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Askeladden Research Document:  

ProFire Energy (PFIE) 

Initial: 2017-10-13 Last Updated: 2018-08-27 

IF YOU DISTRIBUTE THIS DOCUMENT WITHOUT MY PERMISSION, I WILL HUNT 

YOU DOWN WITH A ZAMBONI.  <3 

No seriously though, if you are in possession of this document, please do not pass it along to anyone 

else without my permission.  If you have received it in contradiction of these terms, please email me 

at maximumeffort@askeladdencapital.com and I’ll let you ride the Zamboni too.  But I’m driving it. 

In a Deadpool costume. 

Why am I looking at this?  / Executive Summary 

Date Today: 2017-10-13 

Price Today: $1.97 (~$100MM market cap / ~$80MM EV / ~10 - 12x run-rate EBITDA depending 

whether you use higher Q2 numbers or take the average of Q1) 

Fair Value Estimate Today: ~$2.33 (~12x run-rate EBITDA using a ~$8MM annual estimate) 

Explanation: 

So here’s a thing that I could, charitably, be described as “diametrically opposed to” – buying a stock 

that is up, a lot.  And when I say a lot, I mean that micro-cap ProFire Energy (PFIE) has rocketed 

~50% since August. 
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Notwithstanding the strong rally, combined with a number of other factors that I usually don’t like 

terribly much – i.e., the company is a seller of capex rather than opex, is almost entirely levered to 

upstream activity, and came public (for reasons I don’t fully understand) via a reverse merger in 

2008 – I think that ProFire shares offer meaningful, albeit somewhat speculative, value at the 

current price.  Even though I only started my work on the company yesterday, I saw enough here to 

merit attempting to take a 175 basis point position.  

The story here is simple: ProFire offers the type of high-margin, high ROI technical product that I 

love.  When oil or natural gas come out of the wellhead, they often have to be dehydrated or stored in 

some way that requires the use of a burner to maintain their temperature; somewhat barbarically 

and anachronistically, many of these burners are reignited by hand, with a stick and a fuel soaked 

rag.  Beyond the obvious safety concerns (this has led to explosions – since some cases), an 

automated reignition system (such as that designed by ProFire) can drive meaningful savings  not 

just on labor, but also by ensuring that the temperature is contained at the proper level (too low or 

too high can both have consequences).  

Since being founded in a garage in 2002, ProFire has grown from a Canadian only  company to a 

company that delivered roughly 50 million in revenues across the US and Canada before the massive 

down cycle in energy took a hatchet to results.  Despite cataclysmic drawdowns in revenue, the 

company managed to be about breakeven on a profitability basis and operating cash flow positive for 

the past six quarters, due to a combination of meaningful operating cost reductions and pretty stable 

gross margins, as their product is manufactured by third-party contract electronics manufacturers, 

resulting in a less capacity and utilization driven operating model than most similar companies. 

Cofounder Brenton Hatch still owns 12.4 million shares, or about 80% of the 15.75 million shares he 

owned when the company came public in 2008.  Although the company did repurchase 1.3 million 

shares from him this May, which is not fantastic optically, my overall impression here does not 

suggest any self-dealing, and I think the company represents an attractive investment. 

Unfortunately, the stock had fairly thin liquidity, and continued to increase in price throughout the 

day, such that I was only able to get about 50 basis points, even “chasing” it a little bit more than I 

would usually like.  

It’s difficult for me to bridge the gap between near-term trading patience – my historical experience 

within, illiquid stocks like Astro Nova, Aspen Aerogels, and so on leads me to believe that if I am 

patient, I will get a second and third bite at the apple here – but on the other hand, the company has 

strong positive momentum, is likely to see meaningfully improved results over the next few quarters, 

and is attending the Three Part conference in Dallas in November, all of which may simply drive up 

the stock even more.  I think my interim strategy will be to attempt to fill the rest of the hundred and 

75 basis point position at a price in the 190 to 2 dollar per share range, perhaps adding a little bit 

more if it declines below $1.90 per share, but certainly waiting for their next earnings reports (and, 

to some degree, my upcoming meeting with management) to determine whether or not it merits 

larger than a 250 to 300 basis point position. 
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The Business 

ProFire offers “burner management systems,” which ignite, monitor, and manage burner flames that 

are widely used in oilfield production and transportation equipment.  According to ProFire (and at 

least one third-party document that I reviewed), the vast majority of the industry functions on 

antiquated manual reignition – when the flame goes out completely, a worker reignites it with a fuel 

soaked rag and a stick, which is “inefficient and dangerous.”  No kidding.  Here are some slides.

 

ProFire offers a variety of control panels (with integrated software/firmware that can be managed 

remotely via SCADA), valves, air plates, pilot systems, and so on (often integrated into complete 
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systems).  It utilizes third-party contract electronics manufacturing (currently a company called 

Logican Technologies) for the actual manufacturing of the products, rendering ProFire pretty asset 

light.  Its gross margins on products have historically bounced around in a range from about 50% to 

58%, depending on mix and other factors – it is worth noting that their margins on proprietary 

products (per a June 2015 comment from the CEO on a conference call)  are actually in the 60 to 

70% range, but the systems they sell include resold commodity products from third parties that lower 

the overall gross margins: 

Brenton Hatch 

Yes. Typically what we've had to do, Bill, is we would have our proprietary products at 

2100 but -- off, and with that the companies would request us to come in with fuel 

management systems, valve trains we call them. And so many times we were out buying 

valves and such from other companies. We are working. R&D department has been 

working hard at coming up with products of our own that are proprietary products, so that 

we aren't having to reach out to other companies. Obviously when you buy from a third 

party, your margin may go down from our 60% or 70% that we're used to on proprietary 

products, down in the 25% or 30% range. And so we're working to get away from those and 

bring more proprietary products on. 

In addition to products, ProFire offers services ranging from installation to optimization, which 

(excluding the depths of the downturn) seem to have lower gross margins in the 20 to 35% range. 

Services have historically been a small component of revenues, ranging from about 5 to 10%. 

However, per management, they are strategically important for a couple reasons.  From November 

2014: 

It’s very helpful to them and it improves their efficiencies tremendously as we tweak the 

equipment that they have. The other factor in all of this for us that we found is that, as we 

have the service people out doing these calls, they find equipment that could and should be 

replaced and it leads to potentially at least it has in Canada as we’ve done this in previous 

years, to significant sales increases as we get out there to do that; similar to what your local 

service station will do with your car offering you a 50 point check on the car, but they 

always manage to find about 16 things that need to be fixed supposedly. 

But, we -- we’re a little more we try to be pretty honest about this thing, but there’s always 

equipment that needs to be replaced. So, we see this as a real bonus, not just in terms of the 

revenues that can come in from service, but from the increased sales attached to it. 

In 2014, the company made a small asset purchase (around $2 million, of which some was made 

using stock at the peak of the market) of a company that offers technology to help regulate the 

injection rates of chemicals into wells - “Chemical Management Systems” or CMS.  while the payback 

numbers on trial projects appear impressive, the company really has not had much success 

converting trials into larger orders, and this product has bounced around from less than 1% to less 

than 3% of revenues at any given time. 
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At the end of the day, then, the vast majority of the company’s revenues are delivered by their 

“burner management systems.”  These are typically very short cycle, small dollar projects  – while 

price points very depending on what exactly is required, a good number to use is probably about 

$5000 per system.  These were historically very much just wellhead, upstream products, but the 

company a few years ago introduced a new product – the 3100 –  that has broadened their horizons 

into midstream and downstream, with even the occasional project in areas like graining gravel 

dryers.  3100 systems can be much more complex and have ticket prices ranging into the six figures. 

Here is some commentary on the 3100, which reached 8.4% of revenues in the most recent quarter: 

[November 2015 - VP of Sales Cameron Tidball] 

There is so much that could be launched into our first and immediate focus so, is kind of first 

of all we don't and that's bringing us way further downstream than we've been. 

Traditionally the Profire suite of product is way upstream right at the wellhead. Some 

transmission and some midstream application, but even at the midstream applications that 

these plants are way downstream, where they're actually doing some refining or getting 

things right for products, that's what we're hoping that we can get into 

[August 2017 - VP of Sales Cameron Tidball] 

Cameron Tidball, Profire Energy, Inc. - VP of Sales & Marketing [4] 

  Yes, for sure. We've seen so far the 3100 has been very attractive to your midstream 

operators who are dealing with small plant operations, thermal oxidizers, some cabin style 

or process regen heaters. So we've seen a great value of our product in that area as well as 

the OEMs who are dealing with forced-air applications that are being sent out on just big 

process heaters. That's where we've seen the best uptick, not so much in the downstream 

space as of yet, that's still planning for the future. And we've even seen customers to -- 

somewhat of our surprise in the upstream world has some interest as well, even though it's 

at a higher price point, but they liked at the features and cutting-edge technology that it is 

for the future. So that's where we've seen things so far. As far as the sales cycle, the 

midstream and the upstream can be as quick as a month to 3 months. Even sometimes, 

we've had projects that we started 6 months ago. As far as when we get into the 

downstream space, those will be the longer term and the longer lead time for the sales cycle. 

They'll take a lot longer.  

TAM/Competition 

This is a good place to segue into some broader market analysis.  First of all, ProFire claims to have 

80% market share, a claim which it has consistently reiterated in conference calls over the years: 
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●  

I thought the note at the bottom was interesting; indeed, I found brochures from major companies 

like Rockwell automation talking about burner management systems, but these appear to be much 

larger, more sophisticated systems designed for refineries or other large plants rather than the type 

of smaller wellhead systems that ProFire designs.  

It’s not immediately clear to me why these major companies (or anyone else) has not made more of 

an entrée into the wellhead burner management system market – my suspicion, based on working on 

other companies, maybe that it simply is too small a market and too much of a “missionary” type of 

sale to be worth the time of larger companies – to some extent, the same argument could be made for 

Dynamic Materials; the truth is that there is just a lot of this industry supplied by small, 

mom-and-pop suppliers and I don’t see any reason to doubt that ProFire does have a solid product 

that a lot of other people don’t offer.  The company has grown like a weed since it came public in 

2008 – at which time, it didn’t even have any US operations, incidentally – and unless they are 

literally just completely making up the numbers,it seems like a pretty good story. 

Perhaps more interesting, and worth dwelling on,  is the issue of total addressable market.  The way 

the company presents this is not necessarily “misleading,” but is certainly not terribly helpful: 
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●  

It’s important to segment the market into two categories.  First, there is the newbuild market – i.e., 

every year, new wells are drilled, and some fraction of these wells will  utilize a burner management 

system, with ProFire  obtaining some portion (likely the majority) of the sales.  Second, there is the 

retrofit market – i.e., there are lots of existing oil wells out there (this is the 1.7 million that ProFire 

references), and every year some portion of those are retrofitted with BMS.  thus, it isn’t necessarily 

false to say that ProFire has a 4 billion+ market opportunity, but this certainly has no correlation to 

their  recurring topline revenue potential in any given year.  In 2014, management commented that 

the retrofit/new mix was 60/40; in June 2015, CEO Brent Hatch called the new well BMS market 

“almost nonexistent,” suggesting that a much greater portion of their revenue was from the retrofit 

market. 

A more helpful way to approach the notion of estimating the revenue potential is to start with the 

truly recurring demand – i.e., the new wells drilled every year – and analyze that.  Here’s some basic 

math: various data sources I found suggested that there were 14,000 wells drilled in the United 

States in 2016, expected to increase to 18,000 or so this year, down from  a peak of 40 to 50,000 in 

2014.  If you assume 50% of wells could use a BMS, and that ProFire will maintain its claimed 80% 

market share, then there should be a $40 million plus annual revenue opportunity for ProFire just to 

sell products to new wells in the US (assuming that the market goes up a little bit and stabilizes).  

If you assume a one-to-one retrofit to new well sales ratio, that expands the annual U.S. product 

TAM to $80MM/yr; it’s not clear how many existing wells have been retrofitted, but it doesn’t seem 

unreasonable to assume that ProFire could do 10,000 per year for a very long time given how many 

wells are out there... 

Page 7 of 36 



 

Askeladden Research Document: ProFire Energy (PFIE)- Last Updated 2018-08-27

 

 

In terms of penetration relative to this TAM, Matt had the bright idea of  comparing their historical 

sales numbers to the size of the market – for example, at the peak of the market, they delivered about 

50 million in product revenue in 2014.if you assume that all of these were burner management 

system sales at $5000 apiece, that means they sold 10,000 units.  Using management’s 60/40 

retrofit/new well mix, that suggests that they sold about 4000 units to new wells – or merely 10% or 

less of the 40 to 50,000 wells that were reportedly drilled in the year 2014.  (Those, of course are just 

US numbers, it probably be higher if you included Canada).  In other words, despite the company’s 

strong growth since entering the US market at the beginning of this decade,  there still seems to be a 

meaningful penetration opportunity, notwithstanding whether or not the market ever recovers to its 

previous levels. 

Of course, this analysis  is incomplete: ProFire also generates some service sales, and in addition, 

their commentary (quoted earlier) suggests that there is also some replacement demand, i.e. you 

don’t just install a burner once the never get revenue again from the same well.  Moreover, the US is 

not the only market in the world – the company had about 15 million in annual sales in Canada at 

one point, and  while that market is substantially more penetrated and also likely more challenged 

over the long-term given lower oil prices, it doesn’t seem unreasonable to assume there is another 

$10-$20 million worth of  total addressable market there.  

Finally, ProFire can expand internationally, and its new products seem to take it into new areas as 

well (ex. midstream/downstream and maybe even outside oil and gas).  I haven’t even assigned any 

potential to their “CMS” offering, given its historical inability to gain traction. 

The point of all this analysis is not to try and come up with a specific TAM number, but rather to just 

– directionally – establish conviction that the current revenue run rate of about $40 million, the 

company hardly seems tapped out, and should have room to comfortably double or triple revenues 

before market saturation even becomes a question. 

Competition would seem to be a much more meaningful question – and it is this which I will begin to 

with management when I meet them in November.  At the risk of making a circular argument, 

though,you generally don’t see a company with over 50% gross margins an extremely rapid growth  if 

the industry is substantially more competitive than they let on – the concern here is probably more 
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about future competition then it is about existing competition, but in the near term, given how many 

companies pulled back during the downturn, I’m not sure this is a huge concern. 

For what it’s worth, the company seems to come out of this downturn stronger than it went in by 

continuing to invest in R&D and build customer relationships, similar to what I saw at Dynamic 

Materials (BOOM) - on the recent August 2017 call, CEO Hatch had this to say: 

Brenton Wayne Hatch, Profire Energy, Inc. - Chairman, CEO and President [21] 

  We do indeed. And that's a really interesting thing. During this downturn, many people kind of 
pulled back -- pulled back their sales force, weren't too aggressive, just kind of trying to hold on 
through the whole thing. We, on the other hand, under Cam's leadership, and he's on this call. 
You can talk to him directly if you'd like. But under his leadership, he got even more aggressive 
and we've managed to more than triple the number of customers during that 2-year downturn. We 
have even increased that in the first half of this year. We have increased that in terms of 
customers, as our sales people have gotten even more aggressive. And more than that, as our 
product has found favor with most or many of the OEMs and most of the E&Ps out there. And 
because of that acceptance, we find that many of our sales, up to 40%-or-so are going directly to 
OEMs who ship on the vessels themselves our product right with it out to the oilfield. So I think it's 
both the fact that we as a company and our products have found a great favor, but also the 
aggressive work of our sales force to accomplish that. 

Of course, the “3X” customers number could be a bit facetious –  about 10% of the company’s 

revenue comes from Chesapeake energy, and another 12% comes from an additional three clients – 

and having five customers named BP, Exxon, Chevron, and so on obviously means a lot more than 

having 200 mom-and-pop oil well kind of customers –  but directionally, I certainly get the feeling 

that the company hasn’t been “turtling” during the downturn. 

Valuation / Financials 

Perhaps the most impressive part of the ProFire story is that notwithstanding the depth of the 

downturn, they were able to remain more or less breakeven (on accounting basis) and cash flow 

positive.  Here are company charts on recent financial results:
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Here are their gross margins and EBITDA margins over time: 
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As the company’s revenue has grown over the last few quarters, to  7.8 million in the first quarter of 

2017 and 9.5 million in the second quarter, much of the increase has flowed through to EBITDA – 

which was 1.2 million in the first quarter and 1.96 million in the second quarter, representing 

margins of 15.7 and 20.7% respectively.  

The company didn’t provide guidance and it is a bit difficult to tell what they are expecting for the 

balance of the year – on the one hand,  it sounded like they’re not seeing the second-half uptick that 

they expected, as oil prices have not consistently stayed above $50 as was expected at the beginning 

of the year by their clients; on the other hand, they seemed to reiterate optimism and believed that 

they could maintain momentum consistent with what they saw in the first half (although it is unclear 

if they mean quarter on quarter sales momentum, or simply just having the same absolute level of 

revenues in the second half that they had in the first half of the year).  Either way, it seems 

reasonable to expect that NTM results will be, hopefully at the very least, an annualized version of 

either a blend of Q1 and Q2, or just an annualized version of Q2; respectively, we’re talking about 

somewhere in the neighborhood of 6 ½ or  $8 million worth of EBITDA. 

The company currently has 50.3 million fully diluted shares outstanding, and at the current price of a 

dollar 97 per share, you’re looking at a roughly $100 million market cap.  The company’s quoted 

enterprise value is actually overstated, as they recently moved about half of their $20 million of cash 

and investments into long-term (although seemingly risk-averse) investment in CDs, corporate 
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bonds, and mutual funds (the last of which seems to comprise a very small portion).  I don’t see a 

need to discount any of this; as such, I believe the current enterprise value is around $80 million. 

The question becomes what multiple is appropriate.  This should not be a very big Business, as they 

are not manufacturing anything; indeed, although they spent something like $6 million in 2014 to 

buy a new facility and a bunch of trucks, it seems like they have the capacity to expand for a long time 

without meaningful capex – it is also worth noting that they own all of their major facilities rather 

than lease them.  I’m using 2% for modeling.  Given their Canadian sales, their weighted average tax 

rate is lower than the US statutory rate; I’m using 33% for modeling.  At a 5% “high-growth” yield, an 

EV/EBITDA multiple of 12x is justified. 

If you use $8 million is your run rate EBITDA estimate,  then a share price of $2.30 seems to make 

sense – on the other hand, if you use the lower 6.5 million number, the current valuation is probably 

about appropriate.  However, given the company’s low market penetration and the generally 

stabilizing environment, combined with commentary from.  Dynamic materials (which finally seems 

to be seeing adoption of its products take off in a meaningful way), I think that ProFire has the 

opportunity to meaningfully expand its business over the next 2 to 3 years, more or less 

notwithstanding whether or not the broader oil market actually recovers from where we are today. 

If you look out a couple of years, I don’t think it’s unreasonable to estimate the company at a 

$50-$60 million revenue run rate (vs. the $38MM annualized from last quarter); assuming EBITDA 

margins in the range of 20 to 22%, and an EBITDA multiple of 10 - 12x, the fair value range in a 

couple years is anywhere from $2.50 to $3.60 - representing a 12 to 35% IRR from today’s price. 

There is obviously near-term risk that the stock price could cold pull back to the one dollar and 20 to 

$1.30 level that it was that for much of this year, but profitability even at the trough of the cycle, 

clearly this company isn’t going anywhere.  It’s also worth noting that one of the cofounders retired 

and the other cofounder - CEO Brenton Hatch - is not exactly young (67).  It’s not inconceivable to 

me that if the company can return to a growth trajectory over the next few years, it might make a very 

interesting acquisition target for a larger oilfield products company with a more global distribution 

network and/or in-house assembly/manufacturing capacity were could plug and play and achieve 

meaningful cost and revenue synergies overnight. 

Further market deterioration is of course a risk; I may also be understating the effects of seasonality, 

as the fourth quarter contains Christmas and winter weather and tends to be weak.  However, on the 

converse, spring in Canada tends to be weak, and growth can muck up seasonality - in 2013, CQ4 was 

actually the best revenue quarter of the year, and Q3 has historically been strong as well. 

Capital allocation / M&A? 

There are two risks worth noting from a capital allocation perspective.  The first is M&A – in June 

2016, the company had this to say: 

Brenton Hatch 
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Let me deal with your last question first, where we take on debt, wholly unlikely we have a 

history of being debt free. We like to maintain that, Joe. But we do have a significant 

amount of cash in the bank right now and available to us if we feel inclined to make a move 

in the M&A arena. We are watching carefully to look for companies that have significant 

value, but that are underpriced because of the same issues that we’re dealing with. The 

commodity issues, the price issues. We’re not desperate to go out and make deals, but we are 

watching carefully. We would like to stay in the same related space, we don’t want to get 

too far from where we are in that regard, but there are lots of opportunities in other 

industries using combustion control in agriculture, is but one of them, pulp and paper; those 

kinds – there were boiler industry and so on. And so we are watching carefully for 

opportunities to step into other industries, perhaps through an acquisition of a company 

who is presently in that knows the industry well and can help us make a more seamless 

transition. We are very cautious as well about only making a deal when we feel that the 

cultural fit is right. This isn’t just economics, but we don’t want to get ourselves in over our 

heads either culturally or financially by taking on some company that has too much data, 

especially when we don’t know how long this is going to continue, this troublesome 

environment. So, to answer your question, we are definitely looking, but we are not out 

there desperately making deals just to try to get in before the market moves up. 

My general sense is that this would not make sense from a  strategic standpoint –  it’s hard to be too 

critical of the CMS acquisition, given that it was only a couple million dollars and not really a bet the 

company kind of move, and still one that could pay off – but this is a company with fewer than 100 

employees, that probably just needs to focus on growing the market for its existing, underpenetrated 

product line. 

The second risk here is self-dealing – earlier this year, the company issued this press release: 

LINDON, Utah, May 26, 2017 - Profire Energy, Inc. (NASDAQ: PFIE), a technology company which creates,                
installs and services burner and chemical management solutions in the oil and gas industry, entered into a Stock                  
Redemption Agreement on May 25, 2017 with Hatch Family Holdings Company, LLC ("HatchFamily             
Holdings"), which is wholly owned by Brenton Hatch, Profire Energy's Chairman and CEO, to purchase               
$1,703,000 worth of its Profire common stock. 

 

Mr. Hatch decided to cause Hatch Family Holdings to enter into this agreement to sell approximately 9% of Mr.                   
Hatch's total holdings of Profire stock to diversify assets, capitalize on estate planning opportunities and               
participate in charitable giving. Pursuant to this agreement, Profire purchased 1.3 million shares of common               
stock from Hatch Family Holdings at a price equal to the thirty-day average closing price as of the day                   
immediately preceding the date of the agreement. Even after this sale of shares, Mr. Hatch still beneficially owns                  
12,450,000 shares or approximately 23% of Profire's outstanding stock. Profire believes that, with his              
remaining equity ownership, Mr. Hatch remains firmly committed to the success of the Company. The shares                
repurchased pursuant to the Stock Redemption Agreement were not purchased as part of the Company's               
previously announced share repurchase program, which coincidentally also terminated on May 25, 2017.             
Additionally, on May 23, 2017 all contemplated sales of Profire common stock were completed under Mr.                
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Hatch's previously announced 10b5-1 trading plan. Profire anticipates that, in the immediate future, Mr. Hatch               
will not continue selling shares pursuant to any 10b5-1 plan; however, Profire acknowledges he may elect to                 
adopt a 10b5-1 plan or otherwise sell shares as he deems appropriate subject to applicable legal requirements. 

Ryan Oviatt, Profire's CFO, commented, "This purchase offers another significant opportunity for the company              
to buy back shares at an attractive value while preserving the public float. We firmly believe that purchasing                  
Profire shares continues to provide meaningful returns to our shareholders." 

A few years ago, an anonymous online short seller  published a Seeking Alpha report claiming that 

the company was a pump and dump.  He highlighted some of the admittedly questionable 

circumstances surrounding the previous career in investment management of former CFO Andrew 

Limpert, and, among other things, criticized the company’s utilization of some “questionable” IR 

services (such as RedChip).  Given that the company came public via a reverse merger, I took these 

claims seriously and tried to investigate them objectively. 

My intuition here from having worked on a number of small caps is that there is not any foul play 

going on here.  First of all, if you’re going to accuse management of pumping and dumping, you 

should probably note that the two co-founders were pretty bad at the “dumping” part: 

 

Despite the massive run-up in the stock price, the two cofounders only “cashed out” about 10% of 

their stock holdings in the ~7 years through August 2015.  Albert started to sell a little more upon 

retirement (which is reasonable), and I also find it hard to fault the 68-yo CEO for taking $1MM off 

the table a decade and a half after starting the business in his garage.  With ~$20MM+ of net worth 

still on the table, he is clearly not so wealth as to not care about the company anymore. 

Furthermore, Matt Levine style, the first rule of fraud is that fraudsters fraud a lot – usually if you’re 

going to rip someone off in one way, you don’t restrain yourself from ripping them off in another 

way.   Despite having functional control over what he pays himself, Hatch (and, previously, Albert) 

did not draw what I consider to be excessive or ludicrous compensation: 
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The combination of de minimis stock/option issuance and fairly modest cash bonuses even during 

the boom years (with no/low bonuses during the downturn) does not suggest a management team 

taking advantage of its control to wantonly extract wealth from shareholders.  Again, unless they’re 

completely making the numbers up, I just don’t see anything here that smacks of bad corporate 

behavior – anything that looks optically bad can, probably, be explained by the fact that this is a 

company with  very little experience in public markets investor relations – keep in mind that when it 

came public in 2008 it had 11 employees.   11.  They didn’t even have really material revenues in the 

United States until the 2012 the 2013 time frame.  

I haven’t gotten a “slimy” feel from watching videos of the CEO or employees, and don’t have a 

reason to distrust this company (anymore than I distrust really tiny companies in general).  For what 

it’s worth, the company has generally good reviews on glass store, and spot checking 5 - 10 of its (70+ 

listed) employees on LinkedIn revealed credible, “real” profiles with the kind of background I would 

expect… a mix of technical engineers and less-educated sales guys…  

Conclusion 

Every so often, I run into a company that impresses me despite my usual initial stance of suspicion; 

ProFire appears to be a diamond in the rough where it’s not hard to envision the business being 2-3x 

larger in five years.  Although this business certainly has more cyclical exposure than I would like, 

there certainly isn’t a solvency or existential issue here, and I think that it’s unlikely that with a long 

enough time horizon (i.e., two or three years), anything really bad happens from a 

fundamental/intrinsic valuation perspective.  On the flip side, if the product achieves meaningful 

market penetration in a gradually improving market, even a small position could lead to a 

meaningful return. 
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2017-11-08: Q3 Update 

Date Today: 2017-11-08 

Price Today: $2.15 / ~10.6x estimate of ~$8MM in run-rate EBITDA 

Fair Value Estimate Today: ~$2.40 / ~12.1x estimate of ~$8MM in run-rate EBITDA 

Date Last Time: 2017-10-23 

Price Last Time: ~$1.96 / ~12.1x estimate of ~$8MM in run-rate EBITDA 

Fair Value Estimate Last Time: ~$2.30 / ~12.1x estimate of ~$8MM in run-rate EBITDA 

Delta Explanation: 

// 

2017-11-08: PFIE reported Q3 results after the close today.  Results were up strongly year over year 

(revenue doubled, while EBITDA comparisons aren’t meaningful given they made barely any money 

in Q3 ‘16) but I think the more relevant comparisons are sequential.  
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You can look at this quarter or good or bad.  The good is they maintained (even improved a bit on) 

their Q2 results!  The bad, well, they didn’t improve by that much.  Obviously it seems churlish to 

complain about a quarter in which revenue grew 100% y/y and they maintained EBITDA margins 

over 19.5%, but there wasn’t a lot of sequential growth from Q2.  Compare this to my favorite oilfield 

vendor BOOM: 

DynaEnergetics reported third quarter sales of $35.3 million, which was a 32%sequential 
improvement versus the second quarter and an 80% increase versus last year's third quarter. The 
results exceeded DynaEnergetics' prior quarterly sales record by approximately 20%. 

Of course, Dyna’s Q2 results were up ~80% y/y, whereas Profire’s were up ~130%, so maybe they 

just had a really good Q2. 

Anyway, opex dollars were more or less consistent in the ~$3.2MM area that they’ve been so far this 

year.  R&D ticked up a bit.  EBITDA margins declined from 20.7% last quarter to 19.6% this quarter, 

Page 17 of 36 



 

Askeladden Research Document: ProFire Energy (PFIE)- Last Updated 2018-08-27

 

mainly because product gross margins dropped from 54.3% to 52% sequentially - my guess is that 

this is due to selling more third-party, lower-margin stuff as part of their 3100 systems. 

ProFire generated ~$1.6MM in OCF during the quarter, and $4.35MM YTD, with merely ~$200K of 

capex YTD, for free cash flow of $4.1MM through nine months. 

Seems like they repurchased $280K worth of stock during the quarter… they continue to have a very 

clean balance sheet with $21.5MM (by my count) of cash and investments, with merely $2.6MM of 

total liabilities (more than offset by current assets like accounts receivable).  

The company didn’t provide much in the way of guidance or forward-looking commentary, so I plan 

to ask questions along the lines of the following: 

● Q4 seasonality? / comparison to Q3 

● Gross margins - product gross margins dropped to 51% - driven by third-party or what? 

● Investments - percentage of revenue? 

● 2018 outlook?  What kind of growth rate do you think is sustainable over the medium term 

here? 

For now, I’ve moved my fair value estimate up to $2.40 and would be fairly comfortable buying 

another 100 bps worth of shares around $2.00 if I can get ‘em…  

2017-11-09: Final Update 

Date Today: 2017-11-09 

Price Today: $2.10 / ~9.8 estimate of ~$8.4MM in 2018EBITDA 

Fair Value Estimate Today: ~$2.50 / ~12.1x estimate of ~$8.4MM in 2018 EBITDA 

Position Size Today: ~390 bps 

Date Last Time: 2017-11-08 

Price Last Time: ~$1.96 / ~12.1x estimate of ~$8MM in run-rate EBITDA 

Fair Value Estimate Last Time: ~$2.40 / ~12.1x estimate of ~$8MM in run-rate EBITDA 

Position Size Last Time: ~325 bps 

Delta Explanation: After listening to the conference call (notes above) and thinking about the 

earnings release in more depth, I decided to modestly increase my fair value estimate from ~$2.40 to 

~$2.50, and increase my position size by 15% at just shy of $2.10.  (This, combined with the rise in 

stock price, means my position is now XYZ.) 

If you want the negatives, they are that there wasn’t a ton of sequential growth in gross profit dollars 

from Q2 to Q3 - while revenue grew 6%, gross profit grew by only a point or two.  Management 
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sounded somewhat cautious around the potential for normal holiday seasonality to reduce results in 

Q4 from the ~$10MM rev / ~$2MM EBITDA run-rate that we’ve seen in Q2 and Q3:  

James Patrick McIlree, Chardan Capital Markets, LLC, Research Division - Senior Research 
Analyst of Industrial and Consumer Technology [38] 

 So for modeling purposes, it sounds like it's best to just assume that we're going to have a typical 
seasonal Q4 decline? Just summarize what said. 

 Brenton Wayne Hatch, Profire Energy, Inc. - Chairman, CEO & President [39] 

 We wouldn't be surprised with that at all. Again, I want to stress that the day-by-day operations 
and sales haven't changed at all, but it will be because of the holiday effect. So we are preparing 
for that. But again, I'm very optimistic that things will keep going in a very positive way for us as oil 
prices stay up. 

Additionally, the sales from the new 3100 project (which tend to be bigger / longer lead time) are 

apparently going to be seasonally skewed to spring/summer; it didn’t sound like customer interest 

had gone down at all, but 3100 sales declined from 8% to 3% of revenues from Q2 to Q3 (which, I 

suppose, means the base business actually picked up a bit.)  Finally, it did sound like some of their 

contract manufacturers were having a bit of trouble with lead times, which is something to keep an 

eye on. 

On the positive side, while the company doesn’t provide guidance, and they are (for understandable 

reasons) very cautious around oil volatility, they seem very optimistic around 2018.  Additionally, on 

the gross margin side, it seemed like some of the pressure was due to inventory reserves on older 

items, which is more of a minor balance sheet issue than an ongoing profitability issue (at least until 

it becomes a trend.)  Finally, when asked by Michael Townley of Merryweather Securities (hint: that’s 

a pseudonym) on whether they believed they could grow in 2018 if the overall energy market was flat, 

their response was: 

Brenton Wayne Hatch, Profire Energy, Inc. - Chairman, CEO & President [46] 

 The answer would be yes. The -- in addition to all of the things that you mentioned, we are also 
actively working. Our R&D team is on other new products and we would hope in this coming year 
to have a new product out, which could in fact add significant lead to what we're doing. So overall, 
we expect with the oil price change in an upward direction, the optimism that we have heard and 
felt and seen as we've been out there with these oil companies and the different products that we 
have, the extra efforts that we're putting into the 3100, we expect that it to be a good year. We 
don't give numeric guidance at this point. We think things are still unstable enough that it's still 
pretty difficult to do that. But overall, we are very optimistic about the coming year 

They also clarified that the investments they’re making won’t reduce margins: 
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So very much focused on maintaining and even increasing the EBITDA margin, the net income 
margin, all of the great things that we've been able to achieve in 2017, maintain those and 
hopefully even grow those into 2018. 

This is not an investment without risk - a step back in the oil market would pose a serious challenge - 

but to the extent one is comfortable bearing that risk, PFIE seems like a good way to do it.  This does 

constrain my maximum position size to not a whole lot more than the current level - I might consider 

adding another 100 bps or so, but that would be about as much as I’d be comfortable with. 

Although I’ve only moved up my valuation estimates modestly, I don’t think them doing $10 - 

$12MM in EBITDA next year is actually out of the question (20 - 25% revenue growth with some 

margin expansion), and a result like that would easily make the stock worth $3+.  

Ongoing Monitoring/Journal 

2017-12-14: Update after two management interviews and 

site visit 

Date Today: 2017-12-14 

Position Size Today: ~390 bps (added some on weakness) 

Price Today: $1.81 / ~8.1x my estimate of ~$8.4MM in 2018 EBITDA 

Fair Value Estimate Today: ~$2.50 / ~12.1x estimate of ~$8.4MM in 2018 EBITDA 

Date Last Time: 2017-11-09 

Position Size Last Time: ~390 bps (stock has declined a bit since) 

Price Last Time: $2.10 / ~9.8 estimate of ~$8.4MM in 2018 EBITDA 

Fair Value Estimate Last Time: ~$2.50 / ~12.1x estimate of ~$8.4MM in 2018 EBITDA 

Explanation: In November, I conducted two management meetings (one in-person at the Three 

Part Advisors conference and a follow-up over the phone) and also toured ProFire’s facility in 

Lindon, UT, which I found to be satisfactory (it was clean and there was inventory there; as stated, 

they have plenty of space to expand). 

Generally speaking, here’s the incrementally good and the bad, starting with the latter: 

Bad Thing 1: 

The TAM for new wells is somewhat smaller than I imagined (see management notes below) - 

basically not all new wells need BMS (depending on the basin) and penetration is already pretty good 
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on new wells.  This doesn’t really affect my valuation, but does mean that continued new product 

introduction and ASP uplift via increased features are important to drive organic growth 

(independent of end-market recovery.) 

Bad Thing 2: 

I’m usually not a fan of companies this size with not a lot of previous M&A experience deciding to 

become acquirors; ProFire seems to be considering M&A pretty strongly, although not bet-the-farm 

type M&A. 

Good Thing 1: 

I do think their competitive position makes sense given the small size of the sales relative to bigger 

competitors like Honeywell/etc. 

 

Overall, I’m happy to maintain the position at its current size and anticipate that continuing 

improvements in end-markets combined with new product introduction and penetration of the 3100 

into the midstream/downstream market (as well as the upstream market) will drive plenty of 

revenue and EBITDA growth over the next few years. 

 

 

Management Interview Notes (Nov 2017) - one in-person, one over the phone [REDACTED] 

2018-03-08: Profire Energy (PFIE) Q4/FY2017 Update 

Date Today: 2018-03-08 

Position Size Today: ~300 bps (trimmed from 400 over the course of Jan-Feb 2018 because I 

wanted to add ~300 bps of NCSM and BOOM, but didn’t want more than ~600 bps upstream 

exposure).  NOTE: Trimmed to ~250 bps by the time it reached $2.88 via trims in the 

$2.60s, $2.70s, and $2.80s.  14% of pre-earnings position trimmed at $2.65, a further 3% 

trimmed at $2.73, and a further 19% trimmed at $2.86/2.89, for a total of 36% of shares sold since 

earnings.  Would otherwise be a 2.8% position.  First trims (in $2.60s) were to keep energy bucket 

exposure down; second set of trims (aboe $2.80) were due to PFIE becoming less attractive as it 

approached its target price, although (a la MIXT) I think I’m hopefully likely to keep raising fair 

value here, so I don’t want to let go of it. 

Price Today: $2.18 / ~ 8.7x EBITDA and ~13x EV/NOPAT on my estimates of $48MM rev / 

$9.6MM EBITDA in ‘18 
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Fair Value Estimate Today: ~$3.04 (20x NOPAT / 13x EBITDA) 

Date Last Time: 2017-12-14 

Position Size Last Time: ~390 bps (added some on weakness) 

Price Last Time: $1.81 / ~8.1x my estimate of ~$8.4MM in 2018 EBITDA 

Fair Value Estimate Last Time: ~$2.50 / ~12.1x estimate of ~$8.4MM in 2018 EBITDA (later 

updated to $2.67 pro forma for tax reform) 

Reason for Update: Q4 / FY2017 earnings 

BLUF: Although I do believe increasing completions intensity may serve as a headwind to PFIE’s 

potential market opportunity growth relative to completions-levered companies like BOOM and 

NCSM, their results in Q4 and tone for 2018 both seem positive and I continue to believe there’s 

meaningful upside.  My fair value increases to ~$3.00 from $2.67 and I’m happy with the position 

where it is.  (I wouldn’t mind it being larger in a perfect world, but I have to consider how much total 

exposure to the upstream I want - it’s already at ~600 bps explicit with probably some shadow 

exposure elsewhere via LQDT and in the industrials portion of my portfolio, so there’s really a 

top-down risk management constraint here rather than any lack of conviction in PFIE, which could 

otherwise be 400 - 500 bps as an independent position.) 

Action Items: None. 

Explanation:  

Profire closed the year out strong, with Q4 revenue of ~$10.9MM, up ~9% sequentially from $10MM 

in Q3 2017.  Product revenue increased 6.4% sequentially with gross margins improving from 52% to 

54.7%, while service revenue increased 44% sequentially and improved gross margins from 28% to 

40% (although given that it comprised only ~9% of revenue in the quarter, not super important). 

Overall EBITDA margin improved sequentially from 19.6% to 20.2% despite absorbing an 80 bps 

sequential increase in R&D; given the EBITDA margins of 20.7%, 19.6%, and 20.2%, I think 20% is a 

reasonable run-rate to use going forward. 

ProFire attributed these results to: 

In Q4 of 2017, we saw an unexpected increase in revenue. We previously communicated that we 
believed the fourth quarter would remain flat or decrease slightly. However, we recognized $10.9 
million in revenue compared to $10 million in the previous quarter and $7 million in the same 
quarter of last year. We attribute this increase to customer spending their remaining CapEx 
budgets before the end of the year. 

Commentary on 2018 was not terribly clear, as usual; the company doesn’t provide explicit guidance. 

They expect revenue growth, directionally: 
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We believe drilling will stay fairly level in 2018. Should the market remain constant, we believe 
there is room for Profire revenue growth. We offer proven products and plan to add to our product 
line in 2018 to take advantage of sales opportunities that were not previously available to us. We 
also plan to leverage our growing customer base into increased revenues as they execute their 
CapEx budgets for the year. As Ryan mentioned, we experienced an unanticipated uptick in sales 
in Q4. We are optimistic that our performance in 2018 will remain consistent with our performance 
in the previous quarters. 

They also don’t believe the strong performance in Q4 was a phenomenon of pull-forward from Q1: 

 Samir Patel, Askeladden Capital Management LLC - Founder & Portfolio Manager [57] 

 Okay. And I think you -- again, sorry, if I missed this. With -- I know you mentioned that there was 
a little bit of the upside in Q4 from the spending of the CapEx budgets. Does that -- did you see 
any of that as pull forward from Q1? Or do you think that Q1 will continue to build off that?  

 Brenton Wayne Hatch, Profire Energy, Inc. - Chairman, CEO & President [58] 

 We're very confident given the general atmosphere in the oilfield and what we're sensing from 
requests for quotes and so on, that we will not see a significant drop. We wouldn't anticipate that. 

2018 Expectations / Valuation 

How to translate that into modeling numbers is an interesting question.  For context, NCS Multistage 

expects to be able to deliver 35 - 45% growth y/y in 2018, while DMC Global’s DynaEnergetics 

expects to be able to deliver 50% y/y growth.  Perhaps more relevantly given the very weak Q1 ‘17 and 

somewhat soft Q2 ‘17, Dyna is guiding to 18% sequential growth from Q4 2017 (their best quarter of 

2017) to Q1 2018, with revenue building to ~$50 - $55MM/qtr by the end of the year, representing 

40%+ y/y growth over the strong back half of 2017.  Of course, there are big company-specific factors 

here; both NCS Multistage and DynaEnergetics are gaining share amidst increasing completions 

intensity, whereas ProFire does not benefit from that last trend.  

The point, however, is that everyone seems to see continued demand from customers (Oil States 

International had a very positive outlook for their acquired GeoDYNAMICS business, a 

DynaEnergetics competitor, as well.)  Given Profire’s small base and the favorable customer 

environment, I think their core “2100” burner business should continue to see growth, with new 

applications for the “3100” product as well as potential sales of the chemical management system 

(CMS) adding to growth. 

From a modeling perspective, I’m assuming ~$48MM in revenue at 20% EBITDA margins, which 

would represent 25% y/y growth in revenue.  Considering the softness of Q1 2017 (when revenues 

were ~$7.8MM, vs. $9.5, $10, and $10.9MM in Q2 - Q4 2017), that’s actually not a terribly 

aggressive estimate.  If you annualize the run-rate of Q4 2017, you get to ~$43.6MM in revenue 

assuming no growth from there.  If you assume 4% sequential growth per quarter, you get to 
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~$48MM - which would represent a more modest ~14% growth off the H2 ‘17 run-rate, which seems 

like a reasonable assumption to me. 

At ~20x NOPAT using a tax rate of 27% (company guided to 26%), I get to ~$3.04 as my fair value, 

of which about fifty cents ($0.50, or ~16% of my target stock price and ~22% of the current stock 

price) is comprised of the company’s cash and investments on the balance sheet.  With the current 

valuation representing ~13x NOPAT for a company with multiple shots on goal to grow, and fairly 

credible likelihood of an eventual buyout considering Hatch’s age and the potential for a larger 

company to provide international distribution and immediate relationships with bigger customers 

for their products like the 3100 and maybe the CMS that have hardly scratched the surface of their 

potential, I’m happy to continue owning the current position I have (although I did trim it from ~400 

bps to ~300 bps in early 2018 for no PFIE-specific reasons, but rather to keep a lid on total upstream 

oilfield exposure as I added 300 cumulative bps of BOOM and NCSM). 

Other Stuff 

I noted that R&D increased meaningfully; it sounds like much of this is aimed at improving the 3100 

and obtaining the “SIL” certification that many of their potential midstream/downstream customers 

require: 

As I previously stated, our R&D department has worked at upgrading our product 

certification, while not yet complete, we believe that we can achieve a safety integrity level, 

or SIL certification, on our product development process in the first half of 2018. After 

speaking with customers and investigating opportunities, we believe this upgraded 

certification will allow us to quote on larger projects with our products and explore other 

market possibilities. In addition to the expanded certification, our R&D team is working to 

improve the capabilities of our 3100 BMS, product development remains a focus in our 

strategic plan 

[...] 

Samir Patel, Askeladden Capital Management LLC - Founder & Portfolio Manager [59] 

 And then finally, on the 3100, did you -- again, sorry, if you mentioned this already. Did you -- do 
you think you're going to have those certifications in time for the selling season this year? 
Because I know that there was a specific kind of time of the year when a lot of those projects go 
out to bid?  

 Brenton Wayne Hatch, Profire Energy, Inc. - Chairman, CEO & President [60] 

 Yes, yes, we really do. We expect in coming months and within a couple of months to see this 
hopefully coming to a close and allowing us to move forward with that. Having said that, we are 
moving forward. We're filling a lot of requests for quotes for the 3100 even without the sale 
certification. So we're, by no means, sitting and waiting for that. It will just augment what we're 
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presently doing, taking us into a little different space, into some of the refineries and so on. So 
yes, we think that will happen by spring time for sure.  

The 3100 doesn’t even really have what they envision as its full sales strategy yet: 

 Cameron Tidball, Profire Energy, Inc. - VP of Sales & Marketing [33] 

 Sure. We're still at a stable force of 17 revenue-generating positions, we call. Now when you also 
add in the fact that we have our close to 20 service technicians who are also revenue-generating, 
sales-promoting, that gets our team quite large. Now as where we're going to allocate, and we 
have this last year -- we've got kind of 2 divisions. We have our legacy product, which we need 
that transactional-based account sales person in boots on the ground in the area where we need 
them the most. There's really not another area that we need to get someone into. Currently, we 
far outperform our peers in customer support, customer accessibility, that ability to get a hold of 
someone quick. Profire excels at that. That's one of our main customer experience strategies is to 
deliver that. Now the other line that we have is our 3100 business development in which we have 
put a person in place to lead that. And he obviously still works with our existing sales team, but 
we will be looking to grow that team this year. We've planned for it. And that leg will not only have 
direct sales, but it will also be -- eventually we envision distribution management of system 
integrators. So that's yet to be seen. We want to do our best, first of all, to get out there and take 
business direct, learn direct from customers and really then have our pick of the layer for 
distributors down the road. In terms of where we go from there? Obviously, as our road map 
unfolds, as people -- as we release new products and things like that, we fully anticipate growing 
sales channels in the future. So it'll be exciting for Profire.  

The company has also seen increased interest in their CMS system, which has been a de minimis 

contributor, but they believe will be a contributor at some point: 

Cameron Tidball, Profire Energy, Inc. - VP of Sales & Marketing [25] 

 Well, CMS has obviously been this thing that we brought on when -- we bought it at a great stock 
price and then the market collapsed, and then we had lots of interest, the easiest meeting we 
could get, to be honest. But no one would pull the trigger, no one would champion it from our 
customers' perspective. And it seemed like no one wanted to really step out of line and to say, 
hey, this is something that could help, because of fear of job loss, which we get that. With the last 
little bit, your last 6 months where we feel a lot more excitement about this. We've got customers 
who're settled down a little bit to a degree, back-focusing on optimization of all business and 
automation as a whole. Adding the features we did, that allow us to do these ultra-fast skids 
which is used mainly in sour gas applications; pump splitting, which allows them to take these 
sites where they have several pumps and use 1 controller to take care of it. In terms of what the 
market potential is, we see a strong opportunity, very strong in the Eagle Ford. We see a lot of 
opportunity in the Duverney play in Canada just because of the amount of different types of 
chemicals being used to treat. Permian is obviously the place we wanted. In terms of quantifying 
the market potential, we still think that there is an -- with every well that goes in, there are almost 
always -- except for in the Northeast, there is almost always chemicals being used. Now not 
always does it make economic sense, that's as of today. We remember years ago, when BMS 
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didn't make economic sense and now table stakes, you have to have it. So to qualify it, it's still 
somewhat learning. We're working towards understanding. But we still believe that every 
end-user needs to be using these at every injection point they have. And so the realization of that, 
that's going to still take some time. We'll probably need to evolve the product, but it's on our road 
map to figure out what that -- where Profire's place is in that niche.  

I’m still taking the “believe it when I see it” approach. 

The only thing I don’t like about PFIE is that I don’t think they’re a beneficiary of increasing 

completions intensity (a trend discussed extensively in my NCSM research document, and one which 

benefits BOOM/NCSM).  The company mentioned the following regarding longer laterals and tighter 

frac stages: 

Cameron Tidball, Profire Energy, Inc. - VP of Sales & Marketing [49] 

 The longer laterals is something we're, obviously, watching. We want to see how that impacts 
production pad infrastructure. They're trying to get as tight as they can with spacing and then 
shoot those laterals out. That does create issues for drilling. You can wreck formations a lot 
easier. There's a lot more risk. Now we know they're going to get good at it. North America is 
great at shale production, so they're going to good at it. How does that change things? Could it 
reduce burners? Yes, in some areas, definitely can, especially your unconventional areas, which 
is a lot of it. So it's something we're watching. When we look at the DUCs and things like that, 
we're not looking at lateral in any sort of scientific method right now. It's not easily obtained data. 
You get a sense of it from the E&Ps when they present at these big conferences of what they 
plan to do, but it's not published data yet. We're not sure when it will be or if it will be, but if things 
-- definitely we've got to watch it. The production strategy. Of course, we know eventually, one 
day there'll be a lot more pipelines as governments get out of the way. There'll be a lot more 
pipelines, and they'll use more central facilities. We also see that as an opportunity to increase in 
the future, we're talking years out here, on our road map to provide different types of automation, 
site monitoring. There's so many opportunities that can come from that. There's probably -- 
burners are going to be used for a long time. We know that. However, we also know that we have 
to diversify. And so I think, we can look to years ahead here in how we're going to tackle that. So 
back to laterals. We're watching it. It's yet to be seen how that's going to impact pad construction. 

It sounds like, on balance, it’s a headwind rather than a tailwind. 

Ultimately, I need to remain cognizant that Profire is a fairly “high-spread” situation a la ASPN, 

where my “fair value” is just a number on a spreadsheet that represents my best guess of something 

somewhere in the middle of a reasonable range of outcomes.  Certainly, a less favorable oil-price 

environment would be very challenging for the company (as witnessed by their challenges over the 

past few years), but in anything other than a really challenging oil-price environment, I believe PFIE 

can continue to outgrow the market and deliver good margins thanks to its small scale and continued 

investments in R&D. 
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// 

2018-05-11 Profire Q1 2018 Update 

Date Today: 2018-05-11 

Position Size Today: zero 

Price Today: $4.25 / ~$185MM EV / ~18.5x my EBITDA estimate of $10MM 

Fair Value Estimate Today: $3.16 / $130MM EV / ~13.1x my EBITDA estimate of $10MM 

Date Last Time: 2018-03-08 

Position Size Last Time: ~300 bps, trimmed to ~250 in the high $2s, I was gone by $3.90 

Price Last Time: $2.18 / ~ 8.7x EBITDA and ~13x EV/NOPAT on my estimates of $48MM rev / 

$9.6MM EBITDA in ‘18 

Fair Value Estimate Last Time: ~$3.04 (20x NOPAT / 13x EBITDA) 

Reason for Update: Q1 2018 earnings 

BLUF: While Profire reported a good quarter, there’s nothing here to make me regret selling out at 

>$3.90, as the company’s sequential revenue growth isn’t dramatic and margins seem relatively 

rangebound near 20%.  There are certainly scenarios where ~$4.25 could be justifiable, but they 

require much more aggressive underwriting than I’m willing to make. 

Action Items: none 

Explanation:  

Profire reported a good but not great quarter; revenue was up 11% sequentially from ~$11MM to 

~$12.1MM; product revenue was up 15% from $10MM to $11.5MM, with service revenue down from 

$950K to $700K.  Gross margins dropped from 53.5 to 50.4% consolidated, with product GMs 

dropping from 54.8% to 51.5% and service margins dropping from 40% to 32.6%.  EBITDA grew 

from ~$2.2 to ~$2.4MM, with margin declining from 20.1% to 19.6%. 

Qualitatively, I think that the company’s growth will be somewhat slower than, say, BOOM or NCSM 

thanks to the increasing completions intensity trend, which benefits BOOM/NCSM and may actually 

be slightly negative for PFIE.  They continue to have somewhat murky language around what kind of 

growth they actually expect: 

 James Patrick McIlree, Chardan Capital Markets, LLC, Research Division - Senior 
Research Analyst of Industrial and Consumer Technology [17] 
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 So Brent, I'm trying to decipher this comment you made that 2018 will remain consistent with 
previous quarters. Are you -- is Q1 in some ways a spike in activity for you? Or is it more of a new 
baseline of sales? 

 Brenton Wayne Hatch, Profire Energy, Inc. - Chairman, CEO & President [18] 

 We wish we knew the answer to that when we kind of have to take it as it comes, Jim. But we 
feel like it's an indicator of how things have picked up. And in fact, as the macro market continues 
strong, we see oil right now in the low $70s, it's a -- we anticipate that we will be able to continue 
well with what we have done this first quarter. Whether there will be significant ramping from here 
or not, it's a bit early to tell. But we do feel like we can keep up this momentum the -- based on 
the indicators that we have now. We were very pleased with the results, obviously, and as we 
were pleased with Q4 of '17. And to see that kind of increase was really -- it was good news for 
us. But we are going to work very hard, at least continuing the momentum. Whether we will be 
able to achieve double-digit increases throughout the year, that remains to be seen. But I think to 
maintain what happened in Q1 will certainly be our goal, and we anticipate being able to achieve 
that.  

On the other hand, the last LTIP specified this in terms of growth: 

 

There wasn’t a ton on the call that stood out to me.  They still appear to be on track to get the “SIL” 

certification that will allow them to sell the 3100 product to a broader array of 

midstream/downstream customers; they’re also developing new products: 

 As always, we are going to maintain our core corporate beliefs and strategies while taking 
deliberate and measured actions for growth. On a long-term horizon, we at Profire feel that the 
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international market is large and untapped for us and could be very fruitful. We are evaluating and 
looking at different strategies to enter markets overseas. Nearer term, we will continue to add new 
capabilities to our existing products and plan to release new technologies that we can sell 
adjacent to our current product offerings, our practices to seek input from our customers to help 
us develop new solutions to bring to the marketplace and to expand automation in the industry. 

 Another core focus for us that feeds into our overall plan and the areas that I just mentioned is 
our commitment to allocate resources to R&D. We will continue to do so in order to augment our 
product offerings and enhance those we have. One area, in particular, that started last year was 
the process of expanding product certifications. We believe that these certifications will allow us 
to service additional customers in more complex environment. We have mentioned that we are 
pursuing SIL, or Safety Integrity Level certification, for our 3100 systems and other future 
products. We said that this would be completed in the first half of 2018, and we're pleased to 
report that we have completed our portion of this process and submitted all required 
documentation. It is in the hands of the governing body, and is now only subject to their final 
approval. All indications are that our work satisfies the requirements and expectations. We look 
forward to updating you on the process. 

[...] 

 Brenton Wayne Hatch, Profire Energy, Inc. - Chairman, CEO & President [3] 

 I'd say that we continue to receive our greatest strength from our core business, our legacy 
business. But we're certainly putting a lot of efforts right now as -- hopefully, was aware from our 
comments earlier, into 2 areas in particular. We're looking to expand the 3100 possibilities as well 
as the CMS possibilities. The R&D team keeps adding to the capabilities of our other products, 
including the 3100. And we think that this, along with that SIL certification we mentioned, will 
allow us in future quarters, especially towards this year-end, to see a significant increase in the 
contributions from these other 2 areas. We as well are working on efforts to bring out new 
products towards year-end and into next year that will be significant contributors as well in 
addition to the 3100 and the chemical piece. 

 

It is perhaps worth noting that the 3100 sales may carry some engineering/project risk that the 

company doesn’t have experience with historically: 

Ryan W. Oviatt, Profire Energy, Inc. - CFO [21] 

 

 Thanks, Brent. Good question, Jim. Overall, there may be some situations where they 

would be some pressure there. But the fact that we have initial sales of these products going 

now and a lot of interest, just speaking specifically on CMS, we don't feel that there is a need 

that we have to bring down the margin significantly in order to continue to move that 

forward. The product has good strong margins that are consistent with our other 

proprietary products. So we don't anticipate making those changes there. Cam could maybe 

comment a little bit further, but before letting Cam comment at all, maybe just talk about 
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the 3100 as well. Again, we're selling that in a lot of environments right now. We expect that 

with the SIL certification that will open up new doors. Those projects are much bigger. They 

do take longer to do all of the work associated with them. It involves some engineering, 

drafting hours, all of that kind of stuff, working with the customers. So it could be a 

situation where we're incurring some cost earlier on in those projects. And then the revenue 

comes quite a bit later, few months down the road as the installation happen and the 

commissioning happens for their systems. But overall, we anticipate that the pricing will be 

able to build in all of those costs in anticipation of the work. And then any overruns or 

significant variances, we would expect to be able to go back and make adjustments with the 

customer on that. Obviously, we -- those will be some new opportunities for us. And we'll 

probably do a fair amount of learning along the way. But right now, we do not anticipate 

any significant change in approach that would drive our margins down significantly. Cam, 

do you want to comment at all on that? 

The company continues to not have much in the way of recurring revenue, unless it’s able to improve 

technologically to the point where operators are incentivized to replace old units: 

Brenton Wayne Hatch, Profire Energy, Inc. - Chairman, CEO & President [38] 

 I might defer to Mr. Tidball on that one. He's little closer to the actual day-to-day sales. Cam, 
what's your opinion on that one? 

 Cameron Tidball, [39] 

 There definitely would be some more recurring replacement just because things happen in the 
oilfield, lightning strikes 

 (technical difficulty) 

 it does happen more frequently than we would think. I wouldn't say it's -- that replacement -- our 
current products moves the needle very much. It'd be a small amount of our revenue, very small 

 (technical difficulty) 

 but the product too good perhaps 

 (technical difficulty) 

 part. 

On the capital allocation side, the company doesn’t sound too enthused about repurchases here, and 

seems to still look at M&A in a reasonably-sized way: 

 Brenton Wayne Hatch, Profire Energy, Inc. - Chairman, CEO & President [34] 

 That's good that you brought up this ubiquitous question that where is the (inaudible) changed 
time, John. It is a significant [piece] of cash, and we recognize that. We have been involved in 
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share buybacks, including recently. And we will probably continue in that vane. We don't know, 
with the stock price being where it is, if that would be accretive to shareholder value or not in the 
future. So we will be very careful about doing that. We do keep a sizable chunk of cash available 
for potential M&A stuff that we -- on an ongoing basis, we're looking at merger and acquisition 
opportunities, and that continues. And when we find just the right one that we think is going to be 
accretive to what we're presently doing or where we can use our existing sales force, et cetera, in 
that kind of way to augment things, we will spend some of that cash there. But we want to keep a 
fair piece available for M&A work. As for dividend, that's not in the plans right now. We feel we're 
at a point where that's probably isn't the wisest choice for us. But thanks for asking, John. 

… but it is worth noting that the company continues to repurchase shares from the founders, 

spending $4MM at $3.13 to repurchase insider shares: 

On May 7, 2018, Profire Energy, Inc. (the “Company”) entered into a Stock Redemption 

Agreement (the “Hatch Agreement”) with Hatch Family Holdings Company, LLC, which is 

wholly owned by Brenton W. Hatch, the Company’s Chairman and Chief Executive Officer. 

Also on May 7, 2008, the Company entered into a Stock Redemption Agreement (the “Albert 

Agreement” and, together with the Hatch Agreement, the “Agreements”) with Harold 

Albert, the Company’s co-founder and a member of the Board of Directors of the Company. 

Pursuant to the Agreements, the Company repurchased 638,977 shares of the Company’s 

Common Stock from Mr. Hatch and 638,977 shares of the Company’s Common Stock from 

Mr. Albert for an aggregate purchase price of $3,999,996.02, or $3.13 per share, which 

represents the 30-day average of the closing price of the Company’s Common Stock as 

reported by the Nasdaq Capital Market for the 30 trading days immediately preceding May 

2, 2018. 

The shares of Common Stock sold by Mr. Hatch represent approximately 5% of the total 

shares of Common Stock held by Mr. Hatch prior to the redemption. Mr. Hatch entered into 

the Hatch Agreement in order to diversify his personal investment portfolio and to facilitate 

his estate planning. After the sale of these shares, Mr. Hatch will continue to own 11,930,976 

shares of the Company’s Common Stock, representing approximately 25% of the Company’s 

total outstanding shares of Common Stock, and he continues to be the largest shareholder of 

the Company. 

The shares of Common Stock sold by Mr. Albert represent just under 6% of the total shares 

of Common Stock held by Mr. Albert prior to the redemption. Mr. Albert entered into the 

Albert Agreement in order to diversify his personal investment portfolio following his 

retirement from day-to-day operations of the Company in March 2017. After the sale of 

these shares, Mr. Albert will continue to own 10,453,448 shares of the Company’s Common 

Stock, representing approximately 22% of the Company’s total outstanding shares of 

Common Stock. 
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I don’t think this is indefensible and it’s not huge relative to the balance sheet or cash flow, but the 

optics certainly don’t look fantastic, and there are some companies (like HCKT) where I have viewed 

this negatively in the past. 

Valuation 

The problem is that it takes a lot to like PFIE at these levels.  The MRQ run-rate is $2.4MM EBITDA; 

if you give them a little credit for improvement, you can get to $10MM EBITDA for this year, maybe 

a little more.  That is my current assumption and it gets me to a stock price of $3.16 after factoring in 

cash at ~13.1x EBITDA (the current price of $4.25 represents ~18.5x that EBITDA).  Since the 

post-quarter-end share repurchases occurred at roughly that price, they’re a wash from a valuation 

standpoint. 

Even if you assume $12.5MM in EBITDA (up 70% y/y and 25% from the Q1 2018 run rate of 

~$10MM), the stock would still be trading at ~15x this year’s EBITDA; that’s a difficult multiple for 

me to underwrite given that BOOM/NCSM trade at 11.5/13x this year’s consensus EBITDA, both with 

leverage to increasing completions intensity.  PFIE does have the “call options” of 3100 penetrating 

new markets and the CMS, but those are both largely unproven (particularly the CMS) and PFIE 

certainly doesn’t seem to be such a better story that it deserves that kind of a premium.  Even if they 

somehow managed to get to ~$15MM in EBITDA, a complete blowout result, the stock would only 

seem fairly valued to me here. 

I still like the PFIE story and management - I just don’t like the price.  But so it often is… 

2018-08-27: Profire’s Reasonable Again 

Date Today: 2018-08-27 

Position Size Today: zero 

Price Today: $2.70 / $110MM EV / ~11x my EBITDA estimate of $10MM 

Fair Value Estimate Today: $3.16 / $130MM EV / ~13.1x my EBITDA estimate of $10MM 

Date Last Time: 2018-05-11 

Position Size Last Time: zero 

Price Last Time: $4.25 / ~$185MM EV / ~18.5x my EBITDA estimate of $10MM 

Fair Value Estimate Last Time: $3.16 / $130MM EV / ~13.1x my EBITDA estimate of $10MM 

Reason for Update: Q2 2018 earnings + price decline 

BLUF: Sequential revenue growth at Profire was negative for the first time since Q2 2016; while 

management attributes this to seasonality and customer capex budgets, I feel pretty good about 
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recognizing that unlike NCSM/BOOM, PFIE is not a beneficiary of increasing completions intensity - 

in fact, it may be the opposite - and as such has less of an independent secular growth story (for its 

core oilfield burner management product) than those companies.  Meanwhile, although the company 

has finally achieved its SIL certification, it appears meaningful sales to downstream/midstream 

customers for the new “3100” burner management product are still at least a year away. 

Simultaneously, no traction yet on the chemical management system.  The two focuses for now 

(besides the 3100) appear to be international expansion and potential M&A activity. 

At $2.70, Profire appears reasonable to cheap, although with the easy part of the oil recovery now in 

the rearview mirror and Profire’s situation a bit more clear, I don’t see a compelling reason to buy the 

stock here.  While I think the company will continue to grow, I’d want a lower entry price (or their 

M&A activity to be completed) before getting back into this story. 

Action Items: none 

Explanation: Profire reported total 2018 Q2 revenue of $11.34MM, down ~7% sequentially from 

~$12.2MM in 2018Q1 and up ~3.5% from 2017Q4 levels of $10.95MM.  Thus, while revenue was still 

up 20% y/y, Profire’s period of rapid recovery appears to have slowed. 

Commenting on results, Profire appears to expect a stronger second half, but also acknowledged that 

they are tied to customer capex budgets: 

As you are all aware, the past few years has been very volatile in the industry. We believe 

the activity in the oil and gas markets is a result of the stabilization in the industry and the 

return to seasonal cycles. Historically, the spring and summer months are slower. The 

difference between the first 2 quarters reflect this seasonality. However, because of the 

strategic decisions we've talked about before, we are able to show year-over-year growth 

and are on track to exceed our 2017 performance and achieve historic levels of cash flow 

and profitability. 

[...] 

Brenton Wayne Hatch, Profire Energy, Inc. - Chairman, CEO & President [14] 

 Well, I would say perhaps, Jim, you are reading a little bit into it that isn't there. We are 

always cautious. As you know, we tend to be a very -- take a conservative approach to 

giving any kind of guidance. We have noticed traditionally over the years, and this goes 

back 1.5 decades or so that typically, summer months tend to be a bit flattish in terms of 

getting things done. We don't feel that there's ever really a lot of dynamic growth, except 

occasionally. When we're coming out of the downturn, we did see some things happen. Now 

having said that, we have seen a fairly nice increase in interest in our products and in our 

pipeline for -- coming towards the end of the year, as we have projected all year long that 

we would be somewhat flattish at the beginning, but towards the end, we would see some 

renewed vigor in the markets. And we are seeing that. The request for quotes, the pipeline of 

projects, as Cam alluded to, even with the 3100, seems to be strengthening. And so I don't 
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think there's a reason for negativity at this point. We do think we will have a very good year 

still, that this year-over-year is going to be very positive for us. Cam, perhaps you might 

add something to that? Or Ryan? Ryan first, why don't you. 

 Ryan W. Oviatt, Profire Energy, Inc. - CFO, Secretary & Treasurer [15] 

 Yes, certainly. I think you hit it very well. And the other point I would add there is that we 

have seen some good stabilization in prices. We've seen an uptick in the last quarter in the 

oil price. But also remember that it typically takes time for that uptick in prices to flow 

through our customers into their CapEx budgets and then even into our revenue stream. So 

there is some of -- some seasonality associated with even those fluctuations in prices. And 

therefore, what we are saying that we do expect that in the next couple of quarters that 

flow-through should happen and that we should see some additional improvement there. 

But yes, we're always hopeful for higher prices and that, that will have a very positive 

impact on us going forward in the industry as well. 

[...] 

 Cameron Tidball, Profire Energy, Inc. - VP of Sales & Marketing [42] 

 Well, the EIA is -- they're, in my opinion, they're a little more stable with their predictions 

than everyone else. They don't change with every bit of wind but they do still follow the 

winds a little bit. Yes, there's definitely the opportunity or the chance it will affect us. The 

great thing for Profire is you still look at quarter-over-quarter, we still increase our 

customer base. In fact, our last 2 quarters have been very strong in additional revenue from 

brand-new customers. So there's -- as much as Profire is the dominant player, there's still 

customers to go and get. And so yes, will there be some impacts to us from the Permian 

pipeline? Yes, for sure, there will be. Will there be some impacts for the changing of mega 

pad drills? There will be. However, our belief and our strategy is to continue to just add 

more revenue with customers, so that, yes, we might have less BMS going per pad, however, 

we're getting more pad because we have more customers. So that will continue. So there's 

definitely a balancing act there. And I think that there will be impacts. But I think there's 

still so much market share to go grab that we should be able to negate those. 

Some of their seasonality appears to be tied to their higher Canadian mix; nonetheless, it’s clear that 

they don’t benefit (and may be harmed by) increasing completions intensity.  I’ve also discussed 

before (at length) that unlike NCSM and BOOM, a lot of PFIE’s demand is retrofit of old wells that 

are already running, which - while not likely to run out anytime soon - also isn’t a big growth market. 

With regards to the 3100, the company is hiring a few additional sales resources; it expects revenues 

to pick up into next year. 

Cameron Tidball, Profire Energy, Inc. - VP of Sales & Marketing [12] 
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 Yes, you bet. So the 3100 SIL, we've seen the pipeline continue to strengthen. The number of 

projects we're doing per quarter is increasing gradually every quarter. We're seeing some 

of our customers that were long-standing 2100 customers make the jump to the 3100. One, 

because it's newer technology. Two, because it allows them to automate a few more things 

on their site that they'd like to. We've done some projects released recently for a large 

pipeline company in the United States who's standardizing on the Profire 3100 across the 

U.S., anywhere from North Dakota, Colorado and South Texas and West Texas. So we'll still 

continue to increase sales in -- very close to the -- and even to a degree, replacing the 2100, 

at of course, at a higher average sales price. Brent, accurate on the downstream market, 

that is going to take some time and that is going to be a little bit later towards next year 

where we start to see some there. We won't be -- I think you mentioned trials. When we talk 

trials with the 3100, we don't really trial the product anymore. But we are trialing the 

SIL-certified software. We're still -- we're putting it in places where we can watch it closely 

and make sure that it's functioning exactly how we'd like it to perform. 

The company is signing up a number of additional distributors and appeared to have some nice wins 

with Saudi Aramco: 

ile our legacy product sales remain the majority of our business, we are focusing on 

international growth now more than ever with the implementation of our business 

development team. We have established a relationship with an international distributor, 

which resulted in repeated sales this quarter. We have also hosted international groups in 

our corporate offices to discuss how our product can be used internationally. The business 

development team remains dedicated to Profire's strategic growth 

Finally, the company very strongly indicated that it will use some of its cash to purchase another 

company - it’s not if, but when: 

Patrick Murphy, Maxim Group LLC, Research Division - Associate [33] 

 So on the M&A front. Are you guys looking primarily at opportunities within the U.S., or are you 
looking internationally as well as sort of a way to increase that expansion you're talking about? 

 Brenton Wayne Hatch, Profire Energy, Inc. - Chairman, CEO & President [34] 

 To answer the question directly, we're looking now presently at the North American market. And 
we're actually quite active in this. This is not just a casual if it happens, it will happen. We're quite 
serious about doing them. But on the other side of it, being as conservative as we are, we aren't 
taking just any opportunity that is there. We're looking for some adjacency in terms of dealing with 
where we are strongest right now, and that is in the upstream. But we definitely, on a very regular 
basis, are assessing, appraising other companies, and we feel like we're making some strong 
moves in that direction. But at the present time, we are North American-based. 

Page 35 of 36 



 

Askeladden Research Document: ProFire Energy (PFIE)- Last Updated 2018-08-27

 

This could be majorly accretive… or it could be a waste of money (though not a bet-the-company type 

decision, likely.)  It’s hard to tell until they announce a deal; there’s not a lot of track record to go on 

here other than the de minimis / more-or-less irrelevant CMS acquisition a ways back. 

Valuation + Thoughts 

Profire continues to be a very clean cash generation story; they don’t seem likely to do anything 

terribly stupid, and the company seems to have many shots on goal for creating value: organic 

product development, international expansion, acquisitions, or potentially being acquired by a bigger 

company that could more broadly sell their products. 

Absent a collapse in the oil market, the company also seems poised to continue to grow their 

revenues and EBITDA this year, even though they didn’t do so (sequentially) in the second quarter. 

Total first half revenue / EBITDA was ~$23.5 / $4.6 million (19.5% margin), and I’m relatively 

comfortable underwriting $50MM / $10MM as the NTM figure for valuation purposes. 

Given PFIE’s strong FCF conversion, a seemingly-high ~13x EBITDA multiple translates to ~20x 

NOPAT (my standard high-growth multiple); put another way, the current price of $2.70 translates 

to ~17x NOPAT or ~11x EBITDA on my estimates (~18.5x / ~12x if you annualize 1H numbers).  It’s 

worth remembering that as a very small company, Profire has a somewhat nonlinear outlook; even 

modest success of the 3100 product or incremental international penetration (both of which I believe 

will occur) could result in double-digit revenue growth for several years all on its own. 

The problem, of course, is that’s what you’re relying on: I’m not sure that the core “2100” oilfield 

burner management system has that much ongoing secular organic growth potential other than 

improvements in oilfield capex; put a different way, I think Profire is more floating on the tide at this 

point with its core business rather than running a motor through it regardless of which way it goes 

(like BOOM was / probably still is, and hopefully NCSM too.) 

Although my oilfield exposure has been trimmed to a marginal amount (basically just 200 bps of 

NCSM) now that I don’t own BOOM or NCSM, I do have cyclical exposure elsewhere (800 bps each 

of LGIH and LDL), and as such am not terribly enthusiastic about taking on more cyclical risk unless 

it’s really well priced.  I think Profire turned out to do reasonably well and met my expectations, but 

unlike, say, BOOM, it’s not constantly resetting them higher, and I don’t see any evidence in Q2 that 

my valuation in the low $3 range is too low - in fact, it may be a little aggressive if Profire doesn’t 

deliver on 2H growth, or if the oil market takes a little bit of a downturn. 

Profire, then, will remain on the watchlist at the same valuation… if my portfolio circumstances 

and/or its price change meaningfully, I’d certainly consider owning a small chunk of it again. 
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