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Investment Highlights 

Q2 revenue was $12.7 million versus our $12.3 million estimate. Gross margin was 

in line and the EBITDA loss of $4.9 million was near our $4.8 million estimate. 

 

Since the acquisition of Circle in 2020 and the Family Safety Business of Avast in 

2021 Smith has been maintaining duplicate networks and incurring significant 

development costs to create and migrate subscribers to the SafePath platform. That 

effort is nearing completion and should result in gross margin returning to the 80%-

90% range over the coming 18 months from 71% in Q2. Additionally, beginning this 

quarter operating expenses will fall sharply and by the middle of the second half of 

next year operating expenses will decline $3 million per quarter, about 20% of current 

cash opex. 

 

We have moderated our expected ramp in SafePath customers for the rest of this year 

and into the first half of next year as Smith and its customers work on the roll-out 

plans and marketing plans of SafePath to their subscribers. This pushes the hockey 

stick in revenue towards the back half of next year and results in additional cash needs 

for the company. 

 

Smith announced an $18 million capital raise. The company issued 1.1 million of 

common shares, with an equal number of 5-year warrants, at a $2.65 strike price for 

$3 million. It also issued $15 million of 6% convertible notes maturing at the end of 

2023. The notes convert at $3.35 per share and 2.2 million 5-year warrants with a 

$3.35 strike price were also issued in conjunction with the convertible notes. We 

estimate this will be more than adequate to fund the company until it reaches cash 

flow break-even, which we forecast occurs in the second half of 2023. 

 

The company estimates it can reach 9 to 15 million accounts by 2025 and we estimate 

this is a revenue opportunity ranging from $270 million to $900 million annually for 

Smith. 

 

Valuation: Our price target of $8.30 is based on an EV/Sales multiple of 5.5x on a 

run-rate revenue estimate of $90 million, which should be achieved when SafePath 

is available and marketed to the subscribers of the three largest domestic wireless 

carriers. This multiple is consistent with a peer group and far below the 10x multiple 

of some in the group. 

  

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: Q2 In Line. Quarter Billion Revenue Opportunity in Sight. 

   
Q2 results were in line with our estimates. The integration of the three platforms 

Smith has been maintaining since the acquisitions of Circle and Avast is near 

completion and will lead to substantially higher gross margin and substantially 

lower operating expenses. The company raised $18 million which should be more 

than adequate to reach free cash flow. We reiterate our Buy recommendation and 

$8.30 price target.  

 

James McIlree, CFA 
561-237-2709 

jmcilree@dawsonjames.com 
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Actual v estimates 

Revenue of $12.7 million was a bit higher than our $12.3 million forecast. Family Safety revenue of $10.2 million was slightly 

lower than our $10.4 million estimates while CommSuite and ViewSpot revenue of $1.4 million and $1.1 million, respectively, 

were slightly higher than our $1 million and $900 thousand estimates. Gross margin was as expected and cash operating expenses 

slightly higher resulting in an EBITDA loss of $4.9 million versus our $4.8 million estimate. 

 

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

 

The company is nearing the end of a multi-year migration effort to consolidate all subscribers on one platform. This will have two 

major benefits for margins. First, gross margin should improve from the current 71% level to the 80%-90% range the company 

achieved in 2018-2020. On current revenue, this is a $5 million annual improvement in free cash generation. Second, the 

development costs that have been incurred to migrate customers from the legacy platforms is nearing its end and will result in a $12 

million annual reduction in cash operating expenses. Combined, this is an almost $20 million annual improvement in free cash 

generation.  

 

The other major benefit will be a resumption of revenue growth. With all development and migration work complete we expect 

Smith and its carrier customers to begin actively marketing the family safety services to its customer base. This is a large opportunity 

for Smith and the carriers. Before Sprint’s acquisition by T-Mobile, Smith was generating $30 to $35 million in annualized revenue 

from Sprint, the smallest of the then major carriers. Since then, Smith has consolidated the industry and now serves the three major 

domestic carriers, whose combined post-paid subscriber base is 7x the number of post-paid subscribers served by Sprint. This 

suggests a revenue opportunity of at least $200 to $250 million annually.  

http://www.dawsonjames.com/
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Smith estimates the number of multi-line accounts served by each of the three carriers at between 15 and 20 million and the number 

of accounts that could be served by Smith at between 3 and 5 million per carrier. This equals 9 to 15 million accounts each paying 

on average $10 per month, or a revenue contribution to the carriers of between $1.1 and $1.8 billion annually. Smith’s contract 

terms with its carrier customers are proprietary but we estimate Smith takes between 25% and 50% of the total revenue. At 25%, 

this is a revenue opportunity of $270 million to $450 million annually. This is consistent with revenue opportunity estimate derived 

by comparing Smith’s revenue from Sprint and applying that to the much larger base now served. 

 

Smith is the sole provider of family location and safety services to the three largest U.S. wireless carriers serving 230 million 

postpaid phone customers. As stated above, we believe this is a $270 million to $450 million opportunity far in excess of current 

run rates. And in our view, even this potential is too low since SafePath is a platform that can expand into the home. And that is 

just the domestic market. We believe the international market is at least equal in size. 

 

The $18 million capital raise gives Smith the cash it needs to complete the migration to a unified platform. We have modeled the 

company issuing shares to pay the $15 million note due in 2023. 

 

Outlook 

Our revenue estimate for this year has changed to reflect the push in the roll-out of SafePath 7 to the carriers. The company expects 

T-Mobile and AT&T to begin marketing this year and Verizon next year. Assuming lags between marketing and subscription as 

well as trial periods common to the industry, we expect modest SafePath Q/Q revenue growth through the first half of next year 

and a more aggressive growth rate in the second half. 

 

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

 

EBITDA and margins should follow revenue growth. Gross margin is modeled to improve near year-end and is estimated to achieve 

80% by the end 2023 and expand further into 2024. EBITDA and EBITDA margin should grow as revenue scales, and we expect 

EBITDA margin exceeding 20% exiting 2023. 

 

Valuation 

Our price target of $8.30 is based on an EV/Sales multiple of 5.5x on a run-rate revenue estimate of $90 million, which should be 

achieved when SafePath is available and marketed to the subscribers of the three largest domestic wireless carriers. This multiple 

is consistent with a peer group and far below the 10x multiple of some in the group. 

 

 
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/
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Exhibit 1. Income Statement  

 

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

http://www.dawsonjames.com/


 

   www.dawsonjames.com            
 

 

               8/12/22              Page 5 of 7 

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 

Price Target Change – Buy – March 11, 2022 – Price Target changed from $11.40 to $8.30 

Update – Buy – April 4, 2022 – Price Target $8.30 

Update – Buy – May 5, 2022 – Price Target $8.30 

Update – Buy – August 12, 2022 – Price Target $8.30 

 

 

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 received 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 August 1, 2022, 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.  

 

http://www.dawsonjames.com/
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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. 

 

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. 
 

Current as of  8-Aug-22       

  
Company 
Coverage   

Investment 
Banking   

Ratings Distribution # of Companies % of Total # of Companies 
% of 

Totals 

Market Outperform (Buy) 29 66% 4 14% 

Market Perform (Neutral) 14 32% 0 0% 

Market Underperform (Sell) 1 2% 0 0% 

  Total 44 100% 4 9% 
 

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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