the Info-Link Bellwether report.  As to snowmobiles, lousy weather in the U.S. and Canada 
during the winter of 2011 placed a big drag on snowmobile sales, but international sales were 
actually up 5%.  Though unit sales levels are well down in both markets from historical peaks, the 
general sense is that these markets have stabilized and are likely to see moderate gains over the 
next 12 months. 
 
Synerject’s Solid Operating History 
 
As mentioned, the key cornerstone to Orbital’s business profile is its 42% partnership interest in 
Synerject.  Because its interest in Synerject is below 50%, it does not integrate the joint venture’s 
revenues and earnings with its own operating results.  Instead, it merely records the flow of 
earnings as a minority interest.  Cosmetically, a quick view of Orbital’s financial metrics reveals 
a company that last year had a revenue base of $17.6 million and a current market capitalization 
of roughly $15 million.  However, if one reviews Synerject’s operating history over the past 
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several years, one quickly identifies a solid entity underpinning the overall Orbital Corp. 
framework. 
 
Table 1 

 
Source:  Company records 
 
One of the remarkable aspects of Synerject’s performance is that it performed so well 
immediately following the onset of the deep 2008 recession.  This is particularly significant given 
that Synerject’s target markets are high-end leisure products, the first that suffer when the 
economy goes into a dive.  Management took quick note of the rapid deterioration in the 
marketplace and made the necessary adjustments to its manufacturing infrastructure to bring costs 
down ahead of the fall. 
 
Combining Synerject’s historical revenue results with Orbital’s on a pro forma basis, the 
following presentation results: 
 
Table 2 

 
Source:  Company records 
 
What is key here is that the revenue portion “assigned” to Orbital in this pro forma manner 
conveys a much more logical perspective of the critical mass of the company.   
 
It bears mentioning that over the past two years a loan renegotiation generated a gain of $7.42 
million (2010) and a facility sale/leaseback resulted in a $4.76 million (2011) gain.  A write-off of 
$2.01 million in 2011 moderated these gains, but these one-time events helped alleviate the 
company’s balance sheet and brought in much needed cash during one of the worst recessions in 
history.  
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Valuation 
 
In assessing the value of Orbital Corp., a number of considerations need to be made.  The first 
and foremost is that the major value component of the company is its 42% interest in Synerject.  
The integration of Synerject’s profitability into Orbital Corp.’s income statement only via an 
affiliate investment gain possibly camouflages the greater substance of the revenues supporting 
that profit, revenues that are not integrated into the Orbital income statement.  Thus, valuing the 
company based on the optics of the reported income statement might tend to understate the 
overall value of the entity. 
 
The “bifurcation” of Orbital into parent operating based entities and Synerject create some value 
complications given the fact that the parent activities in actuality generate a much lower level of 
revenues and profitability than the Synerject joint venture.  Synerject, on the other hand, has been 
very profitable for a number of years and its revenue and earnings base continues to grow.  From 
a valuation standpoint, therefore, we believe a sum of the parts approach is appropriate.   
 
The Peer Companies table that we have included focuses on industrial companies that provide a 
range of products to the automotive industry, some with sophisticated products; others less so.  
We also confined our listing to companies that have market caps between $10 million and $250 
million.  (This also means that several of Orbital’s very sizeable competitors such as Bosch and 
Delphi are not on this table.  We have provided a separate Competitor Companies table for 
informational purposes.)  We then split the competitor companies into two categories; those that 
are operating profit positive and those that are negative.  We believe that positive operating profit 
companies tend to be valued on a multiple of that profit basis, whereas those companies in the red 
are often valued in large measure on their respective revenue bases.  Our thinking is that 
Synerject’s value is better compared with the positive operating profit companies and that Orbital 
the parent is better compared with the less profitable segment. 
 
If we were to apply this two-fold approach, we note that the average multiple of Net Income is 
11.7x.  If we were to use only an 8x multiple and apply it to Synerject’s $8.05 million FY 2012 
after-tax profit, we calculate a value of $64.4 million for that entity.  With a 42% partnership 
ownership, that calculates to a value of $27 million for Orbital shareholders. 
 
As to the Orbital parent operations, we believe a multiple of revenues at this stage is a more 
appropriate tool.  For companies in the negative profitability category the market cap as a 
multiple of revenues calculates to an average of about 0.6.  Using a conservative 0.3x multiple for 
Orbital, and assuming that annual revenues will rise to about $24 million, we calculate a value of 
$7.2 million for the parent segment.  This does not fully reflect the expectation that the UAS 
project is likely to boost company profitability over the next several years. 
 
When the two valuations are combined, we generate a total estimated value of $34.2 million.  If 
one were to lift the respective valuation multiples to the averages as indicated in the Peer 
Companies tables (11.7x net income and 0.6x revenues), a total value of $52.9 million is 
calculated.   
 
The current market cap of the company is roughly $8.3 million. 
 
The current debt of the company is approximately $10.6 million of which $7.71 million is tied to 
a non-interest loan from the State of Western Australia that is to be repaid in rising annual 
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increments from 2010 to 2025.  Synerject carries short term borrowings of US$2.52 million.  We 
don’t regard the company’s debt condition as particularly problematic - the help from the State of 
Western Australia when the debt was restructured (2009) was timely and significant - and that 
most peer companies have varying levels of debt that are part of their carrying multiples. 
 
Additional Comments 
 
If one looks at Westport Innovations (table 3  - Orbital Competitor Comparisons) and Torotrak 
(table 8 - Company Peer Comparisons), just to name a couple, their valuations seem very lofty 
given the significant operating losses that they have experienced.  One explanation is that the 
investor market is recognizing that companies that are creating products that substantially 
enhance fuel efficiency or greatly reduce harmful emissions, or both, are likely to benefit from a 
broad, albeit gradual, evolution away from gasoline based fuels and traditional combustion engine 
use.  Orbital intends to actively participate in this wave of change. 
 
 
Tax Loss Carry-Forwards 
 
Not included in our calculations are the US$31.7 million in tax loss carry-forwards.  Tax loss 
carry-forwards are difficult to monetize in an immediate fashion, though the accounting rules in 
Australia are a little less stringent than in the U.S. with respect to acquiring companies that might 
take advantage of those carry-forwards.  We did not include this balance into our valuation 
calculations.  
 
 
Low Liquidity 
 
From a U.S. investor standpoint, the low daily trading average of 1,370 shares is a problem for 
institutional investors.  The 37,690 average daily trading volume of the companies Australian 
traded shares is more acceptable, but still at the low end of the comfort scale.  Ultimately value 
prevails, but some additional discount to value would be understandable given the lean liquidity 
of the stock. 
 
Conclusion 
 
When using the more conservative valuation multiples as outlined above against historical and 
prospective operating results for 2012 of Orbital, the parent and Synerject, its joint venture, we 
calculate a company value range of $30 million to $35 million.  These data points suggest that the 
company’s common shares are trading at a substantial discount to proper value, a discount that 
does seem excessive despite its low stock liquidity and relatively small size compared with its 
major competitors.  The dilemma is how does one get the market to reconcile the enormous value 
of Synerject with the much smaller and less profitable parent company? 
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Table 3 -  Orbital Corp. Income Statement 
 

 
Source:  Company reports 
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Table 4 -  Orbital Corp. Balance Sheet 

 

 
Source:  Company reports 
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Table 5 -  Orbital Corp. Cash Flow 
 

 
Source:  Company reports 
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Table 6 -  Peer Companies 
 
For comparison/valuation purposes, we have separated our Peer Company list into two categories, the first being 
those companies that have annual operating income in excess of $1 million.  The second section those 
companies with operating income that is less than $1 million.  
 
 

 
Source:  Capital IQ 

 
 
 
 
 

 



Orbital Corporation Ltd. 
 

12 
 

 
 
Table 7 - Peer Comparisons:  Companies with Operating Income Under $1 million 
 

 
Source:  Capital IQ 

 
 

Table 8 

 
Source:  Capital IQ 
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Disclosures and Risks 
 
Consilium Global Research is an independent research organization. The content of this report has been 
compiled primarily from information available to the public released by the Company.  The Company is solely 
responsible for the accuracy of that information 
 
 We do not recommend or solicit an investment in any particular stock or other security. We have prepared our 
research based upon information and sources considered to be reliable. We are compensated by the issuer. We 
may distribute our research through other organizations or companies. In some instances, we may be 
compensated by the Company in stock in the Company. Additionally, we may perform consulting or advisory 
services for Companies that we produce research for. 
 
The opinions expressed in this report are the true opinions of the analyst about this company and industry.  Any 
“forward looking statements” are our best estimates and opinions based upon information that is publicly 
available and that we believe to be correct, but we have not independently verified with respect to truth or 
correctness.  There is no guarantee that our forecasts will materialize. Actual results will likely vary. 
 
THIS REPORT IS PUBLISHED SOLELY FOR INFORMATIONAL PURPOSES AND IS NOT TO BE 
CONSTRUED AS AN OFFER TO SELL OR THE SOLICITATION OF AN OFFER TO BUY ANY 
SECURITY IN ANY STATE OR PROVINCE.  PAST PERFORMANCE DOES NOT GUARANTEE 
FUTURE RESULTS. 
DO NOT MAKE ANY INVESTMENT DECISIONS BASED UPON THIS REPORT.  ALWAYS 
CONSULT WITH YOUR FINANCIAL ADVISOR BEFORE MAKING ANY INVESTMENT  
DECISIONS. 
 
The information contained in this report is intended to be viewed only in jurisdictions where it may be legally 
viewed and is not intended for use by any person or entity in any jurisdiction where such use would be contrary 
to local regulations or which would require any registration requirement within such jurisdiction. 
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