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Outside of a house, a car is often the largest purchase people make in life. The desire to protect 

this investment is a universal concept. Given this, you’d think XPEL Technologies’ (XPLT, 

DAP.U.V) automotive paint protection products would be standard in the industry. After decades, 

however, Paint Protection Film (PPF) has remained an unknown industry. Until now. 

If you have never heard of PPF, you’re not alone. Only about 2-4% of cars in the US get the film 

treatment compared to over 50% for more common products like window tint. XPEL 

Technologies is doing a lot to change that. XPEL revived the industry with their breakthrough 

ULTIMATE film and has been putting profits back into marketing to raise awareness of the 

industry.  

Just look at this graph – it’s a thing of beauty: 

 

You’d think growth like this would have to slow soon. But the more we look into all the ways this 

company can grow, the more we think XPEL is just getting started. We’d say the company has a 

good shot of growing past the fifty-million dollar revenue mark - and a share price multiples of 

today’s prices.  



 

 

Industry Overview 

Paint protection film is a thin material, typically made out of urethane, which is applied to the car 

with an adhesive.  The film protects the paint against rock chips, gravel, and other abrasions. The 

installation is a meticulous process and requires a trained installer to cut the film on-site and 

apply it to the car. A typical front hood install costs ~$1000 and can save the customer from 

spending $5000+ for a new paint job down the road. 

Customers like PPF because it preserves the appearance of their new car and maintains the 

resale/trade-in value. Car dealers like PPF because they need high-margin accessories to sell 

along with new cars. A tangible item like film is an easier sell than something like a warranty. And 

if they can sell the film, there’s less of a chance they will get hit with a rock chip complaint down 

the road (which happens to be the number one complaint found on customer satisfaction index 

surveys). 

XPEL estimates PPF industry penetration in the US is around 2-4%. The low penetration is 

because of low-quality early generation products (like 3M’s Scotchguard film) that plagued the 

industry. These films were notorious for upsetting customers after the film developed an “orange 

peel” discoloration. Dealers decided the product was more trouble than it was worth and 

abandoned it.  

In 2011, XPEL released their breakthrough ULTIMATE Film, which set the stage for the 

industry’s comeback. The film solved the discoloration issue and featured new “self-healing” 

technology (see a video demonstration here), all backed by a 10-year warranty. Competitors like 

Suntek and 3M scrambled to keep up and industry began to take shape.  

The PPF industry has now gained traction from a number of “early adopters” - car enthusiasts, 

customers living in harsh climates (Denver, Salt Lake City), serial leasers looking to avoid damage 

charges at trade-in. We are now seeing all the signs of a healthy industry: new competitors, new 

products, and heightened consumer awareness. The industry grows by the day and if XPEL’s 

financials are any indication, at a very rapid rate.  

Business Model 

They say don’t judge a book by its cover. While automotive suppliers often have awful economics, 

the aftermarket is a different story. The reason is you can sell to lots of small mom-and-pop shops 

instead of getting squeezed by GM or Ford. The aftermarket is where XPEL plays exclusively.  

XPEL sells film directly to installers instead of going through distributors. They cut out the 

middleman and keep more of the profits for themselves. After all, who is more incentivized to sell 

the film – XPEL or a generic distributor with thousands of products in their catalog? The flipside 

http://www.youtube.com/watch?v=2Se11LSRnKA


is they need a support staff out educating customers, training installers, and handling product 

quality issues. It’s takes a long time to build this infrastructure and XPEL has only tackled the US 

so far. They still rely on distributors for international sales.  

XPEL offers customers more than just film. Long before they made film, they were a software 

company that built a database of thousands of vehicle patterns (dubbed the Design Access 

Program, or DAP). This software allows installers to hold bulk film and cut it to the exact 

dimensions of their customer’s car. XPEL has relationships with every manufacturer and over 

70,000 models in their database. Recreating it would not be easy. This software is the industry 

gold standard and many installers rely on it – even those that don’t use XPEL’s film!  

In a lot of ways, XPEL operates like a franchisor to its installers. They train them, accompany 

them on sales pitches to dealerships, and capture leads for them in their local markets. In return, 

XPEL receives a sticky lifetime customer. After an installer gets trained by XPEL, learns to cut on 

their software, and then decides on a film, which do you think he likely to choose? 

Financials 

You can see the dramatic impact the ULTIMATE Film has had on XPEL’s financials: 

 

New management took over in 2009 and made the decision to start developing film along with 

their DAP software. This strategy got XPEL to profitability for the first time in many years and 

saved them from bankruptcy. The shift from software to film sales has hurt gross margins but the 

rise in revenues and profits has been well worth it. The business is now throwing off cash and 

generating returns on capital over 60%. 

 

 



 

 

Here are the results on a quarterly basis: 

 

Many wondered how XPEL would fare in Q2 against a difficult comparison from Q2 last year. 

Well, results exceeded even the most optimistic projections we had seen. Revenues increased 70% 

y/y and hit a record $8.3M. If there was one knock on the results, it was the lack of operating 

leverage. This was of little concern to us – XPEL is wisely investing in sales & marketing and 

earnings were impacted by some one-time professional fees. 

We have now seen 6 straight quarters of 50+% revenue growth. And 8 straight quarters of 60+% 

earnings growth. It’s been a long time since we have seen a business able to grow like this! 

 

 

 

 

 

 

 

 



 

 

Valuation 

The market woke up to XPEL in 2013 and shares finished up nearly 600% last year. Shares have 

continued to rise in 2014 and the stock now has what some would call a “growth multiple:” 

 

At 2.2X sales and 30X earnings, we’d say the valuation has some future growth priced in. So is it 

cheap or expensive? Well, Peter Lynch famously declared stocks bargains when their P/E ratio 

was less than half their earnings growth rate. We agree with Mr. Lynch and think the stock is 

quite inexpensive. 

Whether we are proved right or wrong will depend on what XPEL’s future growth looks like. The 

market seems to think XPEL’s growth will soon slow. We, however, think XPEL’s growth is just 

getting started. Let’s take a look at a few reasons why. 

Growth Opportunities 

1) Increased Domestic Market Penetration 

For the reasons stated above, domestic PPF penetration remains low, especially when compared 

to window tint’s 50+% penetration rate. Taking the high end of XPEL’s estimated range (2-4%), 

we can estimate the current market size: 

𝑃𝑃𝐹 𝑀𝑎𝑟𝑘𝑒𝑡 𝑆𝑖𝑧𝑒 = (
15 𝑀 𝑐𝑎𝑟𝑠

𝑦𝑟
) ∗ (

$120 𝑤ℎ𝑜𝑙𝑒𝑠𝑎𝑙𝑒

𝑐𝑎𝑟
) ∗ (4% 𝑝𝑒𝑛𝑡𝑟𝑎𝑡𝑖𝑜𝑛) = $72𝑀 



PPF will always be more of a high-end, niche product compared to window tint. We doubt the 

market will ever reach 50% penetration. That said, we have a few data points for where 

penetration could ultimately go. XPEL reports that a few Western markets, namely Denver and 

Seattle, have already passed the 20% penetration level. If mature markets can reach these levels, 

then 10% penetration nationwide should be doable as the industry evolves. 

If XPEL can maintain their market share, a mature market will bring them big business:   

𝐴𝑑𝑑𝑖𝑡𝑖𝑜𝑛𝑎𝑙 𝑟𝑒𝑣𝑒𝑛𝑢𝑒𝑠 = $15.3𝑀 𝑇𝑇𝑀 𝑑𝑜𝑚𝑒𝑠𝑡𝑖𝑐 𝑟𝑒𝑣𝑒𝑛𝑢𝑒𝑠 ∗ (
10%

4%
− 1) = $22.9𝑀 

Given XPEL’s complete focus on PPF, we’d actually be disappointed if they only maintained 

market share. We expect them to take share as the industry grows.  

2) International Growth 

Perhaps the biggest growth opportunity for XPEL lies in international expansion. The desire to 

protect one’s car is a universal concept and some countries even offer XPEL the opportunity make 

far more out of each install.  

In China for example, customers often cover their entire vehicle to protect it from acid rain. A full 

wrap costs $5,000, which means 5X the revenues for XPEL when compared to a standard $1,000 

domestic install. You also see this in the Middle East, where drivers need to protect their vehicles 

from sand damage. 

XPEL’s international business has been taking off. We learned from the Q2 earnings release 

the international business went from 31% of revenues last year to 36% this year. We can 

now break out international sales and make a few projections if growth continues: 

 

The domestic business grew ~55% while the international business nearly doubled y/y. The key 

insight here is that since the international business is growing about 2X the rate as the domestic, 

international growth could accelerate the overall growth rate (as it becomes a larger part of the 

business). You almost never see this in a company’s growth profile. And when you do, it’s almost 

always accompanied by a sky-high valuation. 



Eventually, we believe the international business will eclipse the domestic business.  Based on our 

conversations with management, we think it’s possible you could see the 65/35-

domestic/international split invert over time. Even if they grow to a 50/50 split, international will 

be a major source of new revenues.  

3) Company-Owned Install Shops 

XPEL first experimented with opening a company-owned installation shop in Houston, TX in late 

2012 (outside of their flagship San Antonio shop). The intent was to better understand the PPF 

installation process and end-users. Basically, put themselves in the shoes of their customers. 

XPEL then realized that in cities with low awareness, they could open shops without taking 

business from their customers and help with local marketing efforts. They could win high-end 

dealerships, like Porsche and Lamborghini, that mom-and-pop shops couldn’t.  They could 

essentially follow the “Apple Store Model” and build a large installation shop in each major 

market to build brand awareness and support their customers. Since Houston, XPEL has opened 

shops in Austin, Palm Springs, Atlanta, and most recently, the UK.  

Rolling out retail stores will of course drive revenue growth. But what we think the market may be 

missing is how these shops will alter the company’s margin profile. From our research, here’s an 

estimate of the shop unit economics: 

 

These shops require little capital to set-up beyond computers, the film cutter, and initial 

inventory. We estimate start-up costs are around $50K per shop. And OPEX is essentially just 

rent and salaries. It’s not hard to see the company rolling out 20 of these over the next couple 

years with their cash on hand. 

Twenty shops up and running likely adds $5M in operating profit – not bad for company on a 

$4M run-rate! 

 



 

Growth Scenarios / Valuation 

XPEL has made it clear all of these avenues will be part of their growth strategy. Depending on 

how successful they are, there could be a lot of revenues out there for them to capture: 

 

With all these opportunities, we feel comfortable XPEL will experience strong growth for the 

foreseeable future. If we model in conservative growth for the domestic, international, and retail 

businesses, we can see what the next few years might look like for XPEL: 



 

We’ll let domestic growth trend down to 30% and international growth trend down to 60% over 

the next two years. We’ll assume they open 5 more retail stores and can get some modest 

operating leverage out of their wholesale business. If XPEL gets the 30X P/E multiple we feel it 

deserves, we think you could see shares over $5 in the near future - and perhaps $10 a couple of 

years out.  

You’ll note the conservatism in these projections. Any number of positive outcomes - accelerating 

international growth, an aggressive retail roll-out, operating leverage – could put the actual 

numbers far higher. We’ve played with a number of scenarios and believe $10/share may be more 

likely as the company comes on the radar screen of institutional growth investors. 

 



Risks 

Here are three key risks we see for the company: 

1) Competition 

The PPF market is growing fast. It would be naïve to assume potential competitors don’t see 

XPEL’s financials and realize they need to get in the game. XPEL has created a superior product 

but it’s only a matter of time before competitors catch up. If PPF becomes a commodity and 

players begin competing on price, we could see XPEL’s growth slow.  

2) Supplier Concentration 

XPEL sources all of their film from their contract manufacturing partner. They partnered to 

develop the film technology and share the intellectual property with them. We believe XPEL is a 

large part of their supplier’s business and the relationship is strong, but if that were to change, 

XPEL could be scrambling to find a new supply source.  

3) Customer Relationships 

Based on the language in their latest earnings press release, XPEL is serious about expanding 

their retail concept. The roll-out will need to be done with care. Local install shops form XPEL’s 

customer base and they don’t want to upset them by stealing business. Despite XPEL’s best 

attempts at explaining their intentions, we think there may be some customers that feel 

threatened and look to a competing provider. 

Insiders 

Insider ownership of XPEL is about as tight as it gets. Management, directors, and employees 

own over 50% of the shares outstanding and we estimate a few other large shareholders own 

another ~20%. CEO Ryan Pape owns 6% of the shares and has been responsible for turning the 

company around since coming on board in late 2009. His vision to rebuild XPEL as a 

marketing/branding company from a technology company is the primary reason we have seen 

shares rise over 2500% during his tenure. 

We like management’s conservative style and sleep well at night knowing they are holding our 

capital. XPEL operates debt-free, rarely makes acquisitions, and issues very few press releases. 

Under Ryan’s leadership, XPEL has adopted a policy practically unheard of in the investment 

world: the company has no stock option or warrant program and hasn’t issued a single share since 

he took the helm nearly 5 years ago. 

Conclusion 

We believe our best ideas are often in our own portfolio, staring straight at us. We feel that way 

about XPEL. We have owned the company since it traded at $.17 and continue to add to our 



position now that it is over $3.00. Insiders have hardly sold any shares over this spectacular rise 

and neither have we. 

We believe XPEL is in the early innings of a growth story the market has yet to fully get. We can’t 

be sure they’ll continue to accelerate growth.  But we do know that between retail expansion, 

increased awareness, and international growth, there are many ways this business can grow. We 

like buying high growth at value multiples and as long as XPEL continues to execute and exceed 

our expectations, we’ll be buyers.  

Disclosure: Paul and Brandon are Long DAP-U.V and XPLT 

 

 


