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Profoto Holding (PRFO)
SEK 108.7

SEK 87.3

Buy
Sweden | Image & content creation | MCAP SEK 3,492m

A bright future awaits

Profoto (“the Company”) is the global leader in an overlooked niche, providing
premium lighting solutions to professional field- and studio photographers. After
two decades of profitable organic growth, investors seem to believe that Profoto
is about to enter maturity and expects fading revenue growth. The market fails
to see the Company’s ongoing positioning to address new customer segments,
and the revenue growth potential in the coming years is vastly undervalued. A
DCF-analysis, supported by a peer valuation, determines a target price of SEK
108.7 and an upside of 24.5%.

Key takeaways

§ Positioned to capitalize on rising structural demand: Commercial brands are
incentivized to keep investing in online visual content as competition for e-
commerce consumers intensifies. For quality lighting solutions providers, this
will result in higher recurring revenue from an expanding base of end-users.
Combined with an expansion of the studio offering in 2022 to address e-
commerce platforms in need of cost-efficient studios, sales are estimated to
grow at a CAGR of 10.0% 2022-2026E, as compared to corresponding
consensus estimated CAGR of 5.0%.

§ Exceptional pricing power in cautious macro climate: Targeting price-
insensitive but demanding end-users, Profoto is able to exercise excessive
pricing power by offering unique products and keeping an unmatched pace
of innovation. Being able to pass on additional costs to customers have
historically kept margins stable, exemplified by price increases of 6-7%
2021/2022A. With recent efficiency improvements in R&D and continuous
investments towards an integrated product portfolio, Profoto will continue to
stay ahead of low-price competitors. Thus, the EBIT margin is estimated to
maintain in the range of 26-28% 2022E-2027E.

§ Easing of Chinese covid-restrictions a potential short-term catalyst: In Q1-Q3
2022A, sales in APAC decreased by 2.5% year on year, primarily attributed to
new lock-downs in China, while total organic growth was 5.1%. An easing of
Chinese restrictions is estimated to boost APAC sales by 7.3% Q1-Q3 2023E.

§ Level of cyclicality in end-user demand is uncertain: As the rental customer
segment has subsided since the last recession in 2008/2009, customer
demand is expected to be less affected by an economic downturn this time
around. However, if the share of price-sensitive end users turns out to be
larger than expected, the estimated upside could shrink to 7.4%.
Nonetheless, a SEK 150m increase in free cash flow while sales decreased
36.6% during the pandemic and an operating cash flow margin of 32.7%
shows strong cash conversion.

24.5%Upside: 

Analysts
Ludvig Rippe Equity Analyst
Sten Almgren Equity Analyst

Market Data, SEK
Exchange Mid Cap Stockholm
Shares (m) 40.0
MCAP (m) 3,492.0
EV (m) 3,557.0

Metrics & Drivers 21A 22E 23E
EV/EBIT 24.4x 15.5x 14.0x
EV/EBITDA 18.9x 11.6x 11.0x
EV/S 5.1x 4.0x 3.8x
P/E 31.4x 19.2x 17.4x
ND/EBITDA Neg. Neg. Neg.

Forecast, SEKm 21A 22E 23E
Total revenue 765.0 905.3 956.7
Rev. growth y/y 38.5% 18.3% 5.7%
Gross Profit 533.0 633.4 659.6
Gross Margin 72.8% 74.5% 71.7%
EBITDA 269.0 303.4 318.8
EBITDA Margin 36.7% 35.7% 34.7%
EBIT 212.0 226.6 250.6
EBIT Margin 29.0% 26.6% 27.2%

Major Shareholders
Anders Hedebark (CEO) 37.8%
Conny Dufgran (founder) 15.0%
Lannebo fonder 7.6%

Price Development, SEK
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Investment thesis in charts

CAGR 11.2%
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Financial forecast overview

Change in product mix propelling sales growth

Profoto’s market share is estimated to increase 2022E-2026E
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Reputable products in a growing market
Providers of high-quality lighting equipment are seeing increasing demand as digitalization
raises the standards for visual content online. To improve the online customer experience,
commercial brands are accelerating investments in e-commerce infrastructure and moving their
studio needs from rental to in-house. Profoto is well positioned to benefit from this for three
reasons: 1) Being the largest global provider of premium studio lighting equipment. 2) A well-
renowned brand. 3) Offering a comprehensive product portfolio. It is estimated that Profoto’s
base of recurring studio customers, accounting for about 40.0% of total sales, will expand by
50.7% from 2022E-2027E. End-user demand in the studio segment is resilient, exemplified by
enduring growth in Q1-Q3 2022A while organic growth in the field segment was close to flat,
and is expected to grow at a rate of 5.5% during an economic downturn 2023E-2024E.

Pace of innovation provides barriers to entry in the premium segment
By maintaining an unequalled pace of innovation and offering unique value to premium
customers, Profoto enjoys a profitable price gap to low-price competitors such as Godox and
Westcott. Profoto will be able to maintain its pricing power and high margins for the following
reasons: 1) Having reduced the R&D workforce by 30% during covid while keeping R&D output
consistent suggests higher efficiency and will allow for more intense innovation going forward.
2) Continuous investments towards improving compatibility between products through
software will fortify stickiness in the product portfolio. Sustained pricing power is expected to
keep margins stable as EBIT is estimated to grow in line with revenue 2023E-2026E.

Growing base of addressable customers will propel top-line growth
In April, Profoto expanded its e-commerce offer to address a new group of customers through a
SEK 188m acquisition of StyleShoots, a Dutch e-commerce studio provider targeting e-
commerce platforms in need of cost-efficient studio infrastructure. Revenue synergies tied to
Profoto’s brand recognition and global sales organization will enable a SEK 80m penetration of
the American market 2023E-2027E. StyleShoots’ geographical expansion will boost top-line
growth as automated-studio customers are expected to account for 13.3% of sales in 2026E.

Uncertainty around level of cyclical sensitivity among end users
In the recession of 2008/2009, Profoto experienced a 25% decrease in sales, driven mainly by
rental companies halting new investments in equipment due to cash flow concerns. This time
around, investment incentives are different as the rental segment has subsided, and end-user
decision-making is more centred around maximizing ROI. However, cautious e-commerce
platforms and distributors wishing to avoid building inventory Q1-Q3 2022E have hinted that
customers, to an extent, will be delaying investments during an economic downturn.

Investment thesis
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History of strong organic growth
Profoto Holding AB was founded in 1968 by Conny Dufgran and Eckhard Heine with the purpose
of developing a flash for the world’s best studio photographers. CEO Anders Hedebark was
appointed in 1997, initiating a growth strategy aimed at expanding the product portfolio and
establishing a global sales organization. Revenue grew from SEK 90m to SEK 833m 2001A-
2019A, and today there are subsidiaries in 9 markets which account for 80% of sales. Sales are
evenly split between the studio- and field segments.

Customers are willing to pay high prices for cutting-edge lighting equipment
Profoto products are considered the best, for the best and are about 4x the price of competing
Godox or Westcott products. Premium end-users are willing to pay high prices for equipment
offering marginal value added in simplicity, reliability and efficiency. By outperforming
competitors in pace and quality of product development, releasing about 4 products annually,
Profoto is the clear choice for many high-end photographers and studio customers.

Company Overview

Retailer-oriented market strategy
Profoto is a B2B company that reaches end-users through a global network of retailers. The
acquired company StylesShoots differs by selling directly to end users. With 30% of sales
historically going through the 5 largest retailers, Profoto focuses on establishing relationships
with a selected group of retailers who they in turn can rely on for marketing activities.

Operations are focused on product development, sales and marketing
Profoto strives to keep OPEX low by outsourcing all non-core activities to low-cost countries.
This model has enabled a hefty EBIT-margin expansion from 10% to 27% the past two decades,
but it requires skilled management. The bulk of CAPEX is tied to investments in R&A and
equipment, the size of which are less than 10% of sales on average.

The main cost driver will be an increasing number of employees
Regarding Profoto’s organization, OPEX is expected to grow in proportion to the estimated
revenue growth 2022-2027E. The acquisition of StyleShoots has disproportionately increased
personnel costs by about 30% due to higher R&D costs in relation to sales, however indicating
operating leverage as StyleShoots’ American expansion will not require higher R&D output.

Business Model

Market Overview

34%

41%
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EMEA Americas APAC

Global niche market with high degree of consolidation
The global SEK 10bn market for lighting solutions is split evenly between equipment for still- and
moving images and is expected grow at a CAGR of 4% 2022-2025E. Profoto holds a market
share of 20% in the still photography-segment, expected to grow to 24% by 2026E. The lighting
solutions market shrank by 30% during covid, but after a strong bounce-back in 2021A-2022A,
the market has recovered. In the premium studio segment, Broncolor is the main competitor of
Profoto. Godox has a market share of about 25% and is the largest provider of lighting
equipment for field photographers, offering lesser products at a lower price point.
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Discounted cash flow analysis
Due to a lack of listed direct competitors to Profoto, a discounted cash-flow analysis has been
chosen as the primary method for valuing the Company. A WACC of 8.2% has been applied for
the forecasted period and in perpetuity based on a total debt of SEK 157m and a market cap of
SEK 3,492m. The discounted cash flow analysis determines a market cap of SEK 4,348m and a
price per share of SEK 108.7.

Valuation

Peer valuation
A peer analysis has been made to support the discounted cash flow analysis. Due to the lack of
comparable direct competitors, peers have been chosen based on the following criteria: i)
Comparable markets. ii) Profitability. iii) Scalability potential. iv) Market cap. Analysing the peer
table above, it is apparent that revenue growth and high EBIT margins are rewarded with higher
multiples. Comparing Profoto to Sensirion and Innovative solutions & support, it is argued that
the Company should be trading above 18.5x EV/EBIT due to similar expected revenue growth
and higher margins, combined with a superior ROIC. The peer valuation thus justifies the
discounted cash flow analysis, which suggests a target multiple of 19.5x EV/EBIT.

Source: Analyst estimates 

Source: Bloomberg, analyst estimates

Source: Analyst estimates, Bloomberg 

Bleak outlook on revenue growth causing market mispricing
Following Profoto’s IPO in June 2021, the stock peaked at SEK 124.0, 24.2x EV/EBIT 2021A, in
April 2022. Tied to the overall market sentiment, Profoto has experienced an over-correction of
29.1% since April and is currently trading at 15.5x EV/EBIT 2022E. Using a reversed DCF model,
assuming an identical view on EBIT-margins and point of perpetual growth, the current stock
price implies an EBIT CAGR of 4.0% 2022E-2029E. Comparing the market view to the estimated
EBIT CAGR of 8.7% 2022E-2029E, an upside of 24.5% at 19.5x EV/EBIT 2022E is suggested.

Market data Financial data Valuation

Market cap Enterprise value Revenue CAGR 2021E-2025E EBIT margin LTM ROIC LTM EV/EBIT 2022 (adjusted)

Company name SEKm SEKm % % % x
Cewe Stiftung & Co 7,790 8,420 4.0% 9.8% 11.3% 12.15
Strix Group 2,150 2,960 7.5% 19.9% 34.0% 9.62
Sensirion 17,640 16,450 12.5% 26.7% 26.3% 18.53
Innovative solutions & support 1,710 1,570 10.3% 16.9% 21.4% 21.13
Median 4,970 5,690 8.9% 18.4% 23.9% 15.34
Avarage 7,323 7,350 8.6% 18.3% 23.3% 15.4
Profoto 3,740 3,805 10.8% 29.0% 36.0% 15.38

Free cash Flow Buildup 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E 2030E
Total Revenue 240,6 956,7 1032,4 1153,6 1293,5 1437,9 1524,4 1585,8 1616,3
EBIT 57,3 250,6 269,1 301,1 340,7 380,4 401,9 423,0 443,8
EBIAT 45,5 198,9 213,7 239,0 270,5 302,0 319,1 335,8 352,4
D&A 23,8 68,2 73,5 81,4 87,7 95,8 102,8 101,9 90,4
Change in NWC (6,3) (68,7) (13,5) (21,1) (24,5) (25,1) (15,1) (10,7) (5,5)
Capex (11,7) (62,4) (68,2) (75,4) (72,9) (81,3) (86,2) (89,8) (90,4)
Unlevered free cash flows 51,4 136,0 205,5 224,0 260,8 291,4 320,6 337,3 346,8
Present value of free cash flows 50,4 123,2 171,9 173,2 186,2 192,3 195,4 190,0 180,5
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Appendix

Income statement
SEKm 2018A 2019A 2020A 2021A 2022E 2023E 2024E 2025E 2026E
Net revenue 679.1 832.8 528.4 732.0 850.3 919.9 992.7 1,109.2 1,243.8
Work performed for own account 69.4 24.0 21.3 22.0 33.3 36.8 39.7 44.4 49.8
Other operating income 10.0 7.0 2.6 11.0 22.0 0.0 0.0 0.0 0.0
Revenue 758.5 863.8 552.3 765.0 905.6 956.7 1,032.4 1,153.6 1,293.5

COGS (223.9) (253.5) (227.7) (232.0) (272.3) (297.2) (322.0) (360.2) (404.5)
Gross profit 534.6 610.3 324.6 533.0 633.4 659.6 710.3 793.4 889.1
Gross margin 78.7% 73.3% 61.4% 72.8% 74.5% 71.7% 71.6% 71.5% 71.5%

OPEX
Other external costs (198.8) (186.7) (125.6) (142.0) (171.0) (185.0) (199.6) (223.1) (250.1)
Personel costs (126.2) (156.9) (120.3) (117.0) (144.0) (155.8) (168.1) (187.9) (210.6)
Other operating expenses (3.0) (2.6) (2.9) (5.0) (15.0) 0.0 0.0 0.0 0.0
EBITDA 206.6 264.1 75.8 269.0 303.4 318.8 342.6 382.5 428.3
EBITDA-margin 30.4% 31.7% 14.3% 36.7% 35.7% 34.7% 34.5% 34.5% 34.4%

D&A & writedowns (23.8) (42.0) (87.8) (57.0) (76.8) (68.2) (73.5) (81.4) (87.7)
EBIT 182.8 222.1 (12.0) 212.0 226.6 250.6 269.1 301.1 340.7
EBIT-margin 26.9% 26.7% (2.3%) 29.0% 26.6% 27.2% 27.1% 27.1% 27.4%

Interest income 0.6 1.8 0.2 0 12.0 12.0 12.0 12.0 12.0
Interest expenses (3.9) (3.5) (8.3) (3.0) (12.5) (12.5) (12.5) (12.5) (12.5)
EBT 179.5 220.4 (20.1) 209.0 226.1 250.1 268.6 300.6 340.2
EBT-margin 26.4% 26.5% (3.8%) 28.6% 20.6% 20.6% 20.6% 20.6% 20.6%

Tax expense (31.0) (43.2) 2.5 (51.0) (46.6) (51.5) (55.3) (61.9) (70.1)
Net income 148.5 177.2 (17.6) 158.0 179.5 198.6 213.3 238.6 270.1
Net margin 21.9% 21.3% (3.3%) 21.6% 21.1% 21.6% 21.5% 21.5% 21.7%

Source: Analyst estimates, the company
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Disclaimer
These analyses, documents and any other information originating from LINC Research & Analysis
(Henceforth “LINC R&A”) are created for information purposes only, for general dissipation and are not
intended to be advisory. The information in the analysis is based on sources, data and persons which
LINC R&A believes to be reliable. LINC R&A can never guarantee the accuracy of the information. The
forward-looking information found in this analysis are based on assumptions about the future, and are
therefore uncertain by nature and using information found in the analysis should therefore be done with
care. Furthermore, LINC R&A can never guarantee that the projections and forward-looking statements
will be fulfilled to any extent. This means that any investment decisions based on information from LINC
R&A, any employee or person related to LINC R&A are to be regarded to be made independently by the
investor. These analyses, documents and any other information derived from LINC R&A is intended to be
one of several tools involved in investment decisions regarding all forms of investments regardless of the
type of investment involved. Investors are urged to supplement with additional relevant data and
information, as well as consulting a financial adviser prior to any investment decision. LINC R&A disclaims
all liability for any loss or damage of any kind that may be based on the use of analyzes, documents and
any other information derived from LINC R&A.

Conflicts of interest and impartiality
To ensure LINC R&A’s independence, LINC R&A has established compliance rules for analysts. In
addition, all analysts have signed an agreement in which they are required to report any and all conflicts
of interest. These terms have been designed to ensure that COMMISSION DELEGATED REGULATION (EU)
2016/958 of 9 March 2016, supplementing Regulation (EU) No 596/2014 of the European Parliament and
of the Council with regard to regulatory technical standards for the technical arrangements for objective
presentation of investment recommendations or other information recommending or suggesting an
investment strategy and for disclosure of particular interests or indications of conflicts of interest.

Other
This analysis is copyright protected by law © BÖRSGRUPPEN VID LUNDS UNIVERSITET (1991-2023).
Sharing, dissemination or equivalent action to a third party is permitted provided that the analysis is
shared unchanged.
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