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Initiation of Coverage

Exposure to the online mega trend
Canaccord Genuity (Australia) Limited has received a fee as the Lead Manager and
Underwriter to the Dreamscape Network Limited Initial Public Offering in December
2016. The Offer raised $25m by the issue of 100m new shares at $0.25per share.

Dreamscape Networks "DN8" is Australia's leading provider of domain name registration,
hosting and solutions that enable businesses and consumers to find, establish and grow
their online presence.
The company owns Australia's largest ".au" domain registration brand, Crazy Domains,
with a 30% market share of “.au” domains (893k) and 34% share of all new “.au”
domain registrations. The company reports 509k active members (paying subscribers)
with 1.6m domains registered, 272k websites hosted and 769k active products. Over
the previous four years the management team has reoriented the company to benefit
from the structural trend of SMBs increasing their presence online with a shift to higher
value/margin products and services (22x) over domain name registration.
Significant scale benefits driven by high marginal profitability through incremental
customer adds and product upsell. Dreamscape Networks owns and operates a custom
built technical support, customer care and sales center in Cebu, Philippines, with ~269
staff. This investment enables the business to generate incremental customer adds and
product upsell at limited marginal cost (DN8 gross profit margins 60.3%).
Revenues are subscription based, providing an attractive business model with stable
and predictable revenues (renewal bookings ~54% in FY16 bookings, up from 36% in
FY13). Dreamscape is a success story that has grown with no external capital (debt or
equity) since inception in 2000 to report FY17 prospectus cash revenue and free cash
flow forecast of A$52.4m and A$10.4m, respectively (FY17 cash adj. FCF yield +16.9%).
Dreamscape is a strong cash generative business that has the ability to invest ~$50m
in growth initiatives over the coming two years (A$17.5m cash post IPO, >A$10m FCF pa,
~A$10m debt). The company is expected to extend its Solutions product offering while
expanding into Asia through both organic and acquisitive means.
Strong unit economics are a fundamental driver of the business model, with the
average Lifetime Value (contracted gross profit per user)/CAC (Customer Acquisition
Cost) coming in at >10x (est. lifetime gross profit $465 vs. CAC $40-$60) and an
increasing customer lifetime spend (FY16 5.2yrs). We estimate Dreamscape has a
lifetime portfolio value of $148m (vs. EV $61.6m, 2.4x) and compares favourably to its
largest listed peer GoDaddy (LTP/EV 1.2x). The share price implies investors are paying
just A$121 per active user versus GoDaddy at A$620.
A stock's valuation is derived from the cash flow the business generates, as such
Dreamscape (like its global peers GoDaddy, Wix.com, Endurance etc.) reports Bookings
and Adjusted EBITDA (cash EBITDA) which is a proxy for the cash profitability of the
group. We estimate DN8 trades on an FY17 EV/Cash EBITDA of 4.7x, a >40% discount to
the broader XSO.
We initiate on DN8 with a BUY recommendation and a price target of A$0.35ps. We
use a blended EV/Cash EBITDA and DCF valuation methodology to arrive at our 12-
month forward price target.

For important information, please see the Important Disclosures beginning on page 23 of this document.
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Source: Canaccord Genuity Estimates, company reports 

Market Cap. 79.1$   

Dreamscape (DN8)  Share Price 0.23
Profit & Loss ($m) 2015A 2016A 2017F 2018F 2019F Valuation ratios 2015A 2016A 2017F 2018F 2019F

Bookings 46.6 49.9 55.1 59.8 64.8 EPS (cps) 1.8 1.7 2.7 2.4 2.7

Adjusted/Cash Revenue 44.3 46.9 52.4 56.8 61.6 EPS Growth (%) 56% -5.8% 55.5% -8.4% 12.0%

Gross Profit 24.0 27.4 31.6 34.7 38.2 Enterprise Value ($m) 76.4 74.6 51.7 43.3 33.9

Opex -16.1 -19.1 -20.6 -22.4 -24.6 EV/Revenue (x) 1.7 1.6 1.0 0.8 0.5

Cash EBITDA 7.9 8.3 11.0 12.2 13.6 EV/Gross Profit (x) 3.2 2.7 1.6 1.2 0.9

D & A -1.0 -1.4 -1.0 -1.0 -1.0 EV/Cash EBITDA (x) 9.7 9.0 4.7 3.5 2.5

Cash EBIT 6.9 6.9 10.0 11.2 12.6  EV/Cash EBIT (x) 11.1 10.8 5.2 3.9 2.7

Net Interest Expense 0.0 0.0 0.0 0.0 0.0 P/E (x) 12.6 13.4 8.6 9.4 8.4

NPBT 6.9 6.9 10.0 11.2 12.6

Tax expense -0.6 -1.0 -0.8 -2.8 -3.1 DPS (cps) 0.0 0.0 0.0 0.0 0.0

NPAT (Adjusted) 6.3 5.9 9.2 8.4 9.4 FCFPS - excl. acq. (cps) 1.3 2.9 3.0 2.5 2.7

Significant items -0.8 -0.4 0.0 0.0 0.0 FCF yield (%) 5.8% 12.4% 13.1% 10.7% 11.9%

NPAT (Reported) 5.4 5.5 9.2 8.4 9.4 P/FCFPS (x) 17.1 8.1 7.6 9.4 8.4

EBITDA (IFRS) 2.4 3.5 4.4 8.4 10.7 Dupont Analysis 2015A 2016A 2017F 2018F 2019F

NPAT (IFRS) 0.8 1.1 2.1 4.6 6.6 Net Profit Margin 14.1% 12.6% 17.5% 14.8% 15.3%

Asset Turnover 2.6 2.0 1.5 1.3 1.2

Gross Profit Margin (%) 54.1% 58.4% 60.3% 61.0% 62.0% ROA (%) 36.1% 25.3% 26.8% 19.6% 18.0%

EBITDA Margin (%) 17.8% 17.7% 21.0% 21.5% 22.0% Financial Leverage -1.6 -3.2 -109.4 9.9 4.8

EBIT Margin (%) 15.5% 14.7% 19.1% 19.7% 20.4% ROE (%) -58.9% -81.6% -2928.9% 194.4% 86.5%

NPAT Margin (%) 14.1% 12.6% 17.5% 14.8% 15.3%

Balance Sheet ratio 2015A 2016A 2017F 2018F 2019F

Cash Flow ($m) 2015A 2016A 2017F 2018F 2019F Net debt (cash) -2.7 -4.5 -27.4 -35.8 -45.3 

Operating EBITDA 7.9 8.3 11.0 12.2 13.6 NTA per share ($) -0.03 -0.02 -0.01 0.01 0.03

 - Interest & Tax Paid -0.1 -0.6 -0.8 -2.8 -3.1 Price/NTA (x) nmf nmf nmf nmf nmf

 +/- change in Work. Cap. -1.4 2.9 1.6 0.0 0.0 shares on issue (m) 344.0 344.0 344.0 344.0 344.0

 - other 0.0 0.0 0.0 0.0 0.0 EFPOWA 344.0 344.0 344.0 344.0 344.0

Operating Cashflow 6.5 10.6 11.8 9.4 10.5

 - Maintenance Capex -1.8 -0.8 -1.4 -1.0 -1.0 Growth ratios 2015A 2016A 2017F 2018F 2019F

Free Cashflow 4.6 9.8 10.4 8.4 9.5 Sales revenue ($m) 11.0% 5.9% 11.5% 8.5% 8.4%

-  other 0.0 0.0 0.0 0.0 0.0 EBITDA ($m) 154.8% 5.1% 32.3% 11.2% 11.0%

 - Aquisitions/divestments -1.2 1.0 0.0 0.0 0.0 EBIT ($m) 191.1% 0.5% 44.7% 12.3% 12.0%

-  Ord Dividends -2.0 -9.1 0.0 0.0 0.0 NPAT ($m) 56.3% -5.8% 55.5% -8.4% 12.0%

 - Equity /other 0.0 0.0 12.5 0.0 0.0

Net Cashflow 1.5 1.7 22.9 8.4 9.5 Assumptions 2015A 2016A 2017F 2018F 2019F

Cash at beginning of period 1.2 2.7 4.5 27.4 35.8 ARPU ($) 125 140 150 158 164

+/- borrowings / other 0.0 0.1 0.0 0.0 0.0 Active Members (#) 515 509 517 525 537

Cash at end of period 2.7 4.5 27.4 35.8 45.3 Unique Active Members (#) 374 356 367 379 395

Balance Sheet 2015A 2016A 2017F 2018F 2019F Domains 24.7 24.5 25.6 26.6 27.7

Cash 2.7 4.5 27.4 35.8 45.3 Hosting 17.9 19.6 22.5 24.7 27.2

Inventories 0.0 0.0 0.0 0.0 0.0 Solutions 4.0 5.8 7.0 8.4 9.9

Debtors 5.0 2.6 1.4 1.6 1.7 Bookings 46.6 49.9 55.1 59.8 64.8

PPE 2.5 1.9 1.9 1.9 1.9

Intangibles 1.1 1.1 1.5 1.5 1.5 Variable Costs (marketing) 4.1 3.7 4.0 4.2 4.5

Other assets 6.1 13.3 2.1 2.1 2.1 Fixed Costs (Salaries/Admin) 12.0 15.4 16.6 18.3 20.1

Total Assets 17.3 23.3 34.3 42.8 52.4 Opex 16.1 19.1 20.6 22.4 24.6

Borrowings 0.0 0.0 0.0 0.0 0.0

Trade Creditors 1.7 1.6 2.0 2.2 2.4 Board of Directors/Substantial Shareholders

Deferred Revenue 23.4 26.8 30.3 34.1 36.9 Board of Directors Shareholding %

Other Liabilities 2.8 2.2 2.2 2.2 2.2 Peter James - Chairman 0.4 0.1%

Total Liabilities 28.0 30.6 34.6 38.5 41.5 Michael Malone - Non-Executive Director 2.0 0.6%

NET ASSETS -10.6 -7.2 -0.3 4.3 10.9 Even Cross - Non-Executive Director 2.8 0.8%

Mark Evans - CEO & co-founder 93.8 27.3%

Valuation Gavin Gibson - CTO 4.1 1.2%

Discount Cash Flow

Beta (x) 2.3 WACC 13.8% Substantial Shareholders Shareholding %

Cost of Equity 15.0% Discount period (years) 5 Mark Evans - CEO & co-founder 93.8 27.3%

EFPOWA 344 DCF ($ps) 0.35 Bluegeko (co-founder) 140.6 40.9%

**Unique active users: Purchased product in financial year (cont. to Bookings), 

**Active user: Subscriber of product or services in financial year (cont. to Revenues)
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Company profile 

 Dreamscape Networks was founded in 2000 and has grown organically and 
without external funding to be the leading “.au” domain brand in Australia. 

 Dreamscape Networks is also a leading provider of online and cloud-based 
solutions designed to help small-and medium-sized businesses (SMBs), establish, 
manage and grow their business online. 

 The company reports ~509k active members (subscriber to Dreamscape services, 
~360k unique active members [purchased in financial year], 1.5m total members) 
servicing 1.59m registered domains (890k “.au” domains). In addition the company 
also offers its member base a suite of 22x products and services that has seen its 
ARPU grow at a three year CAGR of +11.5% to ~A$140/unique active user. 

 The company currently has a 30% market share for “.au” domains with 34% 
market share of all new “.au” domain registrations.  

Figure 2: Key stats of Dreamscape 

 
Source: Company Presentation,  

 Traditional services that Dreamscape provides includes finding and securing a 
domain name, initial website design, build and hosting, email and e-commerce 
solutions through to more advanced offerings such as web and email security, 
data storage, online marketing, SEO and personal and business productivity 
solutions. 

Figure 3: Revenue, Gross Profit and EBITDA of Dreamscape and Bookings by product segment 

 
Source: Company Reports, Canaccord Genuity estimates 
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 As at Jun-16, the company had 370 employees with 201 customer care and sales 
members, 117 in design and engineering and 52 in operations. The company is 
headquartered in Dubai, with offices in Kiev, Cebu and Perth. 

 Over the previous three years, Dreamscape Networks repositioned the business 
from a low cost domain provider towards a trusted and affordable online solutions 
provider with premium service. 

 Dreamscape Networks operates three brands targeting different market segments. 
This allows the group to accomplish coverage within specific markets with varying 
customer demographics and needs. The three brands are: 

o Crazydomains.com (95% Bookings): Dreamscape’s primary brand and 

Australia’s leading domain name brand. The brand is the core revenue 
and growth driver and sits within the SMB space.  

o Cheap Domains (3% Bookings): Targets price conscious customers 

with the brand positioned below Crazy Domains as a low cost, high 
volume domain and hosting provider. 

o AustDomains (2% Bookings): Positioned to provide greater 

specification and capabilities to the corporate and enterprise market. 

Figure 4: Screengrab of customer interface and potential upsell opportunity 

 
Source: Company Reports,  

Dreamscape Networks separates its product lines into three segments: 

o Domains (FY16 $24.5m Bookings, CGAu est. ~25% GP Margins) 

o Hosting (FY16 $19.6m Bookings, CGAu est. >80% GP Margins) 

o Solutions (FY16 $5.8m Bookings, CGAu est. >50% GP Margins) 

Figure 5: Domains the on-ramp to higher value sticky product offering, hosting/solutions the key driver of Bookings growth 

 
Source: Company Reports, Canaccord Genuity estimates 
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 The products and services offered by Dreamscape are typically sold on a 
subscription basis for terms between 1 and 10 years with an average term of two 
years. These fees are paid in full and in advance by the customer. 

 Domains (FY16 Bookings $25.6m): Dreamscape is the market brand leader in 

“.au” gTLD which is the gateway to the Dreamscape platform and suite of 22 
axillary products (Hosting/Solutions). The company is accredited registrar for 459 
Top Level Domains (.com, .net, .au, etc). 

 The Domains business segment generates a large portion of the Group’s product 
orders and revenues, contributing 64% of orders and 49% of bookings in FY16. 

 The Domains business is one which most consumers are most familiar with. 
Dreamscape through its various brands, primarily crazydomains.com, provides 
tools to search for a name and makes suggestions if the desired website is 
unavailable. 

 The main products in this segment include domain listing, domain services, 
domain transfers, domain certification and private registration. The average 
Dreamscape customer owns 2.7x domains. 

 Hosting (FY16 Bookings $19.6m): After a customer has purchased a domain 

name through Dreamscape they typically need to host the website on a server. 
Dreamscape’s most popular hosting product is its shared hosting platform where 
multiple websites sit on the same server (~2,500 users/server). Customers can 
choose what capabilities they need, whether that be hosting one or multiple 
websites, storage capacity or processing power for faster load times. Also some 
hosting products are bundled with security options.  

 Shared hosting products are generally offered at ~$5/month and can reach 
~$50/month for the highest level of performance, storage and security. 

 The primary hosting products include, web hosting, email hosting, email 
exchange, Domain Name System hosting and SSL Certificates. 

 Notably, not all customers utilize Dreamscapes hosting capabilities, and this is an 
area where we see a significant growth opportunity. Dreamscape estimates ~68% 
of domain name customers host their website outside of the group’s servers. The 
web hosting space is highly fragmented as illustrated by the largest share outside 
Dreamscape directed to AWS, which is used by <1% of current customers. 

 Dreamscape servers are hosted across three data centers in Perth (2x) and 
London owned by Vocus and Equinix. The company reports an uptime of ~99.9%. 

Figure 6: Growth in hosting and opportunity to convert users to Dreamscape hosting capabilities  

 

 

Source: Company Reports,   

 

 Solutions (FY16 Bookings $5.8m): The 15x solutions products, primarily website 

design and building, are developed to assist customers grow their business online 
and can operate both in conjunction with domains and hosting or independently 
within its own segment.  
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 While the solutions segment is currently Dreamscape’s smallest, it is also its 
fastest growing. The solutions Dreamscape offer are the tools an SME might need 
to manage its business after a domain name has been purchased.  

 The typical products sold in solutions are Website builder, Traffic Booster, Email 
Marketing, Search Ads, Web Design, Logo Design, Web Analytics, Site Protection 
and Email Protection. 

 We believe most of these entrepreneurs that are clients of Dreamscape have fairly 
limited technical skills and budgets and require easy to use and affordable 
solutions to create and manage their digital presence. This is especially true given 
digital identities are becoming interactive and complex. 

 Dreamscape reports a large captive audience base (~509k active users) and we 
see further opportunity to grow through new third party agreements (accounting 
practices etc.). 
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Competitive Advantage 

 Through its evolution, Dreamscape Networks has established an array of 
competitive advantages that create barriers for new entrants as well as existing 
competitors. 

 Revenues are subscription based, providing an attractive business model with 

stable and predictable revenues. The subscription nature of Dreamscape also 
makes it difficult for competitors to target its customer base given the clients’ sunk 
cost when signing up to its services. Dreamscape’s products and services are sold 
on a subscription basis for terms between 1 and 10 years with an average term of 
two years. These are all paid in full, in advance, providing substantial cash flow 
benefits for Dreamscape Networks and revenue visibility into the future. 

 Established Accreditations and Products: Dreamscape maintains a vast array 

of accreditations and partnerships in addition to its own in-house developed 
software and products. Many of these accreditations and partnerships represent a 
barrier to entry into the market and as such limit the competitive landscape. The 
Australian market (.au) is largely dominated by three players (Melbourne IT and 
subsidiaries 42%, Dreamscape 30% and GoDaddy 9%) which make up >80% of 
domestic domain registry market. 

 Significant scale benefits driven by high marginal profitability through 
incremental customer adds and product upsell. Dreamscape Networks owns 

and operates a custom-built technical support, customer care and sales center in 
Cebu with >250 staff. This has come at a large upfront and ongoing cost to the 
business (FY17 est. $5.5m pa) and is difficult to replicate for smaller operators. 
This investment enables the business to generate incremental customer adds and 
product upsell at limited marginal cost (Dreamscape gross profit margins ~60%). 

Figure 7: Expense breakdown 

 
Source: Company Reports, Canaccord Genuity estimates 

 Low customer acquisition cost ($46) given strong brand recognition.  

Dreamscape historically grew through an aggressive marketing strategy aimed at 
generating significant new customer growth and building market share. In FY15 
the company refocused its strategy to retain existing clients and cut marketing 
spend with the average cost per acquisition reducing to $46. Active members 
continued to grow despite the lower marketing spend, illustrating Dreamscape’s 
brand equity. Notably, a company survey illustrates a large proportion of new 
customers (FY16: 31%) were acquired through word of mouth. This has improved 
since FY14 where ~15% of customers where acquired through word of mouth. 

 A low cost provider with relatively high switching costs for limited benefit. 

Dreamscape reports an active user base of ~509,406 members that subscribe to 
its services. While deemed essential, its services are competitively priced with 
relatively high switching costs for limited benefit. Even if a competitor offered a 
10% discount to change providers, this translates to an average $1 saved per 
month to the user, in many cases, not worth the hassle. 
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Key growth drivers  

 Large upsell opportunity driving ARPU: ~14% of FY16 bookings came from its 

customer support team upselling additional products to its customers ($155k up to 
$1m per month over a 12mth period). There is likely another large proportion of 
bookings from organic upsell or SMB’s adding items to their cart, without having to 
speak to Dreamscape beforehand.  

 Approximately 70% of Dreamscape customers buy domains, ~56% buy hosting 
and ~7% buy solutions. The company has a captive audience that is largely 
uninformed on how to best maximize their online experience. An example of the 
untapped cross sell opportunity is that of Dreamscape’s customer that use hosting 
products (898.7k), 68% subscribe to third party hosting services. Converting this 
business to Dreamscape would see an incremental increase in annual revenues 
and EBITDA of $60m and $45m, respectively (assuming an average hosting 
ARPU of ~$7 per month). 

 New product initiatives: Dreamscape holds a strategic competitive advantage 

with its captive active user base (~509k). Through continually refreshing its 
product range and introducing new products and services to this client base, the 
group has the ability to drive a consummate increase in ARPU. 

 International Expansion: Dreamscape has developed a scalable platform that 

has the ability to be exported to international markets. The company has identified 
a number of major English-speaking Asian countries (Singapore, Hong Kong, 
Malaysia, Indonesia, Philippines) to export its business model. While early days, 
the company has recently started direct marketing in these regions. Notably, 
around ~3.8m people in South East Asia join the internet monthly, providing a 
significant tailwind for the business. The Southeast Asian opportunity is the fastest 
growing internet market in the world with ecommerce expected to grow at a +32% 
CAGR over the next 10 years. 

Figure 8: Internet users by country 

 
Source: Company Reports 

 Targeted Marketing: Over the coming years, management intends to intensify its 

marketing and acquire customers in underserved markets (63% SMBs in Australia 
do not currently have a web presence). It will also target existing Active Members 
(approximately 509,000) for upsell and cross sell opportunity and attempt to return 
its 1.5m total member base to an active status. 

 Asian Pacific acquisition strategy: Given the large cash generation of the 

business (>$10m FCF pa), we expect Dreamscape to seek a variety of potential 
acquisition opportunities over the coming years. While none has been flagged at 
time of IPO, we believe the company has ~$50m capacity over the coming two 
years to facilitate growth opportunities as they arise ($17.5m cash on hand, 
>$10m FCF pa, $10m debt). Acquisitions are likely to take the form of user 
acquisition from peer registries in the Asian Pacific region (<$50 user) or for in-
demand applications to add to its solution segment and sell to its incumbent user 
base. The company has the ability to leverage its current infrastructure for an 
immediate presence in the region. 
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Other Key Points 

 Negative working capital business model funds its own growth. Dreamscape 

is paid by customers for domain name registration in advance, with the business 
running a negative working capital balance and enabling management to reinvest 
its “float” to accelerate its growth profile. This provides investors with a predictable 
revenue profile, whist enabling the company to reinvest and continue to grow. 
Notably, Dreamscape has never utilized external funding sources since the 
business was founded in 2000. 

 Dreamscape is greatly benefiting from secular tailwinds. Dreamscape has 

positioned itself as a leader in the fragmented and under-penetrated SMB Internet 
infrastructure market. Market growth is supported by a tailwind of growing 
adoption of technology by smaller businesses to develop online identities. 

 Low customer acquisition cost relative to Average ARPU and Lifetime Value 
(LTV). The company reports a jaw dropping LTV/CAC of 16x (~$728 LTV vs. $46 

CAC) driven by strong SMB retention rates (81%, >85% for customers >3 years) 
and increasing lifetime customer spend. We believe the combination of strong 
foundational customer base (509k active members, 1.5m total members), 
expanding product opportunity set and improving operating metrics (11.5% 3yr 
ARPU CAGR) puts the company in good stead for long-term profitability.  

Figure 9: LTV/CAC Ratio Calculation 

 
Source: Company Reports, **Canaccord Genuity estimates 

 Best-in-breed customer support center supports scalable growth. Core to 

Dreamscapes upsell and retention practices is its technical support and customer 
care operations in Cebu. The company currently has ~269 staff members 
(capacity 380, >500 with desk sharing) to take inbound calls to help users with 
questions, issues and upsell products. At the conclusion of FY16, the center was 
handling ~50k customer interactions per month through telephone, email and chat 
support. We expect the customer care facility costs to scale in line with revenue 
growth. Dreamscape reports an active member to Customer Care Staff ratio of 
2,739 which compares favorably to GoDaddy at ~4,200. 

Figure 10: Key ratios for Dreamscapes customer care center 

 
Source: Company Reports, 

LTV/CAC Ratio Calculation

Average cash Bookings/customer $ pa 140.0

Gross Margin % 58%

Gross Margin/user $ pa 81.2

Annual Spend Growth** % 3.0%

Annual Churn % 20%

Est. Lifetime Gross Profit $ 465.4

Est. Fully Discounted LTV $ 329.3

Average CAC $ 46.0

LTV GP/CAC Ratio Calculation x 10.1

Fully Discounted LTV/CAC x 7.2
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 Notably, Customer Care generated 14% of total bookings in FY16 (Aug-16 ~22%), 
meaning someone actually purchased product either on the phone or via the 
online chat with a representative. When most people think about customer 
service, they think of a cost center strictly aimed at solving customer issues in 
order to keep retention high. In Dreamscape’s case, customer care acts as an 
extension of sales, which we believe makes sense when considering the SMB 
market that Dreamscape serves. 
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Financials and earnings growth forecasts 

 Dreamscape financials mirror that of its largest peer, GoDaddy, reporting 
bookings, adjusted revenue and adjusted EBITDA with its business split into three 
segments (Domains, Hosting & Solutions). 

 The main metric the company reports in its income statement is adjusted EBITDA 
which includes the change in deferred revenue and the change in deferred costs 
predominately related to domain registration fees. An illustrative example would 
be if Dreamscape were to sell “.au” domain for $12 pa for the annual registration 
and immediately turn around and pay Austregistry ~$9 pa. The recognition of the 
revenue occurs over the ensuing 12 moths, even though Dreamscape collects the 
$12 upfront. So by including the change in deferred revenue in the Adjusted 
EBITDA metric, the company believes that it gives investors a better sense 
for the cash profitability of the company. 

 GoDaddy, Endurance and Wix.com are large competitors in the space with similar 
collection and revenue recognition, and report a similar metric on their income 
statements (includes changes in deferred revenue). 

 We believe the Dreamscape market opportunity has considerable room for 
expansion both internationally (organic and acquisition) and further penetration of 
its captive user base with new solutions. The primary driver of our financial model 
is growth in Dreamscapes: 

o Average Revenue Per Unit (ARPU) through various upsell/cross-sell and 
new product initiatives (CGAu est. 4-year ARPU CAGR of +4.6%);  

o Unique active users through target marketing at a modest CAC; and 

o Reduced customer churn through improvements in customer 
care/satisfaction and new sticky product offerings. 

 A key health metric for a subscription-based business is its Lifetime Portfolio 
Value (LTP). The LTP is a prediction of the net profit attributed to the entire future 
relationship with its customer base.  

 Given the group’s monthly churn rate of ~1.5% (~20% per annum) we 
estimate the group’s LTP value at $148m, which compares favorably to the 

group’s Enterprise Value of $61.6m (Dreamscape LTP/EV 2.4x, GoDaddy LTP/EV 
1.2x, LTP $7,507m, EV $6,823).  

 Over the forecast period we expect gross margins to incrementally improve in line 
with the growth in Dreamscape’s Hosting and Solution revenues. Dreamscape’s 
domain business carriers the lowest gross margin level of all three segments 
(~25% GP Margins).  While modest margin expansion can be expected from new 
gTLD (.asia, .sydney etc.) it is not a high growth vertical given the competitive and 
mature markets in which it operates. We estimate bookings for Dreamscape’s 
domains business grow at a modest +4.0% CAGR over the next four years. 

 Fortunately, Dreamscape’s fastest growing segments, hosting & solutions have 
significantly higher software like gross margins (CGAu est. Hosting: >80%, 
Solutions ~50%). 

 We estimate the more traditional software solutions that Dreamscape can layer on 
top of the registrar business will grow at a CAGR +11.2% and +17.0% for Hosting 
and Solutions, respectively, over the next four years. 

 The growth mix should result in Domain revenue representing 46% of group 
revenue in FY17, down from 56% in FY13 (CGAu est. FY20 41%) 

 

Dreamscape Networks
Initiation of Coverage

Buy  Target Price A$0.35  | 15 January 2017 Software and Services 12



13 

 

Figure 11: Bookings contribution by segment 

 
Source: Company Reports, Canaccord Genuity estimates**FY18-FY20 CGAu estimates 

 

Financial Metrics 
Figure 12: Key drivers of our model and segment breakdown 

 
Source: Company Reports, Canaccord Genuity estimates**FY18-FY20 CGAu estimates 
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Bookings contribution by segment (%)

Key P&L Assumptions FY14A FY15A FY16A FY17E FY18E FY19E FY20E

Key Assumptions

ARPU $ 108.6 124.5 140.0 150.3 157.9 163.9 167.6

Chrun rate (per annum) - CGAu est. % 19.6% 19.6% 19.6% 19.6% 19.6% 19.6% 19.6%

Revenue/hosted user $/user 71.8 71.8 71.8 74.0 76.2 78.5 80.8

Unique Active users** # 384.5 374.2 356.3 366.8 378.8 395.4 415.6

Active users** # 523.3 514.9 509.1 516.6 525.1 536.6 550.3

Bookings/Sales

Domains A$m 22.8 24.7 24.5 25.6 26.6 27.7 28.8

Growth % 12% 8% -1% 4% 4% 4% 4%

Hosting A$m 15.3 17.9 19.6 22.5 24.7 27.2 29.9

Growth % 20% 17% 9% 15% 10% 10% 10%

Solutions A$m 3.6 4.0 5.8 7.0 8.4 9.9 10.9

Growth % 6% 11% 46% 21% 20% 18% 10%

Bookings A$m 41.7 46.6 49.9 55.1 59.8 64.8 69.6

Bookings A$m 41.7 46.6 49.9 55.1 59.8 64.8 69.6

Net refunds A$m -1.8 -2.3 -3.0 -2.8 -3.0 -3.2 -3.5

Cash Revenue A$m 39.9 44.3 46.9 52.4 56.8 61.6 66.1

Bookings/Revenue Ratio x 0.96             0.95             0.94 0.95             0.95             0.95             0.95             

COGS A$m -18.5 -20.3 -19.5 -20.8 -22.2 -23.4 -25.1

Gross Profit A$m 21.4 24.0 27.4 31.6 34.7 38.2 41.0

Expenses

Fixed

Salaries A$m 6.3 7.7 10.1 11.4 12.5 13.8 15.2

Admin A$m 3.9 4.3 5.3 5.2 5.7 6.3 6.9

Total Fixed A$m 10.2 12 15.4 16.6 18.26 20.1 22.1

Growth % 81% 18% 28% 8% 10% 10% 10%

Marketing A$m 8.1 4.1 3.7 4.0 4.2 4.5 4.9

%/Gross Profit % 38% 17% 14% 13% 12% 12% 12%

Cash EBITDA $m 3.1 7.9 8.3 11.0 12.2 13.6 14.0

**Unique active users: Purchased product in financial year (cont. to Bookings), 

**Active user: Subscriber of product or services in financial year (cont. to Revenues)
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Figure 13: P&L, valuation, Balance sheet and cash flow statement 

 
Source: Company Reports, Canaccord Genuity estimates,**FY18-FY20 CGAu estimates 

 

 

 

 

 

 

 

 

 

 

 

Revenue and Profit FY14A FY15A FY16A FY17E FY18E FY19E FY20E

Domains $m 22.8 24.7 24.5 25.6 26.6 27.7 28.8
Hosting $m 15.3 17.9 19.6 22.5 24.7 27.2 29.9
Solutions $m 3.6 4.0 5.8 7.0 8.4 9.9 10.9

Bookings $m 41.7 46.6 49.9 55.1 59.8 64.8 69.6

Cash Revenue $m 39.9 44.3 46.9 52.4 56.8 61.6 66.1

COGS $m -18.5 -20.3 -19.5 -20.8 -22.2 -23.4 -25.1

Gross Profit $m 21.4 24.0 27.4 31.6 34.7 38.2 41.0

Variable Costs $m 8.1 4.1 3.7 4.0 4.2 4.5 4.9

Fixed Costs $m 10.2 12.0 15.4 16.6 18.3 20.1 22.1

Cash EBITDA $m 3.1 7.9 8.3 11.0 12.2 13.6 14.0

Depreciation and Amortisation $m -0.7 -1.0 -1.4 -1.0 -1.0 -1.0 -1.0

Cash EBIT $m 2.4 6.9 6.9 10.0 11.2 12.6 13.0

Net Interest $m 0.0 0.0 0.0 0.0 0.0 0.0 0.0

NPBT $m 2.3 6.9 6.9 10.0 11.2 12.6 13.0

Tax Expense $m 1.7 -0.6 -1.0 -0.8 -2.8 -3.1 -3.3

NPAT (normalised) $m 4.0 6.3 5.9 9.2 8.4 9.4 9.8

Balance Sheet FY14A FY15A FY16A FY17E FY18E FY19E FY20E

Cash $m 1.2            2.7            4.5            27.4           35.8           45.3           55.1           

Receivables $m 3.6            5.0            2.6            1.4            1.6            1.7            1.8            

PPE $m 1.7            2.5            1.9            1.9            1.9            1.9            1.9            

Intangibles $m 1.1            1.1            1.1            1.5            1.5            1.5            1.5            

Other $m 1.5            6.1            13.3           2.1            2.1            2.1            2.1            

Assets $m 9.1                17.3             23.3             34.3             42.8             52.4             62.4             

Payables $m 0.8                1.7                1.6                2.0                2.2                2.4                2.6                

Deferred Revenue $m 19.8             23.4             26.8             30.3             34.1             36.9             39.7             

Other $m 2.3                2.8                2.2                2.2                2.2                2.2                2.2                

Liabilities $m 22.9             28.0             30.6             34.6             38.5             41.5             44.5             

Equity $m 13.9-             10.6-             7.2-                0.3-                4.3                10.9             17.9             

ROE % nmf nmf nmf nmf 194% 87% 55%

Cash Flow Statement FY14A FY15A FY16A FY17E FY18E FY19E FY20E

Gross Cash Flow $m 2.7 6.5 11.2 12.6 12.2 13.6 14.1

Net Interest paid $m 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Income taxes paid $m -0.1 -0.1 -0.6 -0.8 -2.8 -3.1 -3.3

Net operating cash flows $m 2.7 6.5 10.6 11.8 9.4 10.5 10.9

Capex $m -1.2 -1.8 -0.8 -1.4 -1.0 -1.0 -1.0

Other $m 0.0 -1.2 1.0 0.0 0.0 0.0 0.0

Net investing cash flows $m -1.3 -3.0 0.2 -1.4 -1.0 -1.0 -1.0

Proceeds from issue of securities $m 0.0 0.0 0.0 12.5 0.0 0.0 0.0

Net borrowings $m 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Dividends $m -0.3 -2.0 -9.1 0.0 0.0 0.0 0.0

Net financing cash flows $m -0.3 -2.0 -9.1 12.5 0.0 0.0 0.0

Net change $m 1.1 1.5 1.7 22.9 8.4 9.5 9.9

Cash at end of period $m 1.2 2.7 4.5 27.4 35.8 45.3 55.1
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Valuation 

 Dreamscape is a rare success story that has grown with no external capital (debt 
or equity) since inception in 2000 to report FY17 prospectus revenue and free 
cash flow forecasts of $52.4m and $10.4m, respectively. 

 While the company has sufficient liquidity to continue operating as a private entity, 
the listing and primary capital raised enables the group to expand its footprint 
across the broader Asia Pacific region through acquisitions. 

 Given the strong cash generation, the company has the ability to reinvest almost 
>60% of its market cap (~$50m, $17.5m cash on hand, >$10m FCF pa, $10m 
debt) in growth initiatives over the coming two years. 

 Interestingly, the marginal investor at IPO is paying just $121 per active user, or 
1.4x annual gross profit (vs. avg. user life 5.2 years). This compares favorably to 
GoDaddy at US$452 (A$620) per active customer (14.5m customer EV 
US$6,563m). 

 In assessing a fair value for Dreamscape, we use a blended EV/Cash EBITDA 
and DCF valuation methodology to arrive at a 12-month forward price target 
of $0.35ps. 

EV/Cash EBITDA valuation ($0.35ps) 

 One area of pushback we expect by using Cash EBITDA is the way this figure is 
calculated by Dreamscape and its most relevant global peer group (GoDaddy, 
Endurance, WIX etc.). 

 Cash EBITDA includes the change in deferred revenue and the cost associated 
with generating that revenue, which subsequently inflates its EBITDA. The 
justification is that this figure is more of a cash figure and a better proxy for FCF. 
Ultimately a company’s valuation is derived from its cash generation, so we 
view this method as appropriate. 

 Dreamscape currently trades on a 4.7x pro-forma FY17 EV/Cash EBITDA 
multiple, a 50% discount to its closest listed peer set (Figure 15). However, given 
its size and scale, investors will most likely compare its valuation to their broader 
investment universe, the ASX Small Ordinaries Index (XSO). Despite having a 
resilient business model with high cash generation and recurring revenues, 
Dreamscape trades at a 43% discount to the XSO (~8.8x EV/EBITDA). 

 Using a two-year average EV/Cash EBITDA multiple (12 months forward), we 
value Dreamscape at $0.35ps. Our prospective multiple incorporates a 15% 
discount to its broader peer set. 

Figure 14: EV/Cash EBITDA valuation 

 
Source: Company Reports, Canaccord Genuity estimates 

 

 

 

 

 

 

Valuation

Cash EBITDA

Target Cash EBITDA multiple (x) Low High FY17/FY18 Avg Low High

8.0 9.0 11.6 92.7 104.3

Less: Net debt A$m -17.5 -17.5

Equity Value A$m 110.2 121.8

Number of share (EFPOWA) # 344 344

Value per share $ps 0.32 0.35

Multiple Valuation
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DCF Valuation ($0.35ps) 

 Dreamscape is a highly cash generative business so we view DCF valuation is 
appropriate. 

 Key Assumptions used in our DCF valuation: 

o Terminal value calculated using the Gordon Growth model with a WACC 
of 13.8% (Ke 15%, β 2.3x, ERP 5.5%, rf 2.3%) and a terminal growth rate 
of 3.0%. 

Figure 15: CGAu DCF Valuation methodology 

 
Source: Company Reports, Canaccord Genuity estimates 

 

 

 

 

 

 

 

 

 

DCF Analysis - Firm Value FY17 FY18 FY19 FY20 FY21

Cash/Adj. EBITDA 11.0 12.2 13.6 14.0 14.6

Less cash tax -0.8 -2.8 -3.1 -3.3 -3.4

Less Increase in Working Capital 1.6 0.0 0.0 0.1 0.1

Less Capex -1.4 -1.0 -1.0 -1.0 -1.0

Free Cashflow to Firm 10.4 8.4 9.5 9.9 10.2

Discount factor 0.91 0.80 0.70 0.62 0.54

PV of Free Cashflow 9.4 6.7 6.6 6.1 5.5

Total PV of Explicit Free Cashflow 34.4

Terminal Value 97.7

PV of Terminal Value 52.8

Firm Valuation 87.2

Net Debt (post IPO) -17.5

Equity Valuation 104.7

EFPOWA 344.0

Valuation 0.30

Cost of Equity 15%

Valuation (1yr forward) 0.35

Risk Free Rate 2.3% 5.0%

Beta 2.3 10%

Equity RP 5.5% 13.81%

Cost of Equity 15.0% 3.0%

Sensitivity (EV)

0.3           9.8% 11.8% 13.8% 15.8% 17.8%

2.0% 0.47 0.39 0.33 0.29 0.27

2.5% 0.49 0.40 0.34 0.30 0.27

3.0% 0.52 0.41 0.35 0.31 0.27

3.5% 0.54 0.43 0.36 0.31 0.28

4.0% 0.58 0.45 0.37 0.32 0.28

Terminal 

Growth 

rate (%)

Cost of Debt

Gearing Ratio

WACC

Terminal Growth 

Discount rate (WACC, Ke:15%, Kd:5%)
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Peer Multiple Analysis 
Figure 16: Peer multiple analysis on domains and web businesses, subscription business and hosting and cloud peers 

 
Source: Company Reports, Canaccord Genuity estimates, CapitalIQ 

 

 

 

 

 

 

 

 

Company Ticker Price Market Cap FY16 FY17 FY18 FY16 FY17 FY18 FY16 FY17 FY18 FY16 FY17 FY18 FY16 FY17 FY18 FY16 FY17 FY18

DreamScape DN8 $0.23 AUD $79 $18 $62 47 52 57 8 11 12 1.3 1.2 1.1 2.2 2.0 1.8 7.4 5.6 5.0 6% 12% 8% 58%

Domains & Web Presence

GoDaddy GDDY $34.41 USD $5,949 -$475 $6,424 1,848 2,094 2,353 414 476 559 3.5 3.1 2.7 5.4 4.7 4.2 15.5 13.5 11.5 15% 13% 12% 65%

Endurance Int. EIGI $8.00 USD $1,132 -$1,977 $3,109 1,105 1,147 1,217 275 295 345 2.8 2.7 2.6 6.6 6.3 6.0 11.3 10.6 9.0 49% 4% 6% 43%

Melbourne IT MLB $1.89 AUD $191 -$11 $202 178 197 219 27 34 40 1.1 1.0 0.9 2.1 1.9 1.7 7.4 5.9 5.0 17% 11% 11% 55%

Web.com Group NASDAQ:WEB $19.55 USD $921 -$664 $1,585 728 754 788 177 190 209 2.2 2.1 2.0 3.4 3.3 3.2 8.9 8.3 7.6 31% 4% 5% 64%

United Internet DB:UTDI $38.66 GBP $7,910 -$1,735 $9,645 3,968 4,239 4,441 844 934 1,009 2.4 2.3 2.2 7.1 6.6 6.3 11.4 10.3 9.6 6% 7% 5% 34%

VeriSign NASDAQ:VRSN $81.00 USD $8,471 -$106 $8,576 1,139 1,170 1,222 798 824 884 7.5 7.3 7.0 9.2 8.9 8.6 10.7 10.4 9.7 8% 3% 4% 82%

Tucows NASDAQ:TCX $37.35 USD $390 $0 $390 193 210 226 30 34 43 2.0 1.9 1.7 5.8 5.0 5.5 13.0 11.4 9.2 10% 9% 7% 31%

Average 3.1 2.9 2.7 5.6 5.3 5.1 11.2 10.1 8.8 19% 7% 7% 53%

Peer Group Average 2.4 2.2 2.1 4.4 4.1 3.8 10.8 9.6 8.3 28% 8% 9% 52%

Online Subscriptions

Netflix NASDAQ:NFLX $129.18 USD $55,438 -$1,031 $56,468 8,816 11,006 13,147 583 1,027 1,669 6.4 5.1 4.3 19.8 15.9 13.3 96.9 55.0 33.8 30% 25% 19% 32%

Intuit NASDAQ:INTU $117.04 AUD $30,040 -$495 $30,535 4,672 5,062 5,492 1,713 1,943 2,187 6.5 6.0 5.6 8.2 7.6 7.0 17.8 15.7 14.0 6% 8% 8% 79%

TripAdvisor NASDAQ:TRIP $51.88 USD $7,559 $631 $6,928 1,495 1,661 1,841 370 390 464 4.6 4.2 3.8 4.8 4.3 3.9 18.7 17.8 14.9 1% 11% 11% 97%

Zillow NASDAQGS:Z $36.93 USD $6,610 $215 $6,396 843 1,033 1,241 140 234 330 7.6 6.2 5.2 8.4 6.8 5.7 45.7 27.3 19.4 31% 23% 20% 91%

Yelp YELP $40.69 USD $3,193 $432 $2,760 713 896 1,080 113 163 224 3.9 3.1 2.6 4.3 3.4 2.8 24.4 16.9 12.3 30% 26% 21% 91%

Shutterstock SSTK $49.70 USD $1,746 $290 $1,455 499 578 645 98 119 145 2.9 2.5 2.3 5.0 4.3 3.8 14.8 12.3 10.0 17% 16% 11% 59%

Nearmap ASX:NEA $0.67 AUD $258 $12 $246 31 41 54 -2 5 11 8.0 5.9 4.6 9.7 7.0 5.1 50.2 23.1 30% 34% 30% 90%

Altium ASX:ALU $7.88 AUD $1,026 $38 $988 120 146 168 35 48 58 8.2 6.8 5.9 23.3 19.2 16.7 28.2 20.7 17.0 10% 21% 15% 35%

Wistech ASX:WTC $5.73 AUD $1,665 $104 $1,562 102 148 186 30 51 69 15.3 10.6 8.4 17.9 12.6 10.0 51.8 30.9 22.6 46% 44% 26% 84%

MYOB ASX:MYO $3.71 AUD $2,224 -$377 $2,601 362 393 424 172 195 205 7.2 6.6 6.1 11.7 10.8 10.0 15.2 13.4 12.7 11% 8% 8% 62%

Average 7.1 5.7 4.9 11.3 9.2 7.8 34.8 26.0 18.0 21% 22% 17% 72%

Hosting & Cloud

Google GOOG $806.36 USD $553,340 $79,118 $474,222 89,264 103,245 118,975 36,145 42,342 49,355 5.3 4.6 4.0 8.5 7.4 6.4 13.1 11.2 9.6 19% 16% 15% 62%

Microsoft MSFT $62.61 USD $486,815 $60,857 $425,958 91,577 94,295 100,330 34,534 36,499 38,509 4.7 4.5 4.2 7.2 7.0 6.6 12.3 11.7 11.1 -2% 3% 6% 65%

Amazon AMZN $813.64 USD $386,614 -$641 $387,255 136,971 168,160 203,374 15,159 19,574 26,055 2.8 2.3 1.9 8.6 7.0 5.8 25.5 19.8 14.9 28% 23% 21% 33%

Akamai Tech. AKAM $69.93 USD $12,119 $277 $11,842 2,330 2,564 2,890 944 1,028 1,172 5.1 4.6 4.1 7.6 6.9 6.1 12.5 11.5 10.1 7% 10% 13% 67%

Rackspace RAX $31.20 USD $0 -$3,826 $3,826 1,476 2,418 2,955 682 1,178 1,449 2.6 1.6 1.3 8.3 5.1 4.1 5.6 3.2 2.6 -9% 64% 22% 31%

NextDC ASX:NXT $3.47 AUD $986 $25 $960 89 118 144 27 48 62 10.8 8.1 6.7 19.2 14.4 11.8 35.1 19.9 15.5 48% 33% 22% 56%

Average 5.2 4.3 3.7 9.9 7.9 6.8 17.4 12.9 10.6 15% 25% 17% 52%
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Key Management Personnel 

 Mark Evans (CEO and Executive Director, joined 2012): Mark was previously 

the CEO of an international security countermeasures company where he was 
responsible for Asia-Pacific distribution agreements with Korean manufacturers of 
technology and Internet-based security products (TSCM Group). Mark was also a 
Sales & Marketing manager for ABN Group, one of Australia's largest billion dollar 
private companies. 

 Gavin Gibson (COO and Executive Director, joined 2007): Gavin comes from a 

strong technical background, operating as the CTO for a number of IT companies 
prior to joining Dreamscape Networks. Having been involved with Dreamscape 
and its subsidiary projects since inception, Gavin has worked closely with all 
aspects of operations from support, HR, design and development, to project and 
product management, marketing, PR and management. 

 Tony Sparks (Group Finance Executive and Company Secretary, joined 
2016): Tony is a Chartered Accountant and Senior Executive with over 25 years’ 

experience in strategic, financial, taxation, company secretarial and corporate 
matters in various organizations and industries. Tony was recently the Chief 
Financial Officer for a privately owned resources company with a $3bn project 
(Asia Iron Australia), has previously held the position of Managing Director (Olea 
Australia) and has over 10 years’ experience as a Company Secretary and the 
Chief Financial Officer for various ASX-listed companies. 
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Board of directors 

 Peter James (Non-Executive Director and Chairman): Peter has extensive 

experience as Chair, Non-Executive Director and Chief Executive Officer across a 
range of publicly listed and private companies, particularly in emerging 
technologies, digital disruption, e-commerce and media. He is an experienced 
business leader with significant strategic and operational expertise. Peter was a 
Non-Executive Director of ASX-listed iiNet from 2003 to 2015 when iiNet was 
acquired by TPG. He is Chairman of Macquarie Telecom (MAQ), Nearmap (NEA) 
and Droneshield (DRO). 

 Michael Malone (Non-Executive Director): Michael founded iiNet Limited in 

1993 and continued as CEO until retiring in 2014. During his tenure, iiNet grew to 
service one million households and businesses, with revenues of one billion 
dollars and a market cap of over one billion dollars. He presently sits on the 
boards of NBN Co and ASX-listed SpeedCast Limited and Superloop Limited. Mr. 
Malone is a founder of Diamond Cyber, an IT security firm in Perth. Michael is a 
Fellow of the Australian Institute of Company Directors, the Australian Institute of 
Management and the Australian Computer Society and has a Bachelor of Science 
(Mathematics) and a post graduate Diploma in Education both from the University 
of Western Australia. 

 Evan Cross (Non-Executive Director): Evan has been a member of Chartered 

Accountants Australia and New Zealand for over 30 years, and is a Fellow of the 
Australian Institute of Company Directors. Evan has extensive corporate finance 
experience in investment banking both in Australia and the US and has held key 
finance or executive director roles in a number of private and ASX-listed 
companies in a wide range of industries including technology, healthcare, mining 
and the food and beverage industries. 

 Mark Evans (CEO and Executive Director): See Key Management Personnel 

above. 

 Gavin Gibson (COO and Executive Director): See Key Management Personnel 

above.  
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Figure 17: History of Dreamscape 

 
Source: Company Reports, 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Financial Year Event

2000 Aust Domains business founded as a domain name provider in 2000 in Perth

2003 Aust Domains business introduces first hosting and solutions products

2005 CheapDomains.com.au brand is introduced as a mid-segment brand for domains, hosting and solutions 

2007

Crazy Domains brand established as a low cost domain name provider.  The low cost model was pursued to 

achieve rapid growth and increase market share in the domain space. Supporting products in hosting and solutions 

also offered

2009
Crazy Domains launches Australian campaign featuring Pamela Anderson, achieving over 1 million hits on YouTube 

in less than a week

2010 Crazy Domains became the market leading .au domain provider in Australia, with 20% of .au market share 

2012

Relocated head office from Perth to Dubai, United Arab Emirates for expansion into the UK and Indian markets and 

established a small customer support team. 

Established an additional office in Kiev, Ukraine concentrating on design, development and system administration in 

support of the international expansion

2013

Consolidated customer service locations to a single, technical support and customer care centre in Cebu, 

Philippines with a focus on best in world service. 

Realigned strategy to focus on customer care and retention, achieving significant growth in customer satisfaction 

from 52% in September 2013 to 91% in  June 2016

2015

Repositioned core brand, Crazy Domains, from low cost provider to an affordable online services provider with 

premium service for SMB’s. Established a sales team in Cebu, focussing on providing a dedicated sales resource 

to pursue new customers in addition to opportunities to increase retention, cross selling and upselling of new and 

existing customers

2016 Prepared the Group for expansion into English speaking Asian countries and readied it for IPO
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Key Risks 

 Failure to retain and attract customers and increase sales to new and 
existing customers: The underlying business depends on DN8’s ability to retain 

its existing customers, and growth depends on its ability to attract further business 
from existing customers and to attract new customers. Any failure by the company 
to continue to attract new customers or maintain strong renewal Bookings could 
have a material effect on its business, growth prospects and operating results.  

 Irrational or increased competition: Dreamscape faces competition for its 

products in the domain name registration and web-hosting markets. The company 
could face the risk that existing competitors could increase their competitive 
position through aggressive marketing campaigns, product innovation, price 
discounting or acquisitions. The continued entry and amalgamations of 
competitors in the domain name registration and web hosting markets may make 
it difficult for the company to maintain its market position in existing markets. 

 Failure to protect or promote its brands: Dreamscape’s reputation, and that of 

its brands, is a key component in retaining and attracting customers. One of the 
key sources for promoting Dreamscape’s brands and generating new sales is 
“word of mouth”. Reputational damage could arise in a number of circumstances 
including deterioration in customer care service levels, breach of the law, litigation, 
information technology system breach or failure, failures of internal controls, 
improper conduct, and adverse media coverage. Reputational damage could 
result in loss of customers or failure to attract new customers and inability to 
attract and retain employees. 

 Failure to provide high-quality Customer Care: Dreamscape’s ability to 

increase Bookings for its products and services is also dependent on the quality of 
customer care. Customer satisfaction is one of the key aspects to a sustainable 
and continued existence as the Australian industry domain brand market leader 
and the ability to grow into new markets. 

 Failure of Dreamscape’s network and technology systems: Dreamscape’s 

operations, and its customers, depend on the performance, reliability and 
availability of its network and technology systems (including technology platforms, 
data centres, servers, the internet, hosting services etc). Any disruption/failure 
could damage Dreamscape’s reputation and brand, exposing the company to 
litigation and possible liability and deter customers from using its products. 

 Reliance on third-party technology suppliers: Dreamscape relies on contracts 

with third-party suppliers to maintain and support technology infrastructure and 
products.  This includes contracts for the provision of data centres, network 
connectivity and network servers.  If these contracts are terminated or suffer a 
disruption for any reason, its business, brand and operating results could be 
material adversely impacted. 

 Ability to attract and retain key personnel:  There is a risk the company may 

not be able to attract and retain key personnel or be able to find effective 
replacements for them in a timely manner.  The loss of such personnel, or any 
delay in their replacement, could adversely impact the group’s ability to operate 
and achieve growth strategies, including the identification and pursuit of new 
opportunities, the expansion into new geographical markets, and the development 
& commercialisation of new products. 

 Economic conditions: Unfavorable general economic conditions, such as 

recessionary or economic slowdown in Australia or in one or more the other 
markets the company proposes to expand into, could adversely affect demand for 
its products and services. Dreamscape customers are predominantly SME 
businesses whose operations depend on regional and global economic conditions 
as they impact consumer and corporate confidence and spending, unemployment 
rates and economic stability. There is a risk that a downturn in economic 
conditions could negatively impact existing, and potentially new customers. 

 Integration and transition of acquired businesses:  In the future Dreamscape 

may make acquisitions of businesses, or investments in companies, products and 
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technologies. There is a risk that due diligence and analysis may be incomplete or 
inaccurate, and that the benefits and synergies we anticipate may not be realized. 

 Reliance on Domain Name Registration products: Domain Names 

Registrations make up a large portion of the company’s product orders and 
revenue. The company’s business model depends on its ability to retain and 
attract customers for its Domain Name Registration products as it is the gateway 
for obtaining a web presence. The company relies on contracts and accreditations 
with various policy authorities and industry self-regulatory bodies, such as .au 
Domain Administration Ltd (auDA) and Internet Corporation for Assigned Names 
and Numbers (ICANN) to be accredited and operate as a domain name registrar. 
The failure to maintain its Domain Names Registration business will adversely 
impact its business, brand, operating results and financial position. 
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Appendix: Important Disclosures
Analyst Certification
Each authoring analyst of Canaccord Genuity whose name appears on the front page of this research hereby certifies that (i) the
recommendations and opinions expressed in this research accurately reflect the authoring analyst’s personal, independent and
objective views about any and all of the designated investments or relevant issuers discussed herein that are within such authoring
analyst’s coverage universe and (ii) no part of the authoring analyst’s compensation was, is, or will be, directly or indirectly, related to the
specific recommendations or views expressed by the authoring analyst in the research.
Analysts employed outside the US are not registered as research analysts with FINRA. These analysts may not be associated persons of
Canaccord Genuity Inc. and therefore may not be subject to the FINRA Rule 2241 and NYSE Rule 472 restrictions on communications
with a subject company, public appearances and trading securities held by a research analyst account.
Sector Coverage
Individuals identified as “Sector Coverage” cover a subject company’s industry in the identified jurisdiction, but are not authoring
analysts of the report.

Investment Recommendation
Date and time of first dissemination: , ,
Date and time of production: , ,
Target Price / Valuation Methodology:
Dreamscape Networks - DN8
We use a blended EV/Cash EBITDA and DCF valuation methodology to arrive at our 12-month forward price target.
Risks to achieving Target Price / Valuation:
Dreamscape Networks - DN8
Failure to retain and attract customers and increase sales to new and existing customers: The underlying business depends on
DN8’s ability to retain its existing customers, and growth depends on its ability to attract further business from existing customers and to
attract new customers. Any failure by the company to continue to attract new customers or maintain strong renewal Bookings could have
a material effect on its business, growth prospects and operating results.

Irrational or increased competition: Dreamscape faces competition for its products in the domain name registration and web-hosting
markets. The company could face the risk that existing competitors could increase their competitive position through aggressive
marketing campaigns, product innovation, price discounting or acquisitions. The continued entry and amalgamations of competitors in
the domain name registration and web hosting markets may make it difficult for the company to maintain its market position in existing
markets.

Failure to protect or promote its brands: Dreamscape’s reputation, and that of its brands, is a key component in retaining and
attracting customers. One of the key sources for promoting Dreamscape’s brands and generating new sales is “word of mouth”.
Reputational damage could arise in a number of circumstances including deterioration in customer care service levels, breach of the law,
litigation, information technology system breach or failure, failures of internal controls, improper conduct, and adverse media coverage.
Reputational damage could result in loss of customers or failure to attract new customers and inability to attract and retain employees.

Failure to provide high-quality Customer Care: Dreamscape’s ability to increase Bookings for its products and services is also
dependent on the quality of customer care. Customer satisfaction is one of the key aspects to a sustainable and continued existence as
the Australian industry domain brand market leader and the ability to grow into new markets.

Failure of Dreamscape’s network and technology systems: Dreamscape’s operations, and its customers, depend on the performance,
reliability and availability of its network and technology systems (including technology platforms, data centres, servers, the internet,
hosting services etc). Any disruption/failure could damage Dreamscape’s reputation and brand, exposing the company to litigation and
possible liability and deter customers from using its products.

Reliance on third-party technology suppliers: Dreamscape relies on contracts with third-party suppliers to maintain and support
technology infrastructure and products. This includes contracts for the provision of data centres, network connectivity and network
servers. If these contracts are terminated or suffer a disruption for any reason, its business, brand and operating results could be
material adversely impacted.

Ability to attract and retain key personnel: There is a risk the company may not be able to attract and retain key personnel or be able
to find effective replacements for them in a timely manner. The loss of such personnel, or any delay in their replacement, could adversely
impact the group’s ability to operate and achieve growth strategies, including the identification and pursuit of new opportunities, the
expansion into new geographical markets, and the development & commercialisation of new products.
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Economic conditions: Unfavorable general economic conditions, such as recessionary or economic slowdown in Australia or in one or
more the other markets the company proposes to expand into, could adversely affect demand for its products and services. Dreamscape
customers are predominantly SME businesses whose operations depend on regional and global economic conditions as they impact
consumer and corporate confidence and spending, unemployment rates and economic stability. There is a risk that a downturn in
economic conditions could negatively impact existing, and potentially new customers.

Integration and transition of acquired businesses: In the future Dreamscape may make acquisitions of businesses, or investments in
companies, products and technologies. There is a risk that due diligence and analysis may be incomplete or inaccurate, and that the
benefits and synergies we anticipate may not be realized.

Reliance on Domain Name Registration products: Domain Names Registrations make up a large portion of the company’s product
orders and revenue. The company’s business model depends on its ability to retain and attract customers for its Domain Name
Registration products as it is the gateway for obtaining a web presence. The company relies on contracts and accreditations with
various policy authorities and industry self-regulatory bodies, such as .au Domain Administration Ltd (auDA) and Internet Corporation
for Assigned Names and Numbers (ICANN) to be accredited and operate as a domain name registrar. The failure to maintain its Domain
Names Registration business will adversely impact its business, brand, operating results and financial position.

Distribution of Ratings:
Global Stock Ratings (as of 01/14/17)
Rating Coverage Universe IB Clients

# % %
Buy 595 61.40% 37.14%
Hold 281 29.00% 17.44%
Sell 29 2.99% 20.69%
Speculative Buy 64 6.60% 71.88%

969* 100.0%
*Total includes stocks that are Under Review

Canaccord Genuity Ratings System
BUY: The stock is expected to generate risk-adjusted returns of over 10% during the next 12 months.

HOLD: The stock is expected to generate risk-adjusted returns of 0-10% during the next 12 months.

SELL: The stock is expected to generate negative risk-adjusted returns during the next 12 months.

NOT RATED: Canaccord Genuity does not provide research coverage of the relevant issuer.
“Risk-adjusted return” refers to the expected return in relation to the amount of risk associated with the designated investment or the
relevant issuer.
Risk Qualifier
SPECULATIVE: Stocks bear significantly higher risk that typically cannot be valued by normal fundamental criteria. Investments in the
stock may result in material loss.

12-Month Recommendation History (as of date same as the Global Stock Ratings table)
A list of all the recommendations on any issuer under coverage that was disseminated during the preceding 12-month period
may be obtained at the following website (provided as a hyperlink if this report is being read electronically) http://disclosures-
mar.canaccordgenuity.com/EN/Pages/default.aspx

Required Company-Specific Disclosures (as of date of this publication)
Dreamscape Networks currently is, or in the past 12 months was, a client of Canaccord Genuity or its affiliated companies. During this
period, Canaccord Genuity or its affiliated companies provided investment banking services to Dreamscape Networks.
In the past 12 months, Canaccord Genuity or its affiliated companies have received compensation for Investment Banking services from
Dreamscape Networks .
In the past 12 months, Canaccord Genuity or any of its affiliated companies have been lead manager, co-lead manager or co-manager
of a public offering of securities of Dreamscape Networks or any publicly disclosed offer of securities of Dreamscape Networks or in any
related derivatives.
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In the past 12 months, Canaccord Genuity, its partners, affiliated companies, officers or directors, or any authoring analyst involved in
the preparation of this research has provided services to Dreamscape Networks for remuneration, other than normal course investment
advisory or trade execution services.
Canaccord Genuity or one or more of its affiliated companies intend to seek or expect to receive compensation for Investment Banking
services from Dreamscape Networks in the next three months.
An analyst has visited the material operations of Dreamscape Networks. Full payment was received for the related travel costs.

Apr 2014 Jul 2014 Oct 2014 Jan 2015 Apr 2015 Jul 2015 Oct 2015 Jan 2016 Apr 2016 Jul 2016 Oct 2016 Jan 2017

0.26
0.25
0.24
0.23
0.22
0.21
0.20
0.19

Dreamscape Networks Rating History as of 01/13/2017

Closing Price Target Price

Buy (B); Speculative Buy (SB); Sell (S); Hold (H); Suspended (SU); Under Review (UR); Restricted (RE); Not Rated (NR)

Online Disclosures
Up-to-date disclosures may be obtained at the following website (provided as a hyperlink if this report is being read electronically)
http://disclosures.canaccordgenuity.com/EN/Pages/default.aspx; or by sending a request to Canaccord Genuity Corp. Research, Attn:
Disclosures, P.O. Box 10337 Pacific Centre, 2200-609 Granville Street, Vancouver, BC, Canada V7Y 1H2; or by sending a request
by email to disclosures@canaccordgenuity.com. The reader may also obtain a copy of Canaccord Genuity’s policies and procedures
regarding the dissemination of research by following the steps outlined above.
General Disclaimers
See “Required Company-Specific Disclosures” above for any of the following disclosures required as to companies referred to in this
report: manager or co-manager roles; 1% or other ownership; compensation for certain services; types of client relationships; research
analyst conflicts; managed/co-managed public offerings in prior periods; directorships; market making in equity securities and related
derivatives. For reports identified above as compendium reports, the foregoing required company-specific disclosures can be found in
a hyperlink located in the section labeled, “Compendium Reports.” “Canaccord Genuity” is the business name used by certain wholly
owned subsidiaries of Canaccord Genuity Group Inc., including Canaccord Genuity Inc., Canaccord Genuity Limited, Canaccord Genuity
Corp., and Canaccord Genuity (Australia) Limited, an affiliated company that is 50%-owned by Canaccord Genuity Group Inc.
The authoring analysts who are responsible for the preparation of this research are employed by Canaccord Genuity Corp. a Canadian
broker-dealer with principal offices located in Vancouver, Calgary, Toronto, Montreal, or Canaccord Genuity Inc., a US broker-dealer
with principal offices located in New York, Boston, San Francisco and Houston, or Canaccord Genuity Limited., a UK broker-dealer with
principal offices located in London (UK) and Dublin (Ireland), or Canaccord Genuity (Australia) Limited, an Australian broker-dealer with
principal offices located in Sydney and Melbourne.
The authoring analysts who are responsible for the preparation of this research have received (or will receive) compensation based upon
(among other factors) the Investment Banking revenues and general profits of Canaccord Genuity. However, such authoring analysts
have not received, and will not receive, compensation that is directly based upon or linked to one or more specific Investment Banking
activities, or to recommendations contained in the research.
Some regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as
a result of publication or distribution of research. This research has been prepared in accordance with Canaccord Genuity’s policy on
managing conflicts of interest, and information barriers or firewalls have been used where appropriate. Canaccord Genuity’s policy is
available upon request.
The information contained in this research has been compiled by Canaccord Genuity from sources believed to be reliable, but (with the
exception of the information about Canaccord Genuity) no representation or warranty, express or implied, is made by Canaccord Genuity,
its affiliated companies or any other person as to its fairness, accuracy, completeness or correctness. Canaccord Genuity has not
independently verified the facts, assumptions, and estimates contained herein. All estimates, opinions and other information contained
in this research constitute Canaccord Genuity’s judgement as of the date of this research, are subject to change without notice and are
provided in good faith but without legal responsibility or liability.
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From time to time, Canaccord Genuity salespeople, traders, and other professionals provide oral or written market commentary or
trading strategies to our clients and our principal trading desk that reflect opinions that are contrary to the opinions expressed in this
research. Canaccord Genuity’s affiliates, principal trading desk, and investing businesses also from time to time make investment
decisions that are inconsistent with the recommendations or views expressed in this research.
This research is provided for information purposes only and does not constitute an offer or solicitation to buy or sell any designated
investments discussed herein in any jurisdiction where such offer or solicitation would be prohibited. As a result, the designated
investments discussed in this research may not be eligible for sale in some jurisdictions. This research is not, and under no
circumstances should be construed as, a solicitation to act as a securities broker or dealer in any jurisdiction by any person or company
that is not legally permitted to carry on the business of a securities broker or dealer in that jurisdiction. This material is prepared for
general circulation to clients and does not have regard to the investment objectives, financial situation or particular needs of any
particular person. Investors should obtain advice based on their own individual circumstances before making an investment decision.
To the fullest extent permitted by law, none of Canaccord Genuity, its affiliated companies or any other person accepts any liability
whatsoever for any direct or consequential loss arising from or relating to any use of the information contained in this research.
Research Distribution Policy
Canaccord Genuity research is posted on the Canaccord Genuity Research Portal and will be available simultaneously for access by all
of Canaccord Genuity’s customers who are entitled to receive the firm's research. In addition research may be distributed by the firm’s
sales and trading personnel via email, instant message or other electronic means. Customers entitled to receive research may also
receive it via third party vendors. Until such time as research is made available to Canaccord Genuity’s customers as described above,
Authoring Analysts will not discuss the contents of their research with Sales and Trading or Investment Banking employees without prior
compliance consent.
For further information about the proprietary model(s) associated with the covered issuer(s) in this research report, clients should
contact their local sales representative.
Short-Term Trade Ideas
Research Analysts may, from time to time, discuss “short-term trade ideas” in research reports. A short-term trade idea offers a near-
term view on how a security may trade, based on market and trading events or catalysts, and the resulting trading opportunity that may
be available. Any such trading strategies are distinct from and do not affect the analysts' fundamental equity rating for such stocks. A
short-term trade idea may differ from the price targets and recommendations in our published research reports that reflect the research
analyst's views of the longer-term (i.e. one-year or greater) prospects of the subject company, as a result of the differing time horizons,
methodologies and/or other factors. It is possible, for example, that a subject company's common equity that is considered a long-
term ‘Hold' or 'Sell' might present a short-term buying opportunity as a result of temporary selling pressure in the market or for other
reasons described in the research report; conversely, a subject company's stock rated a long-term 'Buy' or “Speculative Buy’ could be
considered susceptible to a downward price correction, or other factors may exist that lead the research analyst to suggest a sale over
the short-term. Short-term trade ideas are not ratings, nor are they part of any ratings system, and the firm does not intend, and does not
undertake any obligation, to maintain or update short-term trade ideas. Short-term trade ideas are not suitable for all investors and are
not tailored to individual investor circumstances and objectives, and investors should make their own independent decisions regarding
any securities or strategies discussed herein. Please contact your salesperson for more information regarding Canaccord Genuity’s
research.
For Canadian Residents:
This research has been approved by Canaccord Genuity Corp., which accepts sole responsibility for this research and its dissemination
in Canada. Canaccord Genuity Corp. is registered and regulated by the Investment Industry Regulatory Organization of Canada (IIROC)
and is a Member of the Canadian Investor Protection Fund. Canadian clients wishing to effect transactions in any designated investment
discussed should do so through a qualified salesperson of Canaccord Genuity Corp. in their particular province or territory.
For United States Persons:
Canaccord Genuity Inc., a US registered broker-dealer, accepts responsibility for this research and its dissemination in the United States.
This research is intended for distribution in the United States only to certain US institutional investors. US clients wishing to effect
transactions in any designated investment discussed should do so through a qualified salesperson of Canaccord Genuity Inc. Analysts
employed outside the US, as specifically indicated elsewhere in this report, are not registered as research analysts with FINRA. These
analysts may not be associated persons of Canaccord Genuity Inc. and therefore may not be subject to the FINRA Rule 2241 and NYSE
Rule 472 restrictions on communications with a subject company, public appearances and trading securities held by a research analyst
account.
For United Kingdom and European Residents:
This research is distributed in the United Kingdom and elsewhere Europe, as third party research by Canaccord Genuity Limited,
which is authorized and regulated by the Financial Conduct Authority. This research is for distribution only to persons who are Eligible
Counterparties or Professional Clients only and is exempt from the general restrictions in section 21 of the Financial Services and
Markets Act 2000 on the communication of invitations or inducements to engage in investment activity on the grounds that it is being
distributed in the United Kingdom only to persons of a kind described in Article 19(5) (Investment Professionals) and 49(2) (High Net
Worth companies, unincorporated associations etc) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005
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(as amended). It is not intended to be distributed or passed on, directly or indirectly, to any other class of persons. This material is not for
distribution in the United Kingdom or elsewhere in Europe to retail clients, as defined under the rules of the Financial Conduct Authority.
For Jersey, Guernsey and Isle of Man Residents:
This research is sent to you by Canaccord Genuity Wealth (International) Limited (CGWI) for information purposes and is not to be
construed as a solicitation or an offer to purchase or sell investments or related financial instruments. This research has been produced
by an affiliate of CGWI for circulation to its institutional clients and also CGWI. Its contents have been approved by CGWI and we are
providing it to you on the basis that we believe it to be of interest to you. This statement should be read in conjunction with your client
agreement, CGWI's current terms of business and the other disclosures and disclaimers contained within this research. If you are in any
doubt, you should consult your financial adviser.
CGWI is licensed and regulated by the Guernsey Financial Services Commission, the Jersey Financial Services Commission and the Isle
of Man Financial Supervision Commission. CGWI is registered in Guernsey and is a wholly owned subsidiary of Canaccord Genuity Group
Inc.
For Australian Residents:
This research is distributed in Australia by Canaccord Genuity (Australia) Limited ABN 19 075 071 466 holder of AFS Licence No
234666. To the extent that this research contains any advice, this is limited to general advice only. Recipients should take into account
their own personal circumstances before making an investment decision. Clients wishing to effect any transactions in any financial
products discussed in the research should do so through a qualified representative of Canaccord Genuity (Australia) Limited. Canaccord
Genuity Wealth Management is a division of Canaccord Genuity (Australia) Limited.
For Hong Kong Residents:
This research is distributed in Hong Kong by Canaccord Genuity (Hong Kong) Limited which is licensed by the Securities and Futures
Commission. This research is only intended for persons who fall within the definition of professional investor as defined in the Securities
and Futures Ordinance. It is not intended to be distributed or passed on, directly or indirectly, to any other class of persons. Recipients of
this report can contact Canaccord Genuity (Hong Kong) Limited. (Contact Tel: +852 3919 2561) in respect of any matters arising from, or
in connection with, this research.
Additional information is available on request.
Copyright © Canaccord Genuity Corp. 2017 – Member IIROC/Canadian Investor Protection Fund

Copyright © Canaccord Genuity Limited. 2017 – Member LSE, authorized and regulated by the Financial Conduct Authority.

Copyright © Canaccord Genuity Inc. 2017 – Member FINRA/SIPC

Copyright © Canaccord Genuity (Australia) Limited. 2017 – Participant of ASX Group, Chi-x Australia and of the NSX. Authorized and
regulated by ASIC.

All rights reserved. All material presented in this document, unless specifically indicated otherwise, is under copyright to Canaccord
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nor any copy of it, may be altered in any way, or transmitted to or distributed to any other party, without the prior express written
permission of the entities listed above.
None of the material, nor its content, nor any copy of it, may be altered in any way, reproduced, or distributed to any other party
including by way of any form of social media, without the prior express written permission of the entities listed above.
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