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Canaccord Genuity is the global capital markets group of Canaccord Genuity Group Inc. (CF : TSX)
The recommendations and opinions expressed in this research report accurately reflect the research analyst's personal, independent and objective
views about any and all the companies and securities that are the subject of this report discussed herein.

Rating
BUY
unchanged

Price Target
A$0.40
unchanged

DSE-ASX
Price
A$0.31

Market Data
52-Week Range (A$) : 0.22 - 0.39
Market Cap  (A$M) : 210.6
Shares Out. (M)  : 679.3
Dividend /Shr  (A$) : 0.00
Dividend Yield (%)  : 0.0
Enterprise Value  (A$M) : 186.1
Cash  (A$M) : 24.5
Long-Term Debt  (A$) : 0.0

FYE Dec 2023A 2024E 2025E 2026E
Sales  (A$M) 29.9 39.8↑ 51.1↑ 62.2

Previous - 39.6 50.6 -

Gross Profit 
(A$M) 20.5 27.3 35.0 42.6

EBITDA  (A$M) 2.6 2.8↓ 4.8↓ 6.9

Previous - 3.4 5.4 -

EBIT  (A$M) 2.6 2.7↓ 4.7↓ 6.8

Previous - 3.4 5.3 -

Net Income 
Adj   (A$M) 2.6 2.7↓ 4.7↓ 6.8

Previous - 3.4 5.3 -

Net Debt
(Cash)  (A$M) (25) (27)↑ (32)↑ (39)

Previous - (28) (33) -

EV/Sales (x) 6.2 4.6 3.5 2.8
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Dropsuite is a global cloud software platform
founded in 2012 that provides cloud-based email
and website back-up, archiving and recovery
solutions.

Owen Humphries | Analyst | Canaccord Genuity (Australia) Ltd. | ohumphries@cgf.com | +61.2.9263.2702
Annabelle Holden | Analyst | Canaccord Genuity (Australia) Ltd. | AHolden@cgf.com | 61.2.9263.2792

ARR continues to grow (+33% yoy); multiples
continue to fall (<4x FY25E revenue)
• 1Q24 ARR increased +9% [+7% cc] and +33% pcp to A$37.6m (CGe $37m)

or US$24.6m. The incremental quarterly ARR add of A$3.3m (US$1.6m) was a
record for DSE and compares positively to our forecast of A$2.7m. ARR growth was
driven from user add growth of +22%, ARPU growth of +8% and FX benefit of +1%.
Run-rating DSE's incremental 1Q24 ARR sees FY24 ARR growth of >A$13m relative to
our estimates of A$11m, supporting incremental upgrades.

• Net user additions of 73k (4Q23: 47k, 3Q32: 33k) to 1.24m (+22% yoy) was
a touch lighter than we had expected with the company noting it has experienced
elevated competition in EMEA (25% revenue) which impacted pricing/net adds.
Nevertheless, the company exited 1Q24 strongly which should translate to improved
user adds in 2Q/3Q, in our view. Direct transacting partners also increased by
a record 40 net adds (FY23 avg 32 net adds) to now stand at 660, with indirect
transacting partners now >4,000. This aids the network effect of the business as
MSPs incrementally roll existing SME clients onto DSE at contract renewals. DSE
noted it retains a “strong pipeline” of MSP opportunities with its market share
remaining small at <4% and announced new partnership agreement with two large
cybersecurity companies Proofpoint/SentinelOne expected to contribute strongly to
growth.

• ARPU of A$2.53/US$1.66m increased +3%/+1% qoq and +10%/+8% against
the pcp aided by product mix and lower ARPU Latam partner churning in CY23
(~10% of users).

• Gross profit margins of 69% (CGe 1H24 69%) is consistent with expectations with
DSE retaining the opportunity to shift to a private cloud driving gross profit margins
towards 80%. We expect this to be a key initiative in CY25.

• DSE generated FCF of +$0.4m (4Q23 $0.3m, 1Q23 $0.2m) despite historically
being a high outflow period and closed the quarter with net cash of $25m.
Management reiterated it expects to pursue "high conviction M&A opportunities"
having been the underbidder of a transaction in 2H23 and passed on 2x opportunities
in the quarter. DSE expects to maintain “profitability broadly in line with FY23 levels”
(i.e. EBITDA ~$3m; FCF ~$2m).

• Our view – DSE financials continue to go bottom left to top right, exhibiting
continued momentum in scale. We are buoyed that the company has exited 1Q
strongly, with 2Q/3Q likely to continue to drive an acceleration in user adds and ARR
growth. The stock trades on an FY25E EV/revenue multiple of 3.5x, which remains
undemanding given the quality metrics of DSE's financials (revenue growth, FCF
margins). Realising the benefits of its investments in FY23 (+51% opex growth),
strategic M&A ($25m net cash), network effects of its larger partner network (>4k)
and new product initiatives (Partner Serv, GovCloud, accounting backup, streamlined
MSP onboarding) should see DSE maintain its above trend growth, in our view. We
retain our BUY recommendation and $0.40 price target.

For important information, please see the Important Disclosures beginning on page 5 of this document.
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Figure 1: Dropsuite (DSE-AU) financial summary   

 
Source: Company reports, Canaccord Genuity estimates 

Share Price 0.31$    

Dropsuite (DSE) Market Cap 210.6$  
Profit & Loss ($m) 2022A 2023A 2024F 2025F 2026F Valuation ratios 2022A 2023A 2024F 2025F 2026F

EPS (cps) 0.2 0.1 0.2 0.3 0.4

ARR 25.4 34.3 45.3 57.8 69.8

Sales Revenue 21.0 29.9 39.8 51.1 62.2 Enterprise Value ($m) 188 186 183 179 172

COGS -7.1 -9.4 -12.5 -16.1 -19.6 EV/ARR 7.4 5.4 4.0 3.1 2.5

Gross Profit 13.9 20.5 27.3 35.0 42.6 EV/Revenue 9.0 6.2 4.6 3.5 2.8

Opex -11.8 -17.8 -24.5 -30.2 -35.7 EV/Gross Profit 13.6 9.1 6.7 5.1 4.0

EBITDA 2.1 2.6 2.8 4.8 6.9 EV/GPAPA (gp after S&M) 13.6 9.1 6.7 5.1 4.0

D & A -0.1 -0.1 -0.1 -0.1 -0.1 EV / EBITDA (x) nmf nmf nmf 37.4 24.9

EBIT 2.1 2.6 2.7 4.7 6.8 P/E (x) nmf nmf nmf nmf nmf

Net Interest Expense 0.0 0.0 0.0 0.0 0.0 DPS (cps) 0.0 0.0 0.0 0.0 0.0

NPBT 2.1 2.6 2.7 4.7 6.8 Payout ratio  (%) 0% 0% 0% 0% 0%

Tax expense 0.0 0.0 0.0 0.0 0.0

NPAT (Normalised) 2.1 2.6 2.7 4.7 6.8 Dupont Analysis 2022A 2023A 2024F 2025F 2026F

Significant items -0.6 0.0 0.0 0.0 0.0 Net Profit Margin 7.0% 8.6% 6.9% 9.2% 11.0%

NPAT (Reported) 1.5 2.6 2.7 4.7 6.8 Asset Turnover 0.8 1.0 1.2 1.3 1.4

ROA (%) 5.4% 8.3% 8.2% 12.3% 15.2%

Gross Profit Margin (%) 66.2% 68.5% 68.5% 68.5% 68.5% Financial Leverage 1.1 1.1 1.1 1.1 1.1

EBITDA Margin (%) 10.1% 8.8% 7.0% 9.3% 11.1% ROE (%) 6.1% 9.4% 11.0% 14.8% 14.8%

EBIT Margin (%) 9.8% 8.6% 6.9% 9.2% 11.0%

NPAT Margin (%) 7.0% 8.6% 6.9% 9.2% 11.0% Balance Sheet ratios 2022A 2023A 2024F 2025F 2026F

Net Debt (cash) -22.3 -24.5 -27.2 -31.9 -38.7

Cash Flow ($m) 2022A 2023A 2024F 2025F 2026F NTA per share ($) 0.0 0.0 0.0 0.1 0.1

Operating EBITDA 2.1 2.6 2.8 4.8 6.9 Price / NTA (x) 8.7 7.7 6.9 5.8 5.8

 - Interest & Tax Paid 0.2 0.0 0.0 0.0 0.0 Shares on issue (m) 679.3 679.3 679.3 679.3 679.3

 +/- change in Work. Cap. -1.4 -0.5 0.0 0.0 0.0 EFPOWA (m) 679.3 679.3 679.3 679.3 679.3

 - other 0.0 0.0 0.0 0.0 0.0

Operating Cashflow 0.9 2.1 2.8 4.8 6.9 Assumptions 2022A 2023A 2024F 2025F 2026F

 - Other Capex -0.1 -0.1 -0.1 -0.1 -0.1 Revenue growth 79.0% 42.5% 33.3% 28.4% 21.7%

-  Intangibles/other 0.0 0.0 0.0 0.0 0.0 Gross profit margin 66.2% 68.5% 68.5% 68.5% 68.5%

-  Acquisitions 0.0 0.0 0.0 0.0 0.0 Opex growth 64.3% 71.3% 36.9% 42.6% 37.2%

Free Cashflow 0.9 2.0 2.7 4.7 6.8

-  Ord Dividends 0.0 0.0 0.0 0.0 0.0 Users ('000) 935.0 1160.0 1446.5 1739.7 1980.2

 - Equity /other 0.0 0.0 0.0 0.0 0.0 MSP (#) 491 620 740 840 940

Net Cashflow 0.9 2.0 2.7 4.7 6.8 ARPU (A$) 2.3 2.5 2.6 2.8 2.9

Cash at beginning of period 21.6 22.5 24.5 27.2 31.9 ARR (A$m) 25.4 34.3 45.3 57.8 69.8

+/- borrowings / other 0.0 0.0 0.0 0.0 0.0

Cash at end of period 22.5 24.5 27.2 31.9 38.7 Interim Analysis 2H22A 1H23A 2H23A 1H24E 2H24E

Revenues 12.1 14.1 15.8 18.5 21.3

Balance Sheet 2022A 2023A 2024F 2025F 2026F Gross profit 8.3 9.7 10.7 12.7 14.6

Cash 22.3 24.5 27.2 31.9 38.7 EBIT 1.6 1.0 1.5 1.3 1.5

Debtors 4.1 5.4 5.4 5.4 5.4 EBIT margin (%) 13.2% 7.3% 9.7% 6.9% 6.9%

Inventory 0.0 0.0 0.0 0.0 0.0 DPS 1.0 3.0 3.0 5.0 6.0

PPE 0.1 0.1 0.1 0.1 0.1

Intangibles 0.0 0.0 0.0 0.0 0.0 Board of Directors / Substantial Shareholders

Other assets 0.5 0.8 0.8 0.8 0.8 Board of Directors Shareholding %

Total Assets 26.9 30.8 33.6 38.3 45.1 Theodore Hnarakis (NEC) 11.8 1.7%

Deferred Revenue 0.1 0.1 0.1 0.1 0.1 Charif Elansari (CEO) 29.5 4.3%

Trade Creditors 2.5 3.3 3.3 3.3 3.3 Dr Bruce Tonkin (NED) 1.5 0.2%

Unearned income 0.0 0.0 0.0 0.0 0.0 Eric Martorano (NED) 0.0 0.0%

Other Liabilities 0.1 0.1 0.1 0.1 0.1

Total Liabilities 2.8 3.5 3.5 3.5 3.5

NET ASSETS 24.2 27.3 30.7 36.0 36.0
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Figure 2: Key charts 

 
Source: Company reports, Canaccord Genuity estimates 
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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, and (iii) to the best of the authoring
analyst’s knowledge, she/he is not in receipt of material non-public information about the issuer.

Analysts employed outside the US are not registered as research analysts with FINRA. These analysts may not be associated
persons of Canaccord Genuity LLC 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: April 17, 2024, 22:26 ET
Date and time of production: April 17, 2024, 22:26 ET
Target Price / Valuation Methodology:

Dropsuite Ltd - DSE

DCF methodology ($0.30ps, Ke 13%, β 1.5x, ERP 5.5%): Our terminal value incorporates a long-term cash EBIT margin of 35%
(gross profit margin 65%, steady state S&M expense 5%, capex/G&A 25%) on our FY26E ARR expectations of $46m (+25% CAGR).

Risks to achieving Target Price / Valuation:

Dropsuite Ltd - DSE

SMB spending headwinds

DSE’s MSP partners sell directly to SMEs, and any change in SMB spending levels, or propensity to spend on cloud technology, could
create headwinds for DSE. Further COVID-19 waves/restrictions, or a broader economic recession impacting spending patterns will be
a headwind for DSE.

M&A risks

DSE holds a strong balance sheet and been open with investors about the potential for bolt-on acquisitions. While we do not
anticipate transformation deals, DSE has not been acquisitive in the past and thus this new strategy poses a risk to investors.

Reputational harm

A successful cyberattack could have a negative impact on DSE’s reputation and its ability to sign on new partners. While DSE has
never had a breach and states its data encryption and storage capability is military grade, any breach would be a major business risk.

Competitive markets

DSE operates in the competitive data management and back-up space with larger well-funded competitive with diverse products. DSE
differentiates itself in the market by purely focusing in on MSPs, and longer term we believe the data back-up space could become
more competitive.

Inability to sign new MSP partners

DSE has materially increasing its distribution partners over the last three years. If DSE’s product or prices become less competitive it
may struggle to onboard new MSPs and this could impact its revenue profile.

Revenue concentration

66% of DSE revenues are sourced from its top 10 distribution partners. The high level of concentration risk and potential for these to
churn poses a risk to our revenue and earnings forecasts.
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Distribution of Ratings:

Global Stock Ratings (as of 04/17/24)
Rating Coverage Universe IB Clients

# % %
Buy 613 66.13% 22.51%
Hold 138 14.89% 10.14%
Sell 12 1.29% 8.33%
Speculative Buy 156 16.83% 46.79%

927* 100.0%
*Total includes stocks that are Under Review

Canaccord Genuity Ratings System

BUY: The stock is expected to generate returns greater than 10% during the next 12 months.

HOLD: The stock is expected to generate returns from -10% to 10% during the next 12 months.

SELL: The stock is expected to generate returns less than -10% during the next 12 months.

NOT RATED: Canaccord Genuity does not provide research coverage of the relevant issuer.

Given the inherent volatility of some stocks under coverage, price targets for some stocks may imply target returns that vary
temporarily from the ratings criteria above.

*As of January 1, 2024, the Ratings History Chart will reflect the new Canaccord Genuity Ratings System as defined above.

Risk Qualifier

SPECULATIVE: The stock bears significantly above-average risk and volatility. 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)

Canaccord Genuity or one or more of its affiliated companies intend to seek or expect to receive compensation for Investment
Banking services from Dropsuite Ltd in the next three months.

Dropsuite Ltd Rating History as of 04/17/2024

AUD0.50

AUD0.40

AUD0.30

AUD0.20

AUD0.10

AUD0.00
Jul 19Oct 19Jan 20Apr 20Jul 20Oct 20Jan 21Apr 21Jul 21Oct 21Jan 22Apr 22Jul 22Oct 22Jan 23Apr 23Jul 23Oct 23Jan 24Apr 24

I:B:AUD0.30
12/08/2021

B:AUD0.30
01/19/2022

B:AUD0.32
10/19/2022

B:AUD0.34
01/19/2023

B:AUD0.38
07/19/2023

B:AUD0.40
01/18/2024

Closing Price Price Target

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

Past performance

In line with Article 44(4)(b), MiFID II Delegated Regulation, we disclose price performance for the preceding five years or the
whole period for which the financial instrument has been offered or investment service provided where less than five years. Please
note price history refers to actual past performance, and that past performance is not a reliable indicator of future price and/or
performance.

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:
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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@cgf.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 LLC, Canaccord Genuity Limited,
Canaccord Genuity Corp., and Canaccord Genuity (Australia) Limited, an affiliated company that is 80%-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 LLC, 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.

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
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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
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