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Investment Highlights 

Smith’s purchase of its two major competitors, Circle in 2020 and Avast’s Family 

Safety business this year, positions it as the dominant supplier of family safety 

products to the three major wireless carriers in the U.S.: Verizon, T-Mobile and 

AT&T.  2021 has been a transition year for Smith with T-Mobile’s purchase of Sprint 

causing an interruption of growth of Smith’s Family Safety product and AT&T’s 

recent decision to re-sign with Smith. Verizon is also expected to accelerate its 

marketing of its family safety product next year. The impact of these changes is 

expected to occur in the second half of next year about 6 months later than we 

previously forecast. 

 

We are lowering our 2022 estimates to reflect a reduction in expected revenue from 

the CommSuite product and delays in finalizing a commercial agreement with T-

Mobile for Smith’s SafePath product. The finalization of the commercial agreement 

with T-Mobile occurred this month, while our model reflected completion in Q3. The 

increase in Family Safety subscribers at T-Mobile is now expected to have a 

meaningful impact in the second half of 2022. We had forecast a decline in 

CommSuite revenue, but the decline has accelerated and as the subscriber migration 

from the legacy Sprint network to the T-Mobile network accelerated; so too has the 

revenue decline of CommSuite. CommSuite is expected to be end-of-life at T-Mobile 

in the second half of next year.  

 

The primary focus for the coming quarters for Smith will be assisting the three 

domestic carriers in their roll-out plans and migrating the service to the SafePath 

platform by the end of next year. Success in these two endeavors will then free up 

resources to pursue additional business in the rest of the world and seek additional 

acquisition opportunities that fit into Smith’s unique skill set serving the wireless 

carrier market.  

 

We expect modest revenue growth in 2022 due to the CommSuite decline and SafePath delays mentioned above. However, we expect 

a second half acceleration in revenue to continue into 2023 and significant revenue and EBITDA growth as all three domestic carriers 

market their family safety products, based on Smith’s SafePath platform, to their combined subscriber base. 

  

Valuation: Our price target of $11.40 is based on the midpoint of EV/Sales multiple range of 7x to 7.5x and the midpoint of our Q4 

2022 revenue run-rate and our 2023E revenue. Shares of a comp group of other software and software-as-a-service vendors trade 

between 0.7x and 10.6x FTM sales (based on FactSet estimates). We have chosen a target multiple towards the higher end of the range 

because of Smith’s dominance in its sector and a robust outlook 

  

Risks: Risks to achieving our price target include declines in the CommSuite product line, disruptions from the T- Mobile acquisition 

of Sprint, integration of the Family Safety business, continuing impacts of the COVID pandemic and customer concentration. 

Smith Micro Software, Inc. (NASDAQ: SMSI) 

 
Buy: Q3 Results. T-Mobile Signed. CommSuite Decline. 

   
Q3 results were less than expected and the expected recovery in growth has been 

pushed to the right. However, Smith now dominates the domestic wireless carrier 

family safety business and is positioned for rapid growth in the second half of next 

year and beyond. We reiterate our buy recommendation and $11.40 price target. 
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Smith is now the sole provider of family location and safety services to the three largest U.S. wireless carriers serving 224 million 

postpaid phone customers. The revenue potential is far in excess of current run rates. Before Sprint was acquired by T-Mobile, we 

estimate Smith generated about $7 million from Sprint in Q1 2020 from SafePath. At the time, Sprint had 26 million postpaid phone 

subscribers. Applying that same ratio of revenue to subs to the much expanded 224 million postpaid subs now being served by 

Smith yields quarterly revenue potential of $60 million, or 5x the $12 million generated in Q3 2021. And in our view, even this 

potential is too low since SafePath is a platform that has expanded the services available and the Sprint business in early 2020 was 

growing, until the pandemic and the acquisition by T-Mobile interrupted that growth. And that is just the domestic market. We 

believe the international market is at least equal in size. 

 

At the end of Q3 Smith reported cash of $32 million but subsequent to quarter-end paid about $13 million as a earn-out to Avast 

due to the re-signing of AT&T. We expect operating cash flow to turn solidly positive in the second half of next year and significant 

free cash flow generation in 2023. This will allow the company to continue adding to its product portfolio with acquisitions and/or 

accelerated R&D. 

 

Q3 Results 

Revenue of $16.4 million was 4% less than expected, as both Family Safety and CommSuite revenue fell short of our estimates. 

Gross margin was lower than we forecast as the impact of the acquired Avast business continued to weigh on costs. It will likely 

take a couple of quarters to rationalize costs, and this is reflected in our estimates.  Operating expenses were higher than we forecast 

and include a $12.9 million charge for the earn-out payment to Avast. We expect operating expense to grow modestly over the 

coming quarters.  

 

Actual v Estimates 

 
Source: Smith Micro Software, Inc. and Dawson James Securities estimates. 

 

http://www.dawsonjames.com/
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Outlook 

Our revenue estimate for this year and next is lower to reflect the decline in CommSuite and the delays in signing T-Mobile. Our 

revenue estimate for 2022 is back-end loaded, as the company’s customers spend the next few months preparing for more aggressive 

marketing of their family safety offerings with the impact felt in the latter half of the year. 

 

EBITDA and margins will follow revenue growth. Gross margin is modeled to improve throughout next year and is estimated to 

reach 90% again in 2023. EBITDA and EBITDA margin will grow as revenue scales, and we expect EBITDA margin exceeding 

30% exiting 2023. The company last achieved that EBITDA margin level in the second half of 2019. 

 

Revenue. $ in M 2020A 2021E 2022E 2023E 

Family Safety * $ 28.0 $ 42.4 $ 54.5 $ 84.0 

CommSuite $ 18.2 $ 13.8 $ 4.5 $ 4.0 

ViewSpot  $ 4.2 $ 3.6 $ 3.9 $ 4.3 

Other $ 0.9 $ 0.1 $ 0.1 $ 0.1 

Total $ 51.3 $ 59.9 $ 63.0 $ 92.4 

*The Family Safety segment includes SafePath and the Avast Family Safety business 
Source: Smith Micro Software, Inc. and Dawson James Securities estimates. 

 

 

Valuation 

Our price target of $11.40 is based on the midpoint of EV/Sales multiple range of 7x to 7.5x and the midpoint of our Q4 2022 

revenue run-rate and our 2023 revenue. Shares of a comp group of other software and software-as-a-service vendors trade between 

0.7x and 10.6x FTM sales (based on FactSet estimates). We have chosen a target multiple towards the higher end of the range 

because of Smith’s dominance in its sector and a robust outlook. 

 

 
Source: FactSet and Dawson James Securities estimates. 

 

Risk Analysis 

Risks to achieving our price target include declines in the CommSuite product line, disruptions from the T- Mobile acquisition of 

Sprint, integration of the Family Safety business, continuing impacts of the COVID pandemic and customer concentration. 

 

 

http://www.dawsonjames.com/


 

   www.dawsonjames.com            
 

 

               11/11/21              Page 4 of 7 

Exhibit 1. Income Statement  

 

 
 
Source: Smith Micro Software, Inc. and Dawson James Securities estimates 

http://www.dawsonjames.com/
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Exhibit 2. Balance Sheet and Cash Flow Statement  

 

 
 

Source: Smith Micro Software, Inc. and Dawson James Securities estimates 

http://www.dawsonjames.com/
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Important Disclosures: 

 

Price Chart: 
 

 
 

 

Price target and ratings changes over the past three years: 

Initiated – Buy – May 4, 2021 – Price Target $11.10 

Price Target Change – Buy – May 6, 2021 – Price Target changed from $11.10 to $11.40 

Update – Buy – July 21, 2021 – Price Target $11.40 

Update – Buy – August 5, 2021 – Price Target $11.40 

Update – Buy – November 11, 2021 – Price Target $11.40 

 

Dawson James Securities, Inc. (the "Firm") is a member of the Financial Industry Regulatory Authority ("FINRA") and the Securities 

Investor Protection Corporation ("SIPC").  

 

The Firm does not make a market in the securities of the subject company(s). The Firm has not engaged in investment banking 

relationships with the subject company in the prior twelve months, as a manager or co-manager of a public offering and has not received 

compensation resulting from those relationships. The Firm may seek compensation for investment banking services in the future from 

the subject company(s). The Firm has not received any other compensation from the subject company(s) in the last 12 months for 

services unrelated to managing or co-managing of a public offering. 

 

Neither the research analyst(s) whose name appears on this report nor any member of his (their) household is an officer, director, or 

advisory board member of these companies. However, Dawson James Securities does employ a Registered Representative who serves 

on the board of the company. This individual does not beneficially own 1% or more of any class of common equity securities of the 

subject company(s) of this report. The Firm and/or its directors and employees may own securities of the company(s) in this report and 

may increase or decrease holdings in the future. As of July 31, 2021, the Firm as a whole did not beneficially own 1% or more of any 

class of common equity securities of the subject company(s) of this report. The Firm, its officers, directors, analysts, or employees may 

affect transactions in and have long or short positions in the securities (or options or warrants related to those securities) of the 

company(s) subject to this report. The Firm may affect transactions as principal or agent in those securities.  

 

Analysts receive no direct compensation in connection with the Firm's investment banking business. All Firm employees, including the 

analyst(s) responsible for preparing this report, may be eligible to receive non-product or service-specific monetary bonus compensation 

that is based upon various factors, including total revenues of the Firm and its affiliates as well as a portion of the proceeds from a broad 

pool of investment vehicles consisting of components of the compensation generated by investment banking activities, including but 

not limited to shares of stock and/or warrants, which may or may not include the securities referenced in this report.  

 

Although the statements in this report have been obtained from and are based upon recognized statistical services, issuer reports or 

communications, or other sources that the Firm believes to be reliable, we cannot guarantee their accuracy. All opinions and estimates 

included in this report constitute the analyst's judgment as of the date of this report and are subject to change without notice. 

 

http://www.dawsonjames.com/
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Information about valuation methods and risks can be found in the "Valuation" and "Risk Analysis" sections of this report. 

 

 

The securities of the company discussed in this report may be unsuitable for investors depending on their specific investment objectives 

and financial position. This report is offered for informational purposes only and does not constitute an offer or solicitation to buy or 

sell any securities discussed herein in any jurisdiction where such would be prohibited. Additional information is available upon request. 

 

 

Ratings Definitions: 

 

1)   Buy: The analyst believes the price of the stock will appreciate and produce a total return 

of at least 20% over the next 12-18 months; 

2)  Neutral: The analyst believes the price of the stock is fairly valued for the next 12-18 

months; 

3) Sell: The analyst believes the price of the stock will decline by at least 20% over the next 

12-18 months and should be sold. 

 

The following chart reflects the range of current research report ratings for all companies, followed by the analysts of the Firm. The 

chart also reflects the research report ratings relating to those companies for which the Firm has performed investment banking 

services. 

 

  
 

 

Analyst Certification: 
 
The analyst(s) whose name appears on this research report certifies that 1) all of the views expressed in this report accurately reflect his 

(their) personal views about any and all of the subject securities or issuers discussed; and 2) no part of the research analyst's compensation 

was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the research analyst in this 

research report; and 3) all Dawson James employees, including the analyst(s) responsible for preparing this research report, may be 

eligible to receive non-product or service-specific monetary bonus compensation that is based upon various factors, including total 

revenues of Dawson James and its affiliates as well as a portion of the proceeds from a broad pool of investment vehicles consisting of 

components of the compensation generated by investment banking activities, including but not limited to shares of stock and/or warrants, 

which may or may not include the securities referenced in this report. 
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