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Security Industry Report 

Strong Demand for Home Automation with Inflationary & Supply Chain Concerns - Recurring 
Revenue Companies Are Some of Our Top Picks; IC Security Conference Will Be In-Person in NYC 
Dec 14-15; Recent Initiation on Two Companies (Evolv Technologies and Snap One)  
 

Figure 1. Security Coverage - Key Company Data, Prices as of 10/5/21)   

 

Source: CapIQ and Imperial Capital, LLC.   

Overview: GSX Security Industry Report   

We recently spent time at GSX (security trade shows) in Orlando. Attendance was down as well as the 
number of booths (roughly 100-200 booths) but we were able to meet with several of our public companies 
as well as other non-covered companies.  In this report, we focus on the notable security trends we are 
seeing including the strong and continued demand for home automation, rising inflation, and supply chain 
concerns.  We see the companies with high recurring revenues as the best positioned in in the current 
market.  ADT, Alarm.com, and Napco Security Technologies are some of our top picks in the group due 
to recurring and predictable revenues. In addition to the trends, we have committed to being in-person for 
our 18th annual Imperial Capital Security Conference in NYC on December 14-15, 2021.  We plan to have 
~70 leading public and private companies presenting (please see below for details).  Finally, we summarize 
our Initiations in September 2021 of Evolv Technologies (EVLV) and Snap One (SNPO).  

I. Notable Security Trends  

We highlight several notable trends that we believe are impacting our security coverage universe. Demand 
for Smart Home Devices Remains High, Inflation is on The Rise, and Supply Chain Issues are a Central 
Concern. 

Demand for Smart Home Devices Remains High. Demand for Smart Home Devices is up dramatically 
with our channel checks confirming that there is no slowdown in consumer spending in this sector.  ADT 
recently stated that ~ 80% of new customers are wanting smart home solutions not just security. On the 
next page is a chart of the most desired consumer smart home devices.  Smart thermostats and cameras 
remain at the top of the list. We note that consumers require and prefer ease-of-use over technical 
innovation and have gravitated towards less complicated technologies (e.g., master controls of connected 
devices).  
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ADT Inc. ADT Outperform $13.00 $8.17 $6,790 $16,310 3.1x 3.1x 7.5x 7.2x

Alarm.com ALRM Outperform $105.00 $77.47 $3,971 $3,798 5.3x 5.0x 28.3x 25.1x

Alllegion plc ALLE In-Line $130.00 $130.66 $11,882 $13,047 4.6x 4.5x 20.1x 18.6x

Ambarella AMBA Outperform $120.00 $89.32 $5,636 $5,073 15.5x 13.0x 73.6x 54.0x

Cognyte CGNT Outperform $40.00 $20.19 $1,376 $1,320 2.7x 2.4x 14.0x 13.1x

Evolv Tech. EVLV In-Line $12.00 $5.77 $813 $459 22.5x 9.0x -11.7x -14.9x

Identiv, Inc. INVE Outperform $18.00 $18.98 $438 $326 3.2x 2.7x 49.0x 31.3x

Napco NSSC Outperform $37.00 $42.99 $795 $768 6.7x 5.6x 39.3x 24.3x

OSI Systems OSIS Outperform $140.00 $99.88 $1,828 $2,035 1.8x 1.7x 10.4x 9.3x

Resideo REZI Outperform $38.00 $24.72 $3,622 $4,405 0.7x 0.7x 7.0x 5.6x

Snap One SNPO Outperform $25.00 $16.23 $961 $1,577 1.6x 1.4x 15.0x 13.3x

Shot Spotter SSTI Outperform $45.00 $36.76 $435 $414 6.9x 6.0x 30.9x 24.6x

Universal Electronics UEIC Outperform $70.00 $49.81 $672 $704 1.1x 1.0x 8.1x 7.3x

Vivint Smart Home VVNT In-Line $17.00 $9.47 $1,997 $4,516 3.2x 2.9x 7.0x 6.4x
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Figure 2. Demand for Smart Home Devices Remains High 

 

Source: iControl and Imperial Capital, LLC.   

Inflation is on The Rise. According to the Federal Reserve inflation is expected to spike to ~ 4% in 2021 
then recede back down in 2022 to the historical mean of ~2%.  The Federal Reserve indicates that shipping, 
labor, materials, and utility costs will be transitory.  We agree with the Fed that these costs are likely transitory 
but disagree on the timing of when costs/inflation will revert back to the mean.  See below the PCE inflation 
estimates. 

Figure 3. Inflation Is Projected to Spike in 2021 (PCE)1 

 

Source: Federal Reserve and Imperial Capital, LLC.  1. PCE stands for Personal Consumption Expenditures and tracks consumer prices 
over time. 

We are seeing price increases in the industry from 3%-15% to keep up with rising costs.  We have spoken 
with many private and public companies on this subject and believe price increases are all taking place with 
limited pushback from end customers.  We believe most of these price increases are not fully reflecting all 
the inflationary costs in the system.  We therefore believe more price hikes in the industry are likely through 
2021 into 2022 just to keep up with rising costs (shipping, production, and labor). Our concern going into 3Q 
2021 reporting is can companies maintain their gross margin levels through this inflationary environment.  
We will monitor this situation closely in the coming months.   
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Supply Chain Issues a Central Concern.  We believe the biggest issue beyond inflation facing the industry 
is supply chain delays (longer delivery times as well as uncertainty of the timing) as well as the rising shipping 
costs.  We note that Allegion (ALLE - In-Line) announced last week that they will miss their guidance in 2021 
because they cannot get needed product in a timely manner (no demand issues only supply issues).  
Allegion management lowered revenue guidance to 4%-4.5% from 7%-7.5% for 2021.  

• Longer Delivery Times.  Across the supply chain we are hearing stories of long delivery times and 
delays in receiving products.  Delivery times from Asia for example pre pandemic were 2-3 weeks.  
These same deliveries are measured in months with limited certainty on timing.  We believe there 
are many problems with the supply chain from lack of skilled labor (certified short hall truckers and 
dock workers – just highlighting a few areas) to the historical use of just in time inventory.  As a 
data point, we are hearing about an increasing number of companies stockpiling inventory or buying 
large quantities of inventory in cash (paying in advance for product in order to “jump line” to ensure 
they get needed materials) in advance of a projected need.  We believe one change in the industry, 
post pandemic, will be for larger companies to move away from just in time inventory systems.   

• Rising Shipping Costs. Shipping costs per container have dramatically risen from pre-pandemic 
levels to current levels.  For example, a container from Asia to the US would cost $4K-6K pre-
pandemic now cost $20K-$36K per container (depending on the company’s volume). Again, the 
arrival times of these more expensive containers is both longer and less predictable. 

In summary, we see several trends impacting our security coverage universe.  Demand remains strong but 
the inflation and rising costs are concerning to us as companies are forced to raise prices to keep up with 
the increasing costs.  We are concerned about companies maintaining gross margins through this period 
and will monitor gross margins closely during 3Q 2021 calls.   

Recurring Revenue Companies.  We see the companies with strong and growing recurring revenues as 
the best positioned for predicable growth in the current market.  ADT, Alarm.com, and Napco Security 
Technologies are some of our top picks in the group due to high percentage of recurring and predictable 
revenues. 

ADT, Inc. (ADT-$8.17) Rated Outperform, PT $13.  ADT is the leading security alarm monitoring company 
and is rapidly evolving into a leading smart home automation company.  In 2Q 2021 the company beat 
consensus estimates and maintained guidance on the year. We expect another solid quarter in 3Q 2021 for 
the company and see several key drivers including: 

• Strong Recurring Revenue Base. Over 80% of the company’s revenues are recurring (monitoring 
and related services).  

• Attrition.  Attrition is at record low levels, and we believe the company’s strong customer service 
will continue to drive performance in this category.   

• Increase in Smart Home Solutions. We note that over 50% of ADT's customer base have smart 
homes with over 80% of new ADT subscribers using Smart Home applications/products. 

• Google Partnership. We believe the $450 million partnership with Google (and ADT’s 5,000 
service trucks nationwide) will create a leading provider of “ambient” smart premises within a couple 
of years.  

• Commercial Recovery.  Last quarter the commercial segment continued its recovery with 
revenues increasing 23% y/y.  We believe ADT is gaining valuable market share in the commercial 
segment due to the company’s reputation for delivery of services in a difficult time.  We anticipate 
this strong rebound in the commercial segment will continue throughout the second half of 2021. 

We remain positive on the company and believe shares of ADT are attractive at current levels (please refer 
to our last report on ADT dated August 6, 2021).   

Alarm.com (ALRM-$77.47) Rated Outperform, PT $120.  Alarm.com is the leading innovator in home 
automation and security. In 2Q 2021 the company beat consensus estimates and raised guidance on the 
year. We expect another solid quarter in 3Q 2021 for the company and see several key drivers including: 

• Strong Recurring Revenue Base. Over 60% of the company’s revenues are recurring (SaaS and 
License).  

• Video and Thermostats Demand Continues. Cameras and video doorbells accounted for 
approximately 58% of the company’s hardware revenue in 2Q 2021. Sales of thermostats 
increased significantly in the quarter, up ~ 300% from the year-ago quarter (only representing 6% 
of our hardware sales). We believe consumer demand will continue for cameras and video 
doorbells as well as smart thermostats.  

• R&D Investment. The company is leading the industry in innovative new solutions and continues 
to invest heavily in R&D.  The company is project to spend $177 million on R&D in 2021 with 
investments continuing to grow in 2022 and beyond.  
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• New Capability with Ambient Insights. Alarm.com announced a new capability last period in 
alarm response called Ambient Insights (evaluates an alarm signal and then provides a real-time 
determination to the monitoring station as to the likelihood that the alarm is false).  We believe the 
company is one of the thought leaders in the industry and Ambient Insights is just one example of 
this leadership. 

• Addressing Global Shortages. The industry is continuing to experience shortages. While the 
company was able to be acquire the needed products in the first half of 2021, we believe supply 
shortages could impact the company in the future. In our projections product revenues are modest 
to conservative moving forward and we could see upside if management is able to continue to 
maneuver around the industry shortages.  

Alarm.com continues to be a leader in the industry in growth, recurring revenue (SaaS), innovation, and 
vision. We remain positive on the company and believe shares of ALRM are attractive at current levels 
(please refer to our last ALRM report dated August 9, 2021).   

Napco Security Tech. (NSSC-$42.99) Rated Outperform, PT $50.  Napco specializes in commercial 
(roughly 80% of revenues) and residential security products and solutions. The company beat 4Q 2021 
(June) and provided 5-year goal of $300mm in revenue (50% of this recurring, 50% hardware, both with 
higher gross margins than they generate now, leading to a gross margin of 50% or better). We see several 
key drivers including:  

• Growing Recurring Revenue Base. Management reached $40.1mm of annualized recurring 
revenue in June 2021 (35% of total revenue was recurring).  The company plans to reach $150mm 
in annual run rate recurring revenue within 5 years constituting at least 50% of total revenues.  

• Portfolio of Recurring Revenue Products. We believe the company will continue to grow its 
recurring revenue portfolio at 30- 40%. These products generate very high margins (over 80%) and 
all run off cellular networks. We believe the company’s new Air Access systems are gaining traction 
(charging $19.95 per month and providing access control for over 300 doors per unit with no DSL 
infrastructure - only cellular). We believe the company’s focus on recurring revenue products using 
less expensive cellular communications will result in continued revenue traction.  

• Diversified Sales Channel. Napco sells its security products and solutions to over 10,000 dealers 
and 2,000 integrators. It offers products and solutions in fire and home safety, access control, and 
commercial and architectural locking.  

• Price Increase.  The company recently increased prices by 3%.  We note that on the commercial 
side of the security business some competitors like Assa Abloy (Public in Sweden) have increased 
prices by 15% so far this year.     

Napco is a leader in the industry in growth, innovation and recurring revenue. We remain positive on the 
company and believe shares of NSSC are attractive at current levels (please refer to our last NSSC report 
dated September 14, 2021).   

II. Imperial Capital Security Conference - In-Person in NYC. We are resuming our annual security 
conference in person in NYC December 14-15, 2021, at the InterContinental New York Barclay. Imperial 
Capital’s 18th Annual Security Investor Conference promises to be 2021’s premier industry gathering 
connecting the leading security focused companies with an audience of key investors and business leaders. 
This gathering of 70 public & private companies and over 500 leading executives, institutional investors and 
private equity investors will provide an opportunity to network with and learn from the leaders of the 
companies delivering the latest compelling security solutions across the Global Consumer, Enterprise and 
Government Markets - please stay tuned for updates on this event.  Please contact me directly if you have 
questions about the conference.  
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III. New Initiations in September 2021 of Evolv Technologies (EVLV) and Snap One (SNPO).   

 

Evolv Technologies (EVLV-$5.77) Rated In-line, PT $12.00 

 

Figure 4. Evolv Technologies – Key Company Data, Prices as of 10/5/21 

 
Source: CapIQ and Imperial Capital, LLC 1Based on 8/16/21 8K company filings.    

We recently initiated on shares of EVLV with an In-Line rating and price target of $12.00.  Evolv Technologies 
Holdings, Inc. came public through a SPAC (NewHold Investment Corp. - NHIC) in July 2021. Evolv provides 
AI-based touchless personnel security screening using a SaaS based business model.  Evolv’s innovative 
technology has the ability to screen individuals up to 10x faster vs. traditional metal detectors. The faster 
speeds, touchless security, and ROI (savings primarily from fewer security staff) have provided initial traction 
for the company.  Management is guiding to rapid growth with a 5-year sales CAGR of 168% between now 
and 2025.  We see several hurdles the company will need to overcome including defining a new market with 
a new sales strategy, expanding beyond a single solution offering, and expanding the offering to new 
locations/venues.  As of August 16, 2021, the company had cash of $354 million, no debt.  We value Evolv 
at 25x EV/Revenue multiple based on 2022 guidance.  Our price target of $12.00 implies an enterprise value 
of $1.3 billion.  

Please refer to our full report on Evolv Technologies dated September 8, 2021. 

 

 

Key Data FY: Dec 2020 2021E 2022E 2023E

Price: $5.77 EPS Actual New New New

Price Target: $12.00 Q1 (0.50) (0.08)

52-Week Range: $7.22 - $12.41 Q2 (0.71) (0.07)

Market Cap ($mm): 814 Q3 (0.09) (0.07)
1Shares Out. (mm): 141.0 Q4 (0.10) (0.07)

Avg. Daily Vol. (mm): 0.34 Year (1.16) (0.75) (0.28) (0.05)

Beta: `` -5.0x -7.7x -20.7x -110.3x

1 Total Debt (mm): 0.0 EBITDA ($000) (25,500) (39,173) (30,731) 4,577
1 Net Debt (mm): -354.0 EV/EBITDA -18.0x -11.7x -15.0x 100.4x

1 EV ($000): 459,570 Revenue ($000)

Q1 3,999 8,785

Dividend: $0.00 Q2 4,480 11,885

Dividend yield: 0.00% Q3 5,480 14,085

Q4 6,430 16,285

Year 4,785 20,389 51,040 132,840

EV/Sales 96.3x 22.6x 9.0x 3.5x
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Snap One (SNPO-$16.23) Rated Outperform, PT $25 

Figure 5. Snap One – Key Company Data, Prices as of 10/5/21 

 

Sources: CapIQ and Imperial Capital, LLC. Post IPO in July 2021 we estimate the company had ~$35 million of cash and cash equivalents 
and $435 million in total debt    

We recently initiated on shares of SNPO with an Outperform rating and price target of $25. Snap One is a 
leading partner and supplier of Smart Living/Home Solutions primarily to professional integrators (16k of the 
estimated 70k integrators in the US use Snap One). Snap One products go-to-market strategy is two 
pronged: SnapAV.com (primarily on-line) and physical store fronts (27 retail stores are concentrated in 
Southern California and the Northeast with plans to add 6-10 new stores per year).  The company strives to 
support its integrators with products, services (training, design tools, outsourced technical assistance), and 
software solutions (Control 4 and OvrC). We view the company as the go-to source for small to medium size 
integrators (5-10 employees) that are primarily working on installing higher end home audiovisual/smart 
home solutions.  We anticipate long-term revenue growth in the low double digits with gross margins 
moderating over time in the low 40s.  As the company grows, we see operating leverage driving Adj. EBITDA 
margins above 11%. Post IPO in July 2021 the company has ~$35mm in cash and ~$435mm in debt. We 
see several risk factors that could impact shares of SNPO including the overhang of Hellman & Friedman, 
exposure to the upper end of the housing market, and geographic concentration in its physical stores. While 
we mention these risks, we believe the company has a superior offering, a large market to grow into and 
expand its offerings.  Our price target of $25 implies an enterprise value of $1.9 billion.  We value Snap One 
at 16x EV/EBITDA based on 2022 estimates.  
 
Please refer to our full report on Snap One dated September 30, 2021. 

 

Companies under coverage: Brian Ruttenbur: AeroVironment (AVAV), Ambarella (AMBA), ADT Inc. (ADT), 
Alarm.com (ALRM), Allegion plc (ALLE), Cognyte Software (CGNT.O), Evolv Technologies Holding, Inc. 
(EVLV), Identiv Inc. (INVE), Napco Security Technologies, Inc. (NSSC), OSI Systems (OSIS), Resideo 
Technologies, Inc. (REZI), Snap One Holdings Corp (SNPO), ShotSpotter (SSTI), Universal Electronics 
(UEIC), and Vivint Smart Home (VVNT)

Key Data FY: Dec 2020 2021E

Price: $16.23 Adj. EPS Actual Current Current Current

Price Target: $25.00 Q1 -0.04 0.15 0.11

52-Week Range: 15.25-23.81 Q2 0.13 0.23 0.26

Market Cap ($mm): 960.8 Q3 0.25 0.18 0.25

Shares Out. (mm): 59.2 Q4 0.15 0.21 0.22

Avg. Daily Vol. (mm): 0.56 Year 0.49 0.77 0.84 1.08

Beta: NA 33.4x 21.0x 19.3x 15.0x

Total Debt (mm): 651.5 Adj. EBITDA ($000) 94,878 105,182 118,562 143,196

Net Debt (mm): 615.6 EV/EBITDA 16.6x 15.0x 13.3x 11.0x

EV ($mm): 1,576 Revenue ($000)

Q1 172,611 220,468 247,100

Dividend: $0.00 Q2 189,119 253,305 285,100

Dividend yield: 0.00% Q3 226,276 254,100 283,000

Q4 226,107 267,100 288,000

Year 814,113 994,973 1,103,200 1,224,500

EV/Sales 1.9x 1.6x 1.4x 1.3x

2022E 2023E



 

 

 

Page 7 

Equity and Industry Research 

 

Important Disclosures, Certifications and Other Information 
Ratings Distribution and Definitions 

Equity Ratings Definitions (as of 7/1/09) 

 Outperform 81.82% Outperform: TRR expected to exceed basket by at least 10% 
 In-Line 18.18% In-Line: TRR expected to be in-line with basket 
 Underperform   0.00% Underperform: TRR expected to underperform basket by at least 10% 

This Equity Ratings Distribution reflects the percentage distribution for rated equity securities for the twelve-month period 7/1/20 through 6/30/21. Rating definitions are 
expressed as the total rate of return (TRR) relative to the expected performance of a basket of like securities over a 12-month period. Within the twelve-month period ended 
6/30/21, IC has provided investment banking services to 22.22% of companies with equity rated an Outperform, 0.00% of companies with equity rated an Underperform, 
and 18.18% of companies with equity rated an In-Line. As of 6/30/21. 

Fixed Income Ratings Definitions and Equity Ratings Definitions (prior to 7/1/09) 

 

Buy: TRR expected to exceed basket by at least 10% 
Hold: TRR expected to be in-line with basket 
Sell: TRR expected to underperform basket by at least 10% 

Rating definitions are expressed as the total rate of return (TRR) relative to the expected performance of a basket of like securities over a 12-month period. Please refer to our 
publication dated 7/1/09 for details associated with the transition of our Equity Ratings to the current definitions. 

For a discussion of the valuation methods used to determine our price target, if any, please see page(s) 3. See page 5 for the risks that may impede achievement of 

such price target, and page 6 for our ratings history and price chart. 
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views about the subject securities or issuers; and (2) none of the analyst’s compensation was, is or will be directly or indirectly related to the specific recommendations or views 
expressed herein. The analyst(s) responsible for the preparation of this report receive(s) compensation primarily based upon individual performance (e.g., productivity and quality 
of work) and the overall financial performance of Imperial Capital, LLC, including overall revenues from investment banking activities. 
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