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WHO IS IIR? 

Independent Investment Research, “IIR”, is an independent investment research house based in Australia and the United States. IIR specialises in the analysis of high quality commissioned research for 
Brokers, Family Offices and Fund Managers. IIR distributes its research in Asia, United States and the Americas. IIR does not participate in any corporate or capital raising activity and therefore it does 
not have any inherent bias that may result from research that is linked to any corporate/ capital raising activity.

IIR was established in 2004 under Aegis Equities Research Group of companies to provide investment research to a select group of retail and wholesale clients. Since March 2010, IIR (the Aegis Equities 
business was sold to Morningstar) has operated independently from Aegis by former Aegis senior executives/shareholders to provide clients with unparalleled research that covers listed and unlisted 
managed investments, listed companies, structured products, and IPOs.
IIR takes great pride in the quality and independence of our analysis, underpinned by high caliber staff and a transparent, proven and rigorous research methodology.

INDEPENDENCE OF RESEARCH ANALYSTS

Research analysts are not directly supervised by personnel from other areas of the Firm whose interests or functions may conflict with those of the research analysts. The evaluation and appraisal of research 
analysts for purposes of career advancement, remuneration and promotion is structured so that non-research personnel do not exert inappropriate influence over analysts.

Supervision and reporting lines: Analysts who publish research reports are supervised by, and report to, Research Management. Research analysts do not report to, and are not supervised by, any sales 
personnel nor do they have dealings with Sales personnel

Evaluation and remuneration: The remuneration of research analysts is determined on the basis of a number of factors, including quality, accuracy and value of research, productivity, experience, individual 
reputation, and evaluations by investor clients. 

INDEPENDENCE – ACTIVITIES OF ANALYSTS

IIR restricts research analysts from performing roles that could prejudice, or appear to prejudice, the independence of their research.

Pitches: Research analysts are not permitted to participate in sales pitches for corporate mandates on behalf of a Broker and are not permitted to prepare or review materials for those pitches. Pitch materials 
by investor clients may not contain the promise of research coverage by IIR.

No promotion of issuers’ transactions: Research analysts may not be involved in promotional or marketing activities of an issuer of a relevant investment that would reasonably be construed as representing 
the issuer. For this reason, analysts are not permitted to attend “road show” presentations by issuers that are corporate clients of the Firm relating to offerings of securities or any other investment banking 
transaction from that our clients may undertake from time to time. Analysts may, however, observe road shows remotely, without asking questions, by video link or telephone in order to help ensure that they 
have access to the same information as their investor clients. 

Widely-attended conferences: Analysts are permitted to attend and speak at widely-attended conferences at which our firm has been invited to present our views. These widely-attended conferences may 
include investor presentations by corporate clients of the Firm.

Other permitted activities: Analysts may be consulted by Firm sales personnel on matters such as market and industry trends, conditions and developments and the structuring, pricing and expected market 
reception of securities offerings or other market operations. Analysts may also carry out preliminary due diligence and vetting of issuers that may be prospective research clients of ours.

INDUCEMENTS AND INAPPROPRIATE INFLUENCES

IIR prohibits research analysts from soliciting or receiving any inducement in respect of their publication of research and restricts certain communications between research analysts and personnel from other 
business areas within the Firm including management, which might be perceived to result in inappropriate influence on analysts’ views.

Remuneration and other benefits: IIR procedures prohibit analysts from accepting any remuneration or other benefit from an issuer or any other party in respect of the publication of research and from offering 
or accepting any inducement (including the selective disclosure by an issuer of material information not generally available) for the publication of favourable research. These restrictions do not preclude the 
acceptance of reasonable hospitality in accordance with the Firm’s general policies on entertainment, gifts and corporate hospitality. 

DISCLAIMER

This publication has been prepared by Independent Investment Research (Aust) Pty Limited trading as Independent Investment Research (“IIR”) (ABN 11 152 172 079), an corporate authorised representative of 
Australian Financial Services Licensee (AFSL no. 410381. IIR has been commissioned to prepare this independent research report (the “Report”) and will receive fees for its preparation. Each company specified 
in the Report (the “Participants”) has provided IIR with information about its current activities. While the information contained in this publication has been prepared with all reasonable care from sources that IIR 
believes are reliable, no responsibility or liability is accepted by IIR for any errors, omissions or misstatements however caused. In the event that updated or additional information is issued by the “Participants”, 
subsequent to this publication, IIR is under no obligation to provide further research unless commissioned to do so. Any opinions, forecasts or recommendations reflects the judgment and assumptions of IIR as 
at the date of publication and may change without notice. IIR and each Participant in the Report, their officers, agents and employees exclude all liability whatsoever, in negligence or otherwise, for any loss 
or damage relating to this document to the full extent permitted by law. This publication is not and should not be construed as, an offer to sell or the solicitation of an offer to purchase or subscribe for any 
investment. Any opinion contained in the Report is unsolicited general information only. Neither IIR nor the Participants are aware that any recipient intends to rely on this Report or of the manner in which a 
recipient intends to use it. In preparing our information, it is not possible to take into consideration the investment objectives, financial situation or particular needs of any individual recipient. Investors should 
obtain individual financial advice from their investment advisor to determine whether opinions or recommendations (if any) contained in this publication are appropriate to their investment objectives, financial 
situation or particular needs before acting on such opinions or recommendations. This report is intended for the residents of Australia. It is not intended for any person(s) who is resident of any other country. This 
document does not constitute an offer of services in jurisdictions where IIR or its affiliates do not have the necessary licenses. IIR and/or the Participant, their officers, employees or its related bodies corporate 
may, from time to time hold positions in any securities included in this Report and may buy or sell such securities or engage in other transactions involving such securities. IIR and the Participant, their directors 
and associates declare that from time to time they may hold interests in and/or earn brokerage, fees or other benefits from the securities mentioned in this publication. 

IIR, its officers, employees and its related bodies corporate have not and will not receive, whether directly or indirectly, any commission, fee, benefit or advantage, whether pecuniary or otherwise in connection 
with making any statements and/or recommendation (if any), contained in this Report. IIR discloses that from time to time it or its officers, employees and related bodies corporate may have an interest in the 
securities, directly or indirectly, which are the subject of these statements and/or recommendations (if any) and may buy or sell securities in the companies mentioned in this publication; may affect transactions 
which may not be consistent with the statements and/or recommendations (if any) in this publication; may have directorships in the companies mentioned in this publication; and/or may perform paid services 
for the companies that are the subject of such statements and/or recommendations (if any).

However, under no circumstances has IIR been influenced, either directly or indirectly, in making any statements and/or recommendations (if any) contained in this Report. The information contained in this 
publication must be read in conjunction with the Legal Notice that can be located at http://www.independentresearch.com.au/Public/Disclaimer.aspx.

THIS IS A COMMISSIONED RESEARCH REPORT.

The research process includes the following protocols to ensure independence is maintained at all times:

1) The research process has complete editorial independence from the company and this included in the contract with the company;

2) Our analyst has independence from the firm’s management, as in, management/ sales team cannot influence the research in any way;

3) Our research does not provide a recommendation, in that, we do not provide a “Buy, Sell or Hold” on any stocks.  This is left to the Adviser who knows their client and the individual portfolio of the client.

4) Our research process for valuation is usually more conservative than what is adopted in Broking firms in general sense.  Our firm has a conservative bias on assumptions provided by management as 
compared to Broking firms.

5)  All research mandates are settled upfront so as to remove any influence on ultimate report conclusion;

6) All staff are not allowed to trade in any stock or accept stock options before, during and after (for a period of 6 weeks) the research process.

For more information regarding our services please refer to our website www.independentresearch.com.au.
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AHAlife Holdings Limited 

OVERVIEW

AHAlife Holdings, Inc. (ASX: AHL) was founded in September 2010, in Manhattan, New York 
and provides a curated online marketplace (www.AHAlife.com) that sells premium high-end 
home and design, accessories, and beauty products produced by independent designers 
and artisans. It is a specific market and one in which there is no other sizeable online 
marketplace at the moment. Since the development of its proprietary technology platform 
and subsequent commercial launch in early 2013, AHL has built a base of 2,800 independent 
brands and a registered engaged customer base of 380,000 members, as at August 2015. 
Absolute growth in these key metrics is accelerating rapidly as AHL increasingly benefits 
from the network effect (more buyers attract more sellers, and vice versa) and increasing 
word of mouth / viral marketing. Having invested much of its initial funding over the last 
several years into developing a unique, highly scalable technology platform, the strategic 
focus following its ASX capital raising is to aggressively drive customer growth to cement its 
first mover advantage. Further, there is a very real possibility that AHL will engage in a, or a 
number, of strategic alliances over the next 6-12 months that may generate a step change in 
customer scale. Ultimately AHL’s appeal is a first move advantage, a high sales margin, and a 
scable technology platform overseen by an experienced and balanced management team and 
some very ‘smart money’ that has invested in AHL which speaks well to its prospects

KEY POINTS

First mover advantage – AHL has a base of 2,800 brands and 380,000 engaged members. 
It took considerable time and effort to establish a critical mass of brands, with AHL using 
a network of curators and employing a variety of deals. If AHL can continue to rapidly build 
customer and brand scale it may cement a first mover advantage. History shows it is very 
difficult to dislodge a company with a first mover advantage from a leadership position.

Attractive target market – AHL targets an unfulfilled market with a growing consumer 
demand and increasing number of designers / brands. Being in the luxury personal goods 
segment it is also a market that affords very high sales margins to retailers.

Attractive business model – AHL has a high margin business based on its 50% product 
transaction margin, a scalable technology platform and an inventory-less and self-service 
operating model. Little in the way of additional costs are incurred from incremental net sales.

Strategic Alliances – Due to the quality of AHL’s technology platform and the depth and 
quality of products through its brands, there is a very real prospect of forming strategic 
alliances which would allow for a step change in customer numbers, products, and revenues. 
Given AHL’s business model, such alliances could be implemented with little in the way of 
incremental costs and without the use of capital.

Strategic Investors – AHL has a very impressive list of strategic investors that include high 
profile ecommerce, retail, and fashion figures, a number of highly successful investors in 
early stage online businesses as well as Japan’s largest ecommerce company (Rakuten 
A$27bn market cap as at the date of this report) and China’s leading online discount retailer 
of brands (VIP Shop A$16bn market cap). 

VALUATION

By its very nature there is a high degree of uncertainty around AHL’s growth trajectory, path 
to profitability and appropriate valuation multiples. On account of this we believe we have 
erred on the conservative side in generating a base case valuation of $0.86 per share, as of 
September 2015. The key catalyst for a potential re-rating is customer growth, which may 
occur through one or a combination of organic growth, acquisition and alliances. Customer 
growth numbers will be the key watch point for the stock over the next 12-month period, 
providing greater visibility of AHL’s longer term potential. 

The  investment opinion in this report is current as 
at the date of publication. Investors and advisers 
should be aware that over time the circumstances 
of the company may change which may affect our 
investment opinion.
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SWOT ANALYSIS

STRENGTH

 � A first mover advantage in its target market and one in which its has established 
customer and brand scale. Continued strong customer growth may cement its first 
mover advantage before a competing offering potentially enters the market. 

 � A powerful business model based on a high 50% product transaction margin, a scalable 
technology platform and no inventory. It is predominantly a fixed operating cost model in 
which incremental net revenues will largely drop through to the operating profit line;

 � A well balanced managerial and executive team with Mike Hill, Stuart Halls, and Mike 
Everett bringing the investment, strategic and financial know-how to complement the co-
founders industry knowledge, entreprenuerial flair and tech savviness (Mr Devand);

 � An impressive list of strategic investors that include high profile ecommerce, retail, and 
fashion figures as well as Japan’s largest ecommerce company (Rakuten) and China’s 
leading online discount retailer of brands (VIP Shop). 

 � A technology platform built for global scale and supported by a consumer data analytics 
layer. Based on the strength and uniqueness of its technology AHL has previously 
licensed the platform to NBC and Condé Nast through an open tender process. 

 � Strong alignment of interest, with key members of management collectively owning 
around 20% of shares on issue.

WEAKNESS

 � While companies with a first mover advantage are in a strong competitive position 
success always attracts competition. This was evident with Etsy, a similar style of 
business to AHL, whose success attracted the likes of Amazon and others. 

 � While management and the executive collectively create a strong team, the reality is 
that the co-founders are untested in creating a successful, profitable business. There is 
material management execution risk.

 � AHL has a history of operating losses. AHL needs to scale up its active customer base 
and to do so relatively quickly to, one, achieve profitability and, two, cement its first 
mover advantage and a strong, sustainable competitive advantage. 

OPPORTUNITIES

 � Due to the quality of AHL’s technology platform and the depth and quality of products the 
ability for AHL to do strategic alliances that allow for a step change in customer numbers, 
products, and revenues is very real. Given its business model any such alliance could be 
implemented with little in incremental costs. 

 � The possible launch of mobile and gifting applications over the next 12 months may 
generate additional revenues. The online gifting market is undeveloped globally and AHL 
is in a strong position to enter the space. 

 � The US continues to be a major growth opportunity for AHL but there is also significant 
opportunity to create a successful global luxury goods marketplace. JVs could prove 
important catalysts in potentially doing so. 

THREATS

 � Whilst AHL has experienced significant revenue growth since inception in 2010, it has 
incurred net losses every year and has yet to turn an operating profit. There is a risk that 
AHL may not achieve profitability in the future.

 � Whilst AHL believes that it has a competitive edge by focusing on curated luxury lifestyle 
products, AHL may end up competing with other retailers in the luxury market. Many of 
these competitors will have longer operating histories, greater resources, better name 
recognition and more customers than AHL.
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OVERVIEW

AHAlife Holdings, Inc. (AHAlife) was founded in September 2010, in Manhattan, New York. 
Through www.AHAlife.com and associated websites it provides a curated online marketplace 
that sells premium high-end home and design, accessories, and beauty products produced 
by independent designers and artisans. Importantly, it does not sell apparel. 

The genesis of the business stemmed from co-founder Shauna Mei’s experience at Goldman 
Sachs, where she was involved in the sale of the Neiman Marcus luxury retail group, and 
subsequent direct experience in luxury retail. Shauna formed the view that the luxury 
personal goods sector was ripe for an online market place and that one focusing on the sub-
segments above represented an attractive business opportunity. 

Specifically, it was an unfilled market, with no existing online marketplace targeting the 
independent luxury sub-segments, with the luxury sector having been very slow to move 
online due to a range of vested interests. 

Furthermore, there was a growing and unfulfilled demand for independent premium 
end products. From an independent brand/designer perspective, a sector specific online 
marketplace could provide an invaluable traffic aggregation and brand discovery function for 
businesses that, generally due to a lack of brand recognition, would struggle to achieve the 
latter irrespective of whether they had an online presence or not. 

Finally, the business model was attractive. Unlike the apparel segment, the home and 
design, accessories, and beauty products sub-segments are not subject to the inventory 
management and high return rates that adversely impact margins of the online apparel 
segment. Furthermore, the luxury personal goods market permits a high to very high retail 
margin (department stores generally take between 50-70%) which, when combined with a 
scalable technology platform, generates a high operating margin business. A scalable and 
largely self-servicing technology platform was seen as a critical element.  

AHAlife’s initial and subsequent development was supported by a network of investors and 
advisers. These included major online retail players, specifically Rakuten and VIP Shop, US 
based venture capital firms DCM and FirstMark Capital and a number of investors with a 
very strong track-record in early stage technology companies. In short, a lot of ‘smart money’ 
has been invested in AHAlife. Prior to the ASX listing, AHL had received a total of US$23M 
(A$32M) in funding, the majority of which was deployed in building a scalable, adaptable and 
unique technology platform.

Since the development of its proprietary technology platform and subsequent commercial 
launch in early 2013, AHL has built a base of 2,800 independent brands and a registered 
engaged customer base of 380,000 members, as at August 2015. Both metrics are growing 
strongly and, in absolute terms, growth is accelerating significantly. In our view, the so-called 
network effect has been activated with AHAlife increasingly benefitting from the virtuous 
cycle of more sellers, more buyers, and vice versa and word of mouth / viral marketing.  

From a business model perspective, AHL generates revenue from product sales to new 
and returning customers based on a fixed 50% of sales agreement with product sellers. In  
the December 2014 quarter, and assuming an AUD/USD exchange rate that approximates 
spot rates at the date of this report of 0.72, AHAlife generated revenues of approximately 
A$1.67M based on approximately 6,500 separate orders. Average order value of new and 
returning customers is in the vicinity of A$250 such that AHL is earning approximately 
A$125 per transaction. This is significantly higher than the likes of eBay, Amazon, or Etsy. In 
short, AHL can achieve profitability on significantly less orders than all three (AHL expects 
breakeven to be around A$28M in revenues). 

To date, the United States has been the core market, accounting for more than 92% of sales 
and with the bulk of the remainder from Canada. However, the nature of the marketplace 
represents a global opportunity for expansion. 

AHL has established a high operating margin business based on a 50% product transaction 
margin and an inventory-less and self-service operating model in which little additional costs 
are incurred from incremental sales. AHL oversees delivery and directly manages customer 
support and product returns, all of which are important touch points in customer service and, 
hence essential in building customer loyalty and growing return sales.

The ASX listing has provided AHL with the financial resources to pursue its strategic agenda. 
Given that the major IT spend on the platform is complete, the focus moving forward will be 
to stimulate and drive customer growth and sales to cement its first mover advantage. 
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MARKET OVERVIEW

AHL is operating in a high growth market and sub-marrkets and is well placed in terms of 
relative growth rates and consumer preferences and trends. 

According to a Bain & Company industry report, the online luxury personal goods sector has 
grown at 28% per year between 2009 and 2014 to €12B (A$19.4B) (approximately 5% of the 
total €223B (A$360B) luxury personal goods market). The growth is being driven by luxury 
brands increasingly seeing the value of selling online and consumers increasingly accepting 
and, in many cases, prefering it as a  way of buying. 

AHAlife’s brands are focused on the faster growing segments of the luxury personal goods 
online market. According to Bain & Company, the two fastest growing segments were 
accessories, worth €65B ($A105B) and growing at 12% per annum and hard luxury (such 
as watches and jewellery), worth €49B ($A79B) and growing at 11% per annum. This is in 
contrast to the relatively flat growth in the apparel segment, which AHL has very intentionally 
avoided.  

Within the online channel, luxury customers are increasingly turning to multibrand websites, 
such as AHAlife, where they can compare products and prices, research products and 
browse and shop from numerous merchants in one location. Multibrand websites are 
preferred by online customers and represent 65% of all online sales.
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With respect to the online marketplace sector, successful online marketplaces are those that 
are able to attract a critical mass of buyers and sellers and, in doing so, deliver a network 
effect. These businesses can develop attractive business models, generating a previously 
unachieveable level scale on what can be a largely fixed operating cost model. They are a 
businesses that can potentially be characterised by high to very high operating margins. 

Examples of publicly traded companies that have developed successful online marketplaces 
include eBay Inc, Alibaba Group, Rakuten Inc, Shutterstock and Etsy. Etsy provides a good 
proof of concept for the AHAlife model in that it illustrates that an online marketplace that 
focuses on independent producers can be highly successful in building customer and seller 
scale. 

The AHAlife marketplace or business model does have some interesting differences to 
a number of the above which highlight the potential appeal of the business if, and this is 
critical, it can build customer scale. Both eBay and Etsy charge an approximate 10.0% to 
3.5% fee on every transaction. The level arguably grossly undervalues their services as it 
is akin to a credit card processing fee and does not fully reflect the value both provide as 
very significant traffic aggregators and product discovery websites. Etsy has an average 
transaction value of A$35, so the company is earning slightly less than a dollar on every 
transaction. 

Contrast this to AHL which takes a 50% product transaction margin (it can do so by virtue of 
operating in the luxury personal goods segment) and has an average order size in the vicinity 
of A$250. AHL therefore earns an average of around A$125 per transaction. 
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BUSINESS MODEL

AHL has created a high operating margin business model on account of a high fixed margin 
on sales and a largely fixed operating cost model. The latter has been made possible on 
account of its scalable technology platform in which the bulk of the transaction process has 
been automated. 

AHL generates revenue from sales of products to new customers and returning customers 
from the websites AHAlife.com and AHAnoir.com. AHL has agreements in place with brands 
whereby they agree to pay a fixed 50% retail margin for all products sold on its websites.  

For the 2014 calendar year, first time customers spent an average A$228 per purchase while 
average order value for returning customers is A$272. Returning customers purchased 6 
times a year, equating to over A$1,600 per year. These customers potentially have a very 
significant lifetime value. With an overall average order size of A$250, AHL is generating 
gross product margins of approximately A$125 per transaction.

AHL adopted an inventory-less model from inception, eliminating the need to purchase 
product inventory or outlay capital upfront. It is also a self-service model, where brands 
manage their own product catalogues and product prices via an individually customised 
storefront set up using AHL’s platform. Both features permit the business to be scaled with 
minimal operating cost

Products purchased by consumers on the AHAlife sites are fulfilled by individual brands via 
a dropship model enabled through the platform. AHL pays freight costs for US orders, while 
in the current model the customer reimburses AHL for international freight. Freight costs 
represents about 7% of gross sales revenues (approximately A$17 per item), a percentage 
amount that is relatively low on account of the high average order size. 

AHL manages any customer returns directly as well as the customer care process. Both 
are important aspects in building customer loyalty and increasing the percentage of return 
customers. Given the non-apparel product focus, the return rate is low at approximately 3.5% 
of sales, significantly below internets industry averages of 15% and substantially below the 
30-50% rates that characterise the online apparel market. AHL bears the cost of any site-
wide marketing offers to encourage orders, so the brand receives full price for their products. 

AHL targets and acquires new users through the use of paid and unpaid channels and has 
various means by which to stimulate activity on its platform. Unpaid marketing is generated 
through email marketing to existing customers in order to drive retention. Unpaid marketing 
channels include direct, email, Search Engine Optimisation (SEO), refer a friend, and social 
media. Paid marketing channels include, but are not limited to, Search Engine Marketing 
(SEM), affiliate marketing, social media, and retargeting. 

Notwithstanding the above, much of AHL’s customer and brand growth has occured 
organically, with AHL to date directing the bulk of its expenditure to develop its technology 
platform. This is a compelling point given there will be a significant strategic and expenditure 
focus on marketing moving forward. Customer growth may increase significantly. 

AHL will provide incentive deals and offers at times. For example, a first time customer 
discounts of up to 15 to 20%. The associated costs represent approximately 13%  of gross 
sales but the amount is variable depending on how aggressive AHL wants to be. The fact that 
margins are so high provides the flexibility to do such offers.

In addition to its in-house team, many of AHAlife’s brands and products are curated by over 
70 curators, including some of the world’s leading designers and style icons who have 
agreed to be associated with the company. The curator network is free to AHL, with curators 
receiving free press in which reference is generally made to the curator’s particular product 
or service. 
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PRODUCT SELLERS

In its early days, AHL faced the same chicken and egg problem any relatively new marketplace 
confronts - how to attract sellers without a critical mass of buyers, and vice versa. 

AHL’s solution was quite ingenious. It decided it would start by building its base of brands. 
It did this by establishing a curator network of 70 established tastemakers who, via AHAlife, 
recommended particular premium, independent brand products. The response from these 
independent and largely unknown brands was predictably positive given the value of being 
endorsed by respected tastemakers. Over time it became increasingly easy for AHL to attract 
brands that were attracted to this model to get attention and it began to build a critical mass 
in a relatively short period. This, in turn, led to the growth of a sizeable customer base.

Today, over a two and a half year period, AHL has built a base of 2,800 independent brands 
selling an array of premium products, including home and design (40% of total 2014 calendar 
year sales), accessories (20%), beauty (15%), followed by dining, technology and other (see 
chart below).

With the network effect activated, attracting brands organically is no longer a challenge, 
with AHL receiving around 100 applications per week. These applications are subject to an 
in-house curator review, with the higher quality product offerings accepted. This leads to AHL 
launching about 15-20 new brands per week which, when combined with the non seasonal 
aspect of the products sold, gives consumers a reason to come back to the site on a regular 
basis. This is in contrast to a department store which may only substantially change apparel 
inventory with the change of seasons in spring and autumn.  

AHAlife Product Categories (CY14)

40%

20%

15%

10%

10%
5%

Home & Design Accessories Beauty Dining Tech Other

The Appeal of AHAlife for Brands

The AHAlife marketplace attracts and supports brands a number of ways.

 � Brand centric model. AHAlife’s marketplace platform is easy to use, permitting sellers 
to spend more time focusing on creating products and building their brand story. Unlike 
in a department store, where the brand is largely reliant upon a store sales person and 
packaging, a brand has greater opportunity to shape customer interaction and perception.  

 � Curator network. In addition to AHL’s in-house team, many of its brands and products 
are curated by over 70 curators. Curators range from leading industry insiders, such 
as Deepak Chopra, Fern Mallis and Carmindy, to passionate bloggers and publications. 
Curators are tasked with recommending current trends and product offerings to ensure 
that products offered on the site are in demand and unique. 

 � Logistics and customer service. AHL provides an end-to-end solution. Customers 
place product orders on the AHAlife.com website using an online order processing and 
payment system. The brand is sent an automatic email with a purchase order, packing 
slip and pre-paid shipping label, which the brand prints. The brand prepares their products 
for shipping using their own packaging materials plus the AHAlife packing slip and pre-
paid shipping label and drops the package for delivery. 
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CUSTOMERS

AHL has built its active customer based to approximately 380,000 as at August 2015 over a 
relatively short two year period. From a customer perspective, AHAlife provides:

 � A unique one stop shop in which to discover, interact and purchase a wide range of 
independent premium branded products and, by our understanding, is the only such 
online marketplace for such products. 

 � Convenience. Consumers increasingly prefer to purchase non-fit oriented products online 
in a mult-brand environment.

 � No retailers. The AHAlife platform allows consumers to follow, purchase and interact 
directly with AHAlife brands.

 � Quality and trust. The process ensures that products come directly from the creator, 
which helps maintain quality of product and generates trust in the consumer.

In 2014, AHL focused on improving customer retention and overall lifetime value, resulting in 
an increase of repeat customers from 24% to 49% of booked sales in the 1QCY15 period. 

Management attribute the strong growth in repeat customers partly to positive customer 
experience. As of May 2015, AHL’s Net Promoter Score, which calculates customer advocacy 
(word of mouth factor) was 69 indicating customers are likely to recommend AHAlife due to 
positive experiences. This score is high compared to similar marketplaces (for eg, Amazon 
64). 

Repeat Customers vs. First Time Customers

5%

23% 28%
35%

41%
47% 48%

95%

77% 72%
65%

59%
53% 52%

3Q13 4Q13 1Q14 2Q14 3Q14 4Q14 1Q15 to date

Returning Customers New Customers

The economics of repeat customers are attractive. On AHAlife, repeat customers are 
purchasing an average six times per year, equating to slightly over a A$1,600, and potentially 
represent a very attractive source of annuity income. This is high by industry standards, with 
repeat customers generally purchasing 2-3 times per year, and may partly reflect the uniquie 
and diversified range of products available on the site. High retention rates are important in 
reducing the cost of customer acquisition.

GROWTH STRATEGY

With its technology platform complete and having just raised capital through the ASX listing, 
AHL plans to pursue the following strategic initiatives:

 � Aggressively drive customer scale by expanding marketing efforts. It is essential to its 
longer term success that AHL builds customer scale significantly and rapidly to cement its 
first mover advantage before a comparable service emerges. Once an online marketplace 
establishes itself as a leader with critical scale and a strong network effect it is very hard 
to displace that marketplace from a leadership position.
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 � Joint ventures are a distinct possibiltiy and could provide a step change in customer 
numbers and do so with little in the way of incremental costs given the scalable 
technology platform. We note that two of AHL’s strategic investors, Rakuten and VIP 
Shop (market capitalisation of A$27bn and A$16bn respectively), are very significant 
online retailers in their respective Asian markets as well as in a global context (Rakuten 
ranks among the top three eCommerce companies in the world and the largest in Japan).

 � AHL will consider acquiring online companies around the world that have the right 
target audience and customer base but may not have developed or aren’t using the 
right technology platform. Moving these companies onto AHL’s platform would expand 
its reach and increase potential customer audience. We understand AHL is currently 
assessing a number of potential acquisitions.

 � AHL plans on launching a mobile and gifting application over the next 12 months 
to provide potential additional revenue opportunities. The online gifting market is 
undeveloped globally and AHL is in a strong position to enter the space. The app, which 
would be connected to the AHAlife website, would remind users of key dates throughout 
the year (birthdays, anniversaries, etc). If successful, the revenue stream would help to 
smooth out seasonality associated with the 4Q Christmas period. AHL may not need 
to market it aggressively given an existing database of 380,000 members currently. 
If, for example, AHL was to get  50,000 users (15% of existing members) giving gifts 
potentially 3 to 4 times a year on an average value of say A$140 this would equate to 
A$28m of revenue. 

 � AHL may launch and grow targeted brands such as AHAnoir, which will allow AHL to 
target market segments. AHA Noir is a premium curated adult product site. The adult 
product industry is a large opportunity and has a heavily online orientation. Amazon.
com is the largest seller in the space but the higher end of the market essentially has no 
distribution channel at the moment.

 � Global expansion as the majority of AHL’s current revenue is derived from the United 
States. In 2014, 8% of AHL’s sales involved consumers from outside of the United 
States. The US continues to be a major growth opportunity but there is also significant 
opportunity to create a successful global luxury goods marketplace. To date, AHL has not 
focused on building out its international business.

COMPETITIVE ENVIRONMENT

According to management, there is currently no other comparable online marketplace, or at 
least one of scale, that targets the luxury personal goods produced by independent brands 
in the home and design, accessories and beauty segments. AHL therefore has a competitive 
edge in the form a first mover advantage and the quicker it can grow both customer and 
brand scale the greater this advantage. 

However, online retail market industries are characterised by rapidly changing technology, 
new service and product offerings, evolving consumer demands and the entrance of new 
players. We see the key risk as the latter, specifically an existing online marketplace provider 
with greater resources, better name recognition and more customers targeting the same 
product segment. Etsy experienced this when Amazon and several other players moved into 
its product segment space. 

At this point however, we believe AHL has a number of competitive advantages in its 
segment of the market, including;

 � First mover advantage. AHL has a base of 2,800 brands and 380,000 engaged members. 
It took considerable time and effort to establish a critical mass of brands, with AHL 
using a network of curators and employing a variety of deals. Online market places have 
a prolonged activation period. If AHL can continue to rapidly build customer and brand 
scale it may cement a first mover advantage. 

 � Development lead times and costs. There is substantial development and expense 
required to develop an effective technology platform. AHL has spent the bulk of the 
US$23M (A$32M) of private equity capital and over four years to develop a scalable, 
enterprise platform that permits a largely fixed operating cost business model.

 � Strategic partners. Rakuten and VIP Shop present a very really posibility of forming JVs 
to enter their respective markets and permit a step change in customer scale. 
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 � AHL has a strong, innovative technology which enables consumer discovery with a 
personalised experience based on editorial and algorithms, and provides sellers/brands 
with the tools and services to reach a global consumer base. 

 � Experienced board of advisors of industry experts and business veterans including 
experts across retail, technology, media, e-commerce and branding who are actively 
involved in assisting AHL.

 � A global network of curators, who recommend current trends and product offerings, and 
ensure that the products offered suit customers’ needs. The curation process ensures 
that products come directly from the creator and helps maintain quality and trust in the 
consumer.

BOARD, MANAGEMENT & ADVISORY BOARD

With the addition of Mike Hill, Stuart Halls, and Mike Everett AHL now has a very 
experienced and complimentary team. 

Shauna Mei brings entrepreneurial flair and a rare mix of luxury industry experience and the 
ability to see the industry from a business, investment, and strategic perspective.

Sachin Devand’s technology background has enabled AHL to develop a critical element in 
establishing a highly attractive business model. The platform is not only scalable but also 
enables through data mining features AHL to build its repeat customer base. The strength 
of the platform has been independently validated, with NBC and Condé Nast selecting it 
through an open tender process. 

Mike Hill, Stuart Halls, and Mike Everett bring a depth of investment, strategic advisory, 
financial and general management experience. Together they should be instrumental in the 
direction of AHL’s strategy and its execution and will ensure financial discipline.

 � Shauna Mei, Founder, CEO and Executive Director. Prior to launching AHAlife, Shauna 
worked in both private equity and investment banking at Goldman Sachs. At Goldman 
Sachs she was involved in the sale of the Neiman Marcus group, an experience that led 
her to identify the market opportunities in moving luxury personal goods to an online 
marketplace. Subsequently, Shauna served as COO of Casall, a Swedish active wear 
company and co-founded the Aronsson Group, a luxury fashion investment and  advisory 
firm. Shauna is an MIT alumnus in Computer Science, Electrical Engineering, and AI.

 � Sachin Devand, Co-founder, President and CTO, Executive Director. Sachin has been 
responsible for building AHL’s marketplace platform. Sachin has extensive experience 
in building scalable, enterprise class global business systems as well as data science, 
personalisation and big data that are applied at the core of AHL’s platform to build the 
repeat customer base and drive repeat orders, amongst other factors. For eight years 
prior to AHL, Sachin worked in the digital advertising space where he was responsible for 
building machine learning algorithms and running performance based digital campaigns, 
as VP of Advertising Services, for Fortune 500 companies. This experience is quite 
critical for AHL’s growth planning and strategy. Sachin is an Indian Institute of Technology 
alumnus in Computer Science.

 � Mike Hill, Non-Executive Chairman. Mike has more than twenty years experience 
working on corporate and private equity transactions in Australia and the UK. He is a 
former partner of Ernst & Young in their M&A team and in 2003 joined Ironbridge Capital. 
Mike has experience across numerous industries where he has served on company 
boards, including technology, retail, and media, amongst others. Mike will work closely 
with the founders and management to execute AHL’s strategic growth objectives.

 � Stuart Halls, CFO. Stuart has 18 years’ experience in senior finance roles. Stuart 
previously also was at Ironbridge Capital where he worked across many of the portfolio 
companies to advise on due diligence, growth strategies and the eventual exit of several 
businesses. Stuart recently spent a number of years as CFO of Recreational Tourism 
Group where he delivered a successful turnaround and sale in April 2015. 

 � Mike Everett, Non-Executive Director. Mike has more than 25 years of captial markets 
and advisory experience. He retired from Goldman Sachs in 2013 after 11 years where 
he was a Managing Director and Co-head of the Financing Group within the Investment 
Banking Division in Australia. Prior to that he worked internationally for a large investment 
bank and has broad experience across the securities industry. 
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AHL also has a very impressive list of advisers and investors that speak well to its prospects. 
Strategic investors include Rakuten (largest e-commerce company in Japan) and VIP Shop 
(China’s leading online discount retailer for brands). Advisory board investors include Steve 
Sadove (former CEO Saks Fifth Avenue), Renaud Dutriel (former chairman LVMH) and early 
stage investor in Twitter, Instagram and Snap Chat Jon Teo. 

FINANCIAL FORECASTS

AHL is in the earlier stages of its development and has somewhat of a pioneer business 
model (an online marketplace in the segments and brands it targets is largely untested). By 
virtue of this, there is a high degree of uncertainty around its future growth trajectory.

Furthermore, the co-founders are largely untested in terms of successfully bringing a 
business to fruition. While Mike Hill, Stuart Halls, and Mike Everett significantly strengthen 
the team as a whole and bring requisite skills and experience the co-founders don’t have the 
fact remains that there is both high managment and strategic execution risk with AHL.

Investors should bear this uncertainty in mind in relation to financial forecasts, appropriate 
valuation multiples, and trajectory to profitability. It may well be that until the market starts 
to see a number of data points on customer and sales growth that provide firm evidence 
of a path to profitability AHL may be a volatile stock and subject to the vagaries of investor 
sentiment. 

Our financial forecasts and key assumptions that underpin those forecasts are detailed 
below. We have attempted to err on the conservative side with all key earnings drivers. We 
note:

 � AHL has incurred net losses every year and has yet to turn an operating profit. In the 
CY14 period AHL recorded a normalised EBIT loss of approximately A$7.73M on gross 
revenues of A$4.4M. Management expect AHL’s breakeven point to be around A$28M in 
revenues given the cost base. Once AHL hits breakeven we would expect solid growth in 
operating profits given the scalable technology platform and the likelihood that the cost 
of customer acquisition may well decline over time as the forces of viral marketing and 
the network effect increase.

 � AHL has experienced significant growth in revenues and related key metrics since 
inception in 2010. In absolute terms, revenue, registered customer and brands are 
accelerating as AHL benefits from a network effect and viral marketing. It is instructive 
to note that to date customer growth has occurred largely organically, with funding prior 
to the ASX listing largely invested to build its technology platform. The shift in focus 
to customer acquisition, with a sizeable amount of the money from the ASX capital 
raising (net A$17.5m) to be directed to marketing initiatives, may lead to a significant 
acceleration in customer growth. 

 � Customer growth numbers will be a function of continued organic growth and 
marketing initiatives and spend. With respect to the latter, the financial forecasts adopt 
a conservative cost per customer acquisition forecast of A$85. This compares to peers 
that typically have a cost per acquisition in the A$16 range. While in the past AHL’s actual 
figure has been at the A$160 level (AHL’s high gross margin permits a higher cost of 
acquisition) there is an expectation internally the actual figure will rapidly decline to a 
level well below this. The use of a lower cost of acquisition assumption would in turn 
generate materially higher customer growth forecasts and, hence revenue numbers.

 � Presently repeat customers are transacting six times a year, spending on average slightly 
over A$1,600. The model assumes three orders per year. While the actual number 
may decline as it expands and diversifies its customer base we believe this to be a 
conservative assumption. 

 � On the cost side, we have assumed order delivery to remain constant at 7% of net 
revenues while incentives and offers costs to slowly decline as customer scale and 
viral marketing increase. One of the major appeals of the AHL business model is that 
customer scale can be ramped up significantly without the need for a material increase 
in operating costs. We believe our cost assumptions are consistent with its largely fixed 
operating cost character.  

 � The model takes no account of the upside that may come from its strategic initiatives 
such as potential acquisitions and JVs.  
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 � Earnings are subject to foreign exchange risk. We have assumed an exchange that 
approximates current spot rates at 0.72. 
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The key earnings assumptions are detailed below. The forecasts are based on a 31 December 
financial year and are in Australian dollars. 

Key Assumptions 31 December FY ($A ‘000)

Key Metric FY14A 2015F 2016F 2017F 2018F

REVENUES:

Registered Users 251,000 451,000 584,333 767,667 1,001,000

% Active to Registered 84% 72% 75% 75% 75%

Active Users 210,000 325,000 438,250 575,750 750,750

Avg Order per Returning User 6 3 3 3 3

Average Order Value 264 250 250 250 250

Number of Brands on AHAlife 2000 2500 3500 4500 6000

COSTS:

Incentives and Offers 16% 13% 9% 9% 9%

Order Fulfilment Costs 7% 7% 7% 7% 7%

Total Other Expense Growth n/a -4.1% 9.1% 4.2% 4.0%

AUD/USD Exchange Rate n/a 0.72 0.72 0.72 0.72

The single most critical assumption, and the one subject to the greatest uncertainty, is 
registered users. There is of course uncertainty regarding other key drivers but in relation to 
these we believe we have erred on the conservative side. For example, orders per repeat 
customer of three versus historic actual of six. 

We are assuming an additional 200,000 registered users in the current 2015 calendar year 
increasing to an additional approximate 230,000 by the 2018 calendar year. The growth is 
based on: the continuation of accelerating organic growth, increasing impact of the network 
effect, and increased marketing spend. The forecasts do not take into account the possible 
JVs and acquisitions. Both could lead to a real step change in customer numbers. 

Moving forward, the critical data points to watch are the customer growth numbers. This will 
provide a clearer picture of AHL’s path to profitability and overall growth trajectory. 

We are assuming AHL achieves profitability in the FY17 period. We note internally the 
expectation is AHL’s breakeven point is gross revenues of A$28M. This may underpin our 
view that we have erred on the conservative side with AHL’s operating cost forecasts.  
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Profit & Loss Forecast (A$ ‘000)

CY14A 2015F 2016F 2017F 2018F

Gross Revenue $4,394 $8,125 $20,956 $38,447 $58,146

Incentives & Offers -$686 -$1,056 -$1,886 -$3,460 -$5,233

Product Costs (to Brands) -$1,876 -$4,063 -$10,478 -$19,223 -$29,073

Gross Profit $1,831 $3,006 $8,592 $15,763 $23,840

Gross Margin 42% 37%1 41% 41% 41%

Employee Costs $4,998 $5,042 $5,500 $5,729 $5,958

Marketing Costs $1,056 $1,467 $1,600 $1,667 $1,733

Technology $1,131 $642 $700 $729 $758

General & Admin $2,379 $2,017 $2,200 $2,292 $2,383

Total Expenses $9,563 $9,167 $10,000 $10,417 $10,833

EBITDA -$7,732 -$6,160 -$1,408 $5,347 $13,006

EBITDA Margin (%) -422% -205% -16% 34% 55%

D&A $63 $542 $542 $542 $542

EBIT -$7,795 -$6,702 -$1,950 $4,805 $12,465

Interest $170

Tax $0 $0 $0 $1,682 $4,363

NPAT -$7,965 -$6,702 -$1,950 $3,123 $8,102

EPS n/a -3.58 -1.04 1.67 4.32

Fully Diluted Number Shrs  187,360,000 

1 The reduction in gross margin from 42% in FY14 to 37% in FY15 and onwards is a result of the FY14 
figure containing additional non-recurring revenues, specifically $114k in technology licensing income 
and non-operating rental income of $125k. When the the former is excluded and the latter reclassifed as 

Other Income the adjusted FY14 gross margin declines to 37%.

VALUATION

IIR has undertaken a valuation sensitivity analysis using both revenue and earnings multiples. 
The multiples are based on global averages for online market places. On a revenue multiple 
basis, this is around the 8x times two year forward revenue. In Australia Freelancer, the best 
example of a pure online market trades north of the global averages with A$650m market 
capital. On a PE multiple, there is not a global online marketplace that has hit profitability that 
trades below 20x on two year forward NPAT earnings estimates.

As per the table below, our base case valuations are $0.86 per share (fully diluted) on a 20x 
FY18F EPS multiple and $0.82 on a 4x FY17F revenue multiple. At current market valuations, 
the market is pricing in about $19M in FY17F revenues which is materially below what we 
believe to be the conservative forecasts contained in the model.

It is not unreasonable the for the market to conservatively price the stock at this point given 
the general uncertainty regarding the earnings trajectory, management execution risk as well 
as a small market capitalisation discount factor. Any potential re-rating will be based on solid 
customer acquisition numbers over the next 12-months as well as the formation of a JV/s 
that could lead to a step change in customer acquisition numbers. 

PE Multiple FY18F EPS

Multiple 15 17.5 20 22.5

Valuation 0.65 0.76 0.86 0.97

Revenue Multiple FY17F Sales

Multiple 3 4 5

Valuation 0.62 0.82 1.03
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