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At the forefront of Africa’s digital revolution 

Redeye initiates coverage of Seamless Distribution Systems (SDS), a Swedish software 

company that provides solutions for digital sales, distribution, and financial services. We 

see an attractive case with significant upside potential. The large and stable customer 

base, together with an excellent M&A track record, provides the right ingredients for an 

exciting growth journey.  

 

Going for growth 

SDS provides business-critical systems for its customers – the largest telecom operator 

groups in Africa and the Middle East – creating high switching costs. The Company is 

well-positioned to grow within its existing customer base and has a solid track record of 

doing so. The recent Riaktr acquisition is of particular interest, as it i) significantly 

enhances its Business Intelligence offering and positions the Company as a leader within 

Big Data Analytics, and ii) adds Orange (telecom group) to its customer base. 

 

Attractive market dynamics 

The global prepaid and top-up market is worth around USD 600bn, largely explained by 

the exceptional prepaid penetration rates (+90%) in Africa. This is a large and growing 

market, set to benefit from the population growth, improved connectivity, and user 

penetration in Africa. The digitalization of Africa enables SDS to launch additional (and 

more advanced) services and solutions.  

 

Bargaining power of customers 

In conjunction with the bargaining power of customers, civil unrest in SDS' core markets 

make up our main bear-points. The sheer size of its customers will give them the natural 

upper-hand in negotiations and could also lead to slow and complex purchase decisions 

– even though SDS provides critical technology. 

 

A disguised case – significant upside potential (+50%) 

The Riaktr acquisition boosts the Company’s transition to a SaaS business model, 

increases the share of recurring revenues, and improves the overall operating profit 

margins. We also recognize the immense opportunity to grow organically within its large 

customers – forecasting double-digit growth for the core business. The case remains, in 

our opinion, somewhat undiscovered, and we see a significant upside potential, especially 

in light of the recent events. Finally, an outgoing board member recently bought shares 

to a value of SEK 5.3m over the market, which demonstrates, in our opinion, the 

confidence of insiders and attractive share price. 

 

Seamless Distribution Systems (“SDS”) 
Sector: Software 

 

REDEYE RATING 

 

 

SDS VERSUS OMXS30 

FAIR VALUE RANGE 

SEKm 2019 2020 Q1 Q2 Q3 Q4 2021E 2022E 2023E

Net sales 246 296 72 85 95 102 355 419 477

     Y/Y 180% 20% -15% 20% 39% 44% 20% 18% 14%

EBITDA 24 50 12 12 15 19 58 79 98

     margin (%) 10% 17% 17% 14% 16% 18% 16% 19% 21%

EBIT 14 21 5 5 6 9 25 35 45

     margin (%) 6% 7% 7% 6% 6% 9% 7% 8% 9%

EV/Sales 1,5 1,3 1,2

EV/EBITDA 9,4 6,9 5,6

EV/EBIT 21,8 15,8 12,2
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Investment thesis 

Provides business-critical systems 

SDS is responsible for managing the product and monetary flows in its customers’ value 

chains – in some cases accounting for 80-90% of their revenue streams. Its systems are 

indeed business-critical, creating high switching costs for its customers, in addition to a loyal 

customer base. SDS’ business relationship with MTN, its most significant customer to date, 

has been running steadily for more than a decade.  

 

Large and stable customers – with significant organic growth potential 

SDS’ customers include some of the largest telecom operator groups in Africa and the Middle 

East, e.g., MTN, Safaricom, Zain and Ooredoo. The telecom networks represent, to a large 

extent, the best (and sometimes only) reliable infrastructure throughout extensive land areas, 

servicing hundreds of millions of people. Essentially, the telecom operators play a crucial role 

in these societies, representing highly stable and reliable business partners. 

 

SDS’ strategy is to gain a first customer within a telecom operator group. Once (and if) the 

deployment is successful, it becomes considerably easier to expand within the group. SDS is 

currently serving 19 of MTN’s 21 mobile network operators (“MNOs”). We see substantial 

organic growth potential in the existing customer base. 

 

Attractive secular market trends in core markets 

The prepaid mobile and top-up market is worth USD 600bn globally. The combination of a 

young and rapidly growing population, improved connectivity, subscriber penetration and 

smartphone adoption in Africa provides an attractive market outlook. The digitization of Africa 

enables SDS to launch additional (and more advanced) services and solutions.  

 

SaaS business model in the making – boosted by Riaktr acquisition 

During the past year, SDS announced its transition to a new business model, and launched 

several innovative solutions, such as Sales Force Optimization. Underpinned by Business 

Intelligence, SDS aims to leverage the data from the billions of transactions that are 

generated in its systems each year. Business Intelligence strengthens SDS’ offering and is 

expected to increase its share of recurring revenues – which amounted to ~30% of total sales 

in FY2020. We recognize the significant revenue and profit potential from employing a shared 

revenue model with its customers. 

 

The Riaktr acquisition, announced in March 2021, is likely to accelerate the transition to 

recurring revenues. Riaktr offers advanced customized data and analysis solutions (within 

Business Intelligence and Big Data Analysis), with a particular focus on the telecom sector. 

The immediate effects of the acquisition are i) more recurring revenues – 50% of Riaktr’s 

revenues are SaaS-derived, ii) increased profitability – Riaktr reported an EBITDA margin of 

28% in FY2020, iii) gains a new telecom operator group – Orange, and iv) significantly 

strengthens its offering within Business Intelligence. Over a longer period of time, we believe 

the acquisition improves SDS’ competitiveness and its ability to increase sales (from new and 

existing customers), in addition to improving profitability.  

 

Tenured management and a well-run company 

SDS has seen consistent top-line growth, both organic and through acquisitions, and reports 

consistently in the black. It is a lean and cost-effective organization – management based in 

Stockholm and the remaining workforce dispersed in emerging and low-cost countries. Senior 

management has been in the Company for an extensive period of time, and has successfully 

delivered on its outspoken M&A strategy.  
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Key catalysts 

Acquisitions are an integral part of SDS’ growth story. Having a solid track-record with its 

two previous acquisitions (Invuo eProducts and eServGlobal), investors can be confident in 

the management’s ability to identify targets to realize synergies. The recent acquisition of 

Riaktr is also likely to strengthen the Company’s long-term strategy. 

 

Quarterly reports are instrumental in demonstrating to investors and stakeholders the 

organizational and financial development. In particular, we are eager to follow SDS’ order 

intake, top-line growth, share of recurring revenues, and also if it is able to maintain its 

stringent OPEX control. However, when determining the valuation and performance of SDS, 

investors should look for TTM perspective and trend. 

 

Additional telecom operator groups provide an excellent platform to gain more customers 

and cross-sell new solutions to existing customers. The first customer within a new group is 

often the most challenging milestone. Once the rollout has been successful, it becomes a lot 

easier to gain additional business within the group. 

 

Positive announcements regarding Business Intelligence will likely help boost the market 

sentiment towards SDS’ share. There is a large and profitable market to tap into, and 

Business Intelligence is a great opportunity to seize this. 

 

Entry of institutional investors would strengthen the case further. At this point, we spot 

room for more institutional ownership. 

 

Counter-thesis 

Civil unrest in SDS’ core markets could impede the Company from advancing as rapidly as 

it wants to. The corona crisis and political tensions restrict the management’s ability to travel 

and meet with potential customers. 

 

Business Intelligence falling short of expectations – the success hinges on the software’s 

ability to predict behavior. Delays in the Company’s rollout of Business Intelligence could 

entail additional investments and postponed revenues. 

 

Slow and complex purchase processes are relatively standard for SDS’ customers. Can 

result in extended discussions and a general skepticism towards some of SDS more recent 

and innovative solutions. 

 

Bargaining power of customers is to be expected. SDS’ customers are some of the largest 

companies in Africa. Even though SDS provides business critical systems, the sheer size of 

its customers gives them the natural upper hand in negotiations.  

 

Increased competition would be a setback for SDS. Competition has, to this point, been 

fairly limited, largely explained by the narrow vertical SDS operates in. However, as SDS is 

diversifying its product portfolio, it risks additional competition.  
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Seamless Distribution Systems: an introduction 

Seamless Distribution Systems (“SDS” or “the Company”), is a Swedish software company 

that provides solutions for digital sales, distribution and financial services to private 

individuals through telecom operators in emerging countries. To a large extent, it 

operates solutions that are business critical for its customers, managing the monetary flows 

throughout the value chain. Its systems are responsible for, in many cases, channeling up to 

80-90% of its customers’ revenues. In 2020, 15 billion transaction were generated in its 

systems, to a value of USD 15bn. 

 

During the past year, SDS launched several innovative solutions, which aim to leverage the 

data from the billions of transactions in its systems. By applying big data analytics and AI 

tools, in what the Company refers to as “Business Intelligence”, it aims to help its 

customers make better business decisions. Its broad portfolio of solutions include Sales 

Force Optimization and Micro Credits, to name a few. These solutions are forecasted to 

significantly increase SDS’ recurring revenues, which in 2020, accounted for ~30% of total 

sales. The acquisition of Riaktr, its most significant to date, seriously demonstrates 

SDS’ focus on strengthening its Business Intelligence offering. 

 

While SDS finds itself in an excellent position to grow organically, it comprises a dedicated 

M&A team – with an outspoken strategy to make at least one acquisition each year. While no 

acquisition were made in 2020, the Company announced its third acquisition to date in March 

2021, acquiring Riaktr. SDS has a solid M&A track record, successfully incorporating its 

acquirees to the Company, improving efficiency and realizing synergies.  

 

SDS’ operations consist of two business units – SDS and SDD. The two units are 

fundamentally different in nature, and the Company provides segment information. Our 

investment thesis is heavily coupled to the SDS business unit – where the Riaktr 

acquisition will be incorporated. We provide an overview of the SDD business unit in a 

separate chapter in this initiation of coverage. Unlike SDS, SDD operates a low-margin 

business in two developed countries: Sweden and Denmark. 

 

Source: SDS, Redeye Research
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Initial journey on the stock market 

SDS was spun-off from Seamless (later changing its name to Invuo Technologies) in 2017. 

Seamless, founded in 2001, was prepared to part ways with its most profitable business unit 

(SDS), and instead pursue a mobile payment solution – SEQR. SDS was listed on First North 

in July 2017. Its initial journey on the stock market was rather volatile. Initial earnings 

underperformed the market’s expectations, and the Company incurred substantial expenses 

following the listing. At the same time, its previous holding company, now Invuo, was facing 

financial distress. In October 2018, Invuo filed for bankruptcy and sold its subsidiary Invuo 

eProducts (now SDD) to SDS for SEK 0.2m. 

 

 

Share Price (SEK)

Source: Redeye Research, Bloomberg
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On the back of the Invuo eProducts acquisition, there was a shift in market sentiment, and 

the share began trading considerably higher, albeit from rather depressed levels. The 

Company’s next acquisition, eServGlobal, also helped boost the share price, at least in the 

short-term. At that point in time, SDS also began reporting stronger quarterly statements. In 

Q4 2018, the Company reported its first convincing operating profit, and has, since 

then, consistently reported in the black. In connection with the Q2 2020 report and a string 

of order announcements, we note an increased interest towards the share. SDS capitalized 

on the positive momentum and made a capital raise of SEK 26.5m, gaining additional 

shareholders and increasing the trading liquidity – positively affecting the share price. 

 

Since the share peaked over SEK 60, it cooled somewhat, regressing to SEK 40. In March 

2020, SDS announced i) a follow-up order from a mobile operator in Saudi Arabia, and ii) a 

conditional agreement to acquire Riaktr – its most significant acquisition to date. The share 

reacted positively, and has stabilized slightly below SEK 50. SDS’ robust M&A track record, 

together with Riaktr’s high quality and market leadership, should indeed spark interest from 

investors. Trading volumes continue to be rather limited and we argue that retail investors 

haven’t entirely recognized the opportunity at hand.  

 

Q4 2020: solid quarter to round off a pandemic year 

2020 was SDS’ strongest year to date. Sales netted SEK 296m, growing by 20% Y/Y. The 

Company has seen solid growth across all important metrics – EBITDA, for instance, has 

more than doubled (in absolute figures) each year since 2018 (CAGR of 113%). SDS systems 

generated around 15 billion transactions – which corresponds to a 24% Y/Y increase. The 

growing usage is indeed positive as it implies the underlying demand continues to be 

strong – and the core business in good health. 

 

 

 

Q4 2020 was a rather calm quarter. SDS announced a SEK 14m order from one of the 

largest MNOs in Cameroon – which in turn is part of the MTN Group. The order implies 

that SDS provides its technology to 19 of MTN’s 21 mobile network operators. This is a clear 

manifestation of the trust SDS has gained from one of Africa’s top-ten largest companies and 

the largest network operator in Africa. In the year-end report, however, we learn that SDS 

gained 22 orders throughout the quarter. The requirement to make a formal announcement 

is set at 5% of SDS’ annual sales (i.e., SEK 9m), explaining the modest communication. 

SEKm 2018 2019 Q1 Q2 Q3 Q4 2020

     SDS sales 78 128 53 43 40 45 181

     SDD sales 10* 120 33 28 29 27 117

Net sales 88 246 85 71 68 71 296

     Y/Y 24% 180% 67% 30% 8% -7% 20%

CoGS 19 132 40 29 30 34 133

Gross profit 69 114 46 42 38 37 163

     margin 78% 46% 54% 59% 56% 53% 55%

Total OPEX (excl. D&A) 60 118 34 29 29 29 122

EBITDA 11 24 13 14 12 11 50

     margin 12% 10% 15% 20% 18% 16% 17%

D&A 9 10 7 7 7 8 29

     SDS EBIT 2 14 6 7 4 3 20

     SDD EBIT 0 1 0 0 0 1 1

EBIT 2 14 6 7 5 4 21

     margin 2% 6% 7% 10% 7% 5% 7%

*SDD was acquired in Q4 2018, explaining the sales increase in 2019

Source: SDS, Redeye Research
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Sales in the quarter amounted to SEK 71m, a slight decrease Y/Y. Even so, the quarter is 

solid, displaying healthy operating margins. At this point, revenues are strongly coupled to 

order intake, largely due to the nature of SDS’ current business model. A large (project-based) 

order often results in an immediate revenue spike, while recurring revenues from support and 

managed services start contributing to the topline 6-12 months later. Sales can therefore 

appear somewhat uneven between quarters, and we urge investors to analyze SDS 

over a longer time period. 

 

Professional handling of the corona crisis 

SDS has navigated the corona crisis well. While the management (for the most part) is based 

in Stockholm, the remaining workforce is dispersed in emerging markets across the world. In 

other words, the virtual and remote way-of-working isn’t a new phenomenon for SDS. 

Also, SDS is used to delivering its solutions (virtually) to some of the world’s harshest regions, 

such as war-torn Yemen – this pandemic is just another inconvenience to adjust to. 

 

The telecom sector was one of the least affected industries by the corona crisis. In fact, 

communication increased during the past year. SDS’ customers include some of the largest 

MNOs in Africa and the Middle East, and are responsible for operating critical infrastructure 

throughout extensive land areas. Consumer demand is very stable, and these telecom 

customers represent highly reliable business partners. Even so, the CEO explains that 

customers have been careful to purchase large CAPEX projects, and prefer to wait slightly 

longer before inking the deal.  

 

SDS’ Nordic distribution subsidiary, SDD, on the other hand, was negatively affected by the 

pandemic. The mobility restrictions indeed altered purchasing behavior in the Nordics – 

resulting in a declined usage of mobile prepaid cards. While sales decreased from Q2 2020, 

SDD introduced innovative solutions and renegotiated terms with retailers, bolstering 

operating results to pre-pandemic times. 

 

People and ownership: skin in the game 

Our sentiment towards SDS’ board and management is indeed positive. It comprises a well-

rounded team with diverse backgrounds, ranging from equity capital markets to extensive 

hands-on experience from the telecom industry. Furthermore, we recognize SDS’ 

management is tenured, having remained in the Company for an extensive period of time – 

the majority of the senior management has worked together for 5+ years. Crucial, in our 

opinion, for the Company’s ability to develop and maintain important relationships with 

stakeholders. Also, we note a significant insider ownership. Together, the board and 

management own ~19% of the capital. This is a manifest, in our opinion, of the team’s long-

term commitment. We provide a brief summary of the management, board, and proposed 

changes to the board in the upcoming Annual General Meeting. 

 

The Nomination Committee proposes that the Board be expanded by one member, consisting 

of five members in total. Jardelöv (the current chairman) and Klevbo have declined re-

election. The Committee proposes the election of Leif Frykman (as new chairman), Johan 

Wilsby and Morten Karlsen Sörby.  
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Outgoing board member Tomas Klevbo bought additional shares – to a value of 

approx. SEK 5.3m during March 2021. This is a clear manifestation, in our opinion, of the 

confidence of insiders, and attractive share price. 

 

Management

Name Position Since Capital (%) Note

Tommy Eriksson CEO 2018 2,36% MSc in Engineering Physics at Uppsala University. Extensive 

background from the IT and telecom industries, including C-

suite positions at Siemens. Held management positions at SDS 

since 2010.

Martin Schedin CFO 2018 0,01% BSc in Economics & Logistics at Södertörn University. 20+ 

years of experience from finance positions. Held management 

positions at SDS since 2015.

Sandipan Mukherjee COO 2018 0,01% BSc in Economics at University of Kolkata. Background within 

software engineering, including senior positions at IBM, 

Roamware and Qliro. Joined SDS in 2008.

Rutger Reman CCO 2020 0,03% MBA at Gothenburg University. Remained 20+ years at 

Ericsson. Held senior positions entailing global sales 

responsibility for its operations with the largest telecom groups 

in Egypt, Qatar and Kenya, to name a few. 

Niclas Handfast Head of 

M&A

2020 - MBA at the Stockholm School of Economics and Management 

at MIT Sloan. Extensive background in finance and technology – 

previous commitments include Siemens, ProffCom and 

Traction. 

Board of Directors

Name Position Since Capital (%) Note

Gunnar Jardelöv* Chairman 2017 6,53% MBA at Gothenburg University. Extensive Board experience, 

with current assignments at Contigo Förvaltning and 

Immune System Regulation, among others.

Tomas Klevbo* Director 2017 5,65% BSc in Economics at Stockholm University. Significant 

experience from the equity capital markets, in particular as 

portfolio manager at Danske Capital, Inter-IKEA and SEB. 

Currently running his own consultancy – Klevco AB.

Martin Roos Director 2019 3,60% MBA at the Stockholm School of Economics and Chemical 

Engineering at KTH Royal Institute of Technology. Held 

several senior positions during his 10+ years at Ericsson. 

Previous CEO at telecom operator Cable and Wireless 

Caribbean – in addition to extensive Board experience. 

Pia Hofstedt Director 2020 0,24% MBA at Stockholm University. Considerable CIO 

experience, including employers such as Aleris, Scandic 

Hotels, Neo Net. Currently CIO at Quant AB – in addition to 

a Board assignment at Sensys Gatso.

Proposed additions to the Board of Directors

Name Position Since Capital (%) Note

Leif Frykman** Chairman 2021 - MSc in Law at Uppsala University, and studies at the Stockholm 

School of Economics. Seasoned business lawyer, having 

worked at global listed companies, primarily in the IT industry. 

Currently chairman and owner of Legal Works Nordic AB.

Johan Wilsby** Director 2021 - MSc in economics and marketing at the Stockholm School of 

Economics. Extensive CFO background at listed Swedish 

companies such as Tobii, Fingerprint Cards and Transmode. 

Currently CFO at Kindred Group.

Morten Karlsen Sörby** Director 2021 - Studies at the Norwegian School of Economics. Previous EVP 

and member of the group management at Telenor for 15+ 

years. Has been head of Scandinavia and CEO of Telenor India. 

Substantial board experience at Digi and Veon, among others.

Source: SDS, Redeye Research, Modular Finance (as of 2020-12-31)
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Ownership structure: attracting new investors 

In Q3 2020, SDS completed a share issue to the public. The issue was heavily 

oversubscribed, and the Company raised proceeds of SEK 26.5m (before transaction 

costs) and gained 4,500 new shareholders. To a large extent, the motivation for the issue 

was to create a larger shareholder base and more liquidity in the stock, in addition to financing 

growth investments and the ongoing M&A strategy. The subscription price was SEK 46.6 per 

share – virtually no change to the current share price. 

 

 

 

At this point, SDS has one significant institutional investor – ÖstVäst Capital Management. 

We spot room for improvement in the current ownership structure, whereby increased 

institutional ownership would strengthen the case further. That being said, we recognize 

several of the Company’s board and management among the largest shareholders, which 

indeed is positive. 

 

Business proposition: becoming a technology partner 

The ERS 360 platform constitutes the core of SDS’ operations, and is likely to do so for years 

to come. Its excellent capacity and uptime (+99.99%) has positioned SDS as a trusted and 

reliable technology supplier to some of the world’s largest mobile network operators. The 

platform, has, for the most part, helped customers reduce OPEX and gain operational and 

business insights. Furthermore, SDS has recently introduced several innovative offerings, 

underpinned by Business Intelligence and Big Data Analytics, which could help its customers 

improve revenues. The new solutions enable SDS to apply a more profitable business model, 

and advances its position in the value chain of its customers. Rather than solely being a 

technology supplier, SDS is becoming a technology partner – working in close cooperation 

with its customers. 

 

Ownership (million shares)

A- B- Total Share Voting

Rank Shareholder Shares Shares Shares Capital Rights

1 Avanza Pension 1,0 0,0 1,0 11,0% 11,0%

2 ÖstVäst Capital Management 0,9 0,0 0,9 9,8% 9,8%

3 Swedbank Försäkring 0,7 0,0 0,7 7,8% 7,8%

4 Gunnar Jardelöw 0,6 0,0 0,6 6,5% 6,5%

5 Veronica Wallman 0,5 0,0 0,5 6,1% 6,1%

6 Tomas Klevbo 0,5 0,0 0,5 5,6% 5,6%

7 Leif Brandel 0,3 0,0 0,3 3,7% 3,7%

8 Martin Roos 0,3 0,0 0,3 3,6% 3,6%

9 Mats K Andersson 0,2 0,0 0,2 2,5% 2,5%

10 Tommy Bertil Eriksson 0,2 0,0 0,2 2,0% 2,0%

11 Nordnet Pensionsförsäkring 0,2 0,0 0,2 2,2% 2,2%

12 Handelsbanken Liv Försäkring AB 0,2 0,0 0,2 1,9% 1,9%

13 Roland Wallman 0,1 0,0 0,1 1,3% 1,3%

14 Lars-Gunnar Berntson 0,1 0,0 0,1 1,1% 1,1%

15 Vesa Varis 0,1 0,0 0,1 1,1% 1,1%

Total 15 Largest Shareholders 5,9 0,0 5,9 66% 66%

Others 3,0 0,0 3,0 34% 34%

Total Number of Shares 8,9 0,0 8,9 100% 100%

Source: Modular Finance AB as of 2020-12-31 Free Float 89%
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ERS 360: a business-critical platform 

The ERS 360 (Electronic Recharge System) platform is integrated and seamlessly connected 

to the MNO’s top-up systems, mobile financial systems and payment gateways. For several 

customers, the platform accounts for 80-90% of their revenue streams from mobile 

prepaid charges. The sale and distribution of products is the MNO’s second most important 

business – after managing their networks. In essence, the ERS 360 platform is business 

critical for its customers, and has to ensure outstanding availability (or uptime), 

robustness and capacity.  

 

The figure illustrates the capacity of ERS 360. In Q4 2020 it handled around 3.6 billion 

transactions to a value of USD 3.6bn.  

 

 

 

The purpose of the value chain is to manage the flow of product value from the retailer to the 

consumer, and the monetary flow from the consumer to the retailer. In developing markets, 

the value chain is centered around the infrastructure established by the telecom 

operators. The figure illustrates the role of ERS 360 in this ecosystem: 

• It is responsible for delivering the mobile airtime from the telecom operator to the 

consumer (directly or indirectly through a retailer). 

• It delivers the monetary value from the consumer to the telecom operator. 

 

 

 

ERS 360 constitutes SDS’ bread and butter. By shifting to ERS 360, and using digital 

distribution and transaction solutions, rather than relying on physical mobile prepaid cards, 

Source: SDS Year-End Report 2020

Source: SDS Annual Report 2019
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MNOs reduce their logistics costs significantly, and gain outstanding operations 

oversight. ERS 360 has begun to support micro-services, in contrast to the legacy SOA 

(service-oriented infrastructure), an outdated technology. This enables SDS to roll out 

updates instantly, reducing costs and improving scalability. Also, it allows SDS to apply a 

more profitable business model (per-transaction) – see the next section.  

 

A crucial component to SDS’ proposition is its network of more than 3 million active 

outlets (retailers / point of sales). The network reaches 650+ million people. Essentially, 

retailers can be compared to walking kiosks and ATMs. Consumers are able to withdraw 

cash, make deposits, recharge mobile airtime, and purchase fast-mover-consumer-goods. 

Emerging markets depend, to a very large extent, on cash. Even though financial services 

are seeing an increased usage, cash continues to be king. Consumers require easy access 

to cash, and SDS’ network of retailers is crucial in enabling this. 

 

Business Intelligence (BI): leveraging big data 

In an endeavor to leverage the billions of transactions that are generated in ERS 360, SDS 

launched Business Intelligence in 2019. By collecting and analyzing data, it helps 

customers understand and interpret the flow of transactions, so that better business 

decisions can be made. Although not an offering on its own, it supports and underpins 

several of the most recent business propositions. The acquisition of Riaktr should be 

viewed as a significant step in strengthening the Company’s BI offering. Riaktr offers 

customized data and analysis solutions for the digital transformation of telecom companies – 

and is a market leader within this field. SDS’ BI supported solutions include: 

 

Sales Force Optimization. Enables MNOs to materialize benefits from tracking inventory 

and on-ground sales network throughout the distribution chain. 

 

Campaign Management System. Create, manage and monitor promotional campaigns to 

increase usage, promotion of a product and improve sales. 

 

Micro Credit. Offers airtime stock to resellers/POS when running out of balance. Powered 

by intelligent user profiling (determining the interest rate), the loan is recovered at the time of 

the next recharge. Zero cost, capex or risk for the MNO. 

 

 

 

It is far too early to determine how successful Business Intelligence has, and will be. However, 

we note that interest is high, whereby SDS has announced several breakthrough orders. At 

this time, we believe the new solutions account for a rather small share of its total revenues. 

However, we recognize that the forward-looking upside potential indeed is significant. 

Business Intelligence improves customers’ sales and profitability by i) drawing 

conclusions from the generated data and ii) controlling and stimulating the value chain 

from the MNO to the consumer. By helping its customers improve revenues, rather than 

focusing on reducing OPEX (as with ERS 360), SDS is able to, again, apply a more profitable 

Source: SDS website
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business model – see the next section. In our bull case, we discount, among other things, 

a blockbuster success out of Business Intelligence.  

 

Mobile Financial Services: targeting a large and growing market 

A lucrative business opportunity for SDS is within Mobile Financial Services (MFS). Due to 

the large informal and unbanked populations in emerging countries, this is the most efficient 

and cost-effective channel to reach these groups. Access to critical infrastructure, such as 

traditional banking, can be a serious challenge throughout extensive areas in emerging 

countries. MFS leverages these market dynamics, as the only requirement to get going 

is a mobile number.  

 

SDS’ offering within MFS includes i) MWallet – a secure digital stored value account that 

enables users to store, send and receive money using their mobile phone, ii) Payment and 

commerce solution – pay bills and make payments to merchandisers with the MWallet, and 

iii) Peer-to-peer transfer – digital monetary transfers between two account holders, both 

agent-to-agent and user-to-user. 

 

Similar to Business Intelligence, MFS is at a rather early stage, accounting for a small share 

of the Company’s revenues. SDS received a breakthrough order in Q3 2020, in the midst 

of the pandemic, worth SEK 1.2 million. In partnership with ZainCash, the pair completed 

disbursement of COVID-19 relief funds to the Iraqi population (on behalf of the government). 

SDS’ platform for MFS enabled access to the finances. The challenge for SDS is to get the 

consumer to appropriate the digital wallet, and start using it on a regular basis. SDS 

thrives on building a relationship with the consumer – what good is there if the consumer 

makes a cash-out transaction after receiving the funds, never to use the digital wallet again? 

 

The usage of digital money in (predominantly) cash-driven Africa surged during the 

pandemic. Governments incentivized the population to operate through digital money, and 

gave subsidies to those fintech companies spearheading the market. Again, it is far too early 

to establish the success of MFS, and we note that this is a highly competitive market, with 

large incumbents such as Paga and MPESA. We recognize, however, the potential upside, 

which indeed is huge, which we consider in our bull scenario. 

 

Business model: going for recurring revenues 

SDS is transitioning between business models. Historically, it has applied a CAPEX-based 

model, consisting of a substantial up-front payment. Now, it expects to apply a “per-

transaction” or “shared revenue” model – which often is linked to several KPIs. This will help 

SDS smooth out revenues over quarters, and significantly increase SDS’ share of recurring 

revenues, which to date are around 30% of total sales. 

 

Legacy business model: large CAPEX purchase 

Illustrated below, the legacy business model consists of purchasing a large CAPEX project, 

in a one-time occurrence. Most of SDS’ solutions, in particular ERS 360, are indeed business 

critical, and customers require an uptime of +99.999%. If it ceases to function, revenue 

streams cease to flow – rather problematic. Consequently, its customers enter support and 

managed service agreements with SDS, when purchasing one of its solutions. If SDS, for 

instance, gains an order for SEK 1m, it can expect annual support revenues of 15-20%. 

There is a lagging effect from gained orders, as the support revenues start to kick in 

6-12 months after the announcement.  
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An important feature in the legacy model is that it applies a perpetual (one-time) licensing 

model, which grants the customer a predetermined amount of transactions each month. If the 

customer’s transactions exceed the predetermined level, it must purchase additional licenses. 

SDS refers to this as a “pay-as-you-grow” model. On the back of the transition from SOA 

to micro-services, the Company expects to begin applying a “per-transaction” model 

instead. 

 

 

 

Transitioning to an OPEX-based business model 

Through its innovative solutions, SDS is advancing its position in the value chain of its 

customers. Its ability to, for instance, offer promotions to the end-user at the purchase 

moment, significantly enhances the value of its offering. Several of SDS’ most recent 

solutions seek to apply a “per-transaction” or “shared revenue” model with the MNO. 

Rather than purchasing a large CAPEX project, which can be quite costly, customers would 

begin to purchase OPEX projects. For the latter, the revenue model is usually linked to 

several Key Performance Indicators. In order to scale, the model presumes a 

successful customer rollout. 

 

The transition to an OPEX-based business model is, in our opinion, quite significant, and 

could help the Company beef up sales. If, for instance, SDS could increase customers’ 

revenues by ~1%, this translates into tens, and potentially hundreds of millions of USD 

for large telecom operators – MTN Group generated sales of USD 11.8bn in 2020. For 

SDS, the incentive to succeed is massive, as it would enable it to capture a share of the 

created value. Of course, it hinges on SDS’ ability to predict consumer behavior, and to 

provide its customers with valuable business insights. SDS is responsible for channeling 

80-90% of customers’ revenues through its systems – yet it accounts for less than 

0.01% of its customers’ OPEX. Its new business model is a compelling measure to address 

this discrepancy and level out the playing field. 

 

Recurring revenues on the rise 

SDS’ revenues from support and managed services represent the Company’s recurring 

revenues – illustrated below. In FY2020, these amounted to SEK 92m, corresponding to 

~30% of its total sales. Due to i) the lagging effect of recurring revenues (6-12 months), and 

ii) the introduction of new solutions applying a recurring revenue business model, we forecast 

this figure to increase steadily going forward.  

 

Source: SDS Annual Report 2019
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Although SDS is transitioning between business models, we believe it is rather likely that both 

can co-exist. A customer such as MTN, which has had a business relationship with SDS for 

over a decade, is likely to remain in the legacy model. Some of the Company’s most recent 

customers will be more intrigued to apply the OPEX-based model. Regardless, support and 

managed services will continue to provide SDS with a substantial and growing stream 

of recurring revenues. 

 

Growth: organic and acquired 

SDS finds itself in an excellent position to grow sales organically. Its extensive customer base 

of large MNOs provides a great platform to pursue this – additional sales from existing 

customers is far easier (and cheaper) than chasing new ones. Until it penetrates its existing 

customer base with 100% of its solutions, there will continue to be an inherent up-

selling potential. The Company has a dedicated sales organization (based in Dubai), which 

engages in direct sales with new customers. Thus far, it has proved to be an efficient and 

successful strategy. 

 

 

Source: SDS, Redeye Research
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The Company also has an M&A team, and an outspoken strategy to acquire at least one 

target each year. SDS did not engage in any acquisitions during 2020, which we believe, 

largely is due to incorporating previous acquirees into the Company. This takes time and 

resources, and the Company’s two initial acquisitions were both distressed cases. The figure 

above illustrates the financial development in these two acquisitions – eServGlobal and SDD. 

The Company has, very effectively, realized synergies, decreased costs and improved 

operating results. 

 

Due to the sheer size of SDS’ customers, many tend to have complex organizational 

structures in place for purchase decision. Even though we believe it has good 

presumptions for organic growth, we recognize it can turn out to be a slow-moving 

process. Therefore, we have a positive view on SDS’ acquisition strategy. It enables SDS 

to acquire i) new customers, ii) new markets, and/or iii) supplementary technology to 

boost its core offering. In an interview following the year-end report 2020, the CEO explains 

that the Company has an interesting pipeline with over 70 potential acquisition targets. The 

pipeline could include large direct competitors and small technology start-ups. Shortly 

thereafter, in March 2021, the Company announced its third acquisition – Riaktr. 

 

Acquisition of Riaktr (March 2021) 

Riaktr, founded in 2009 and headquartered in Belgium, offers customized data and analysis 

solutions (within Business Intelligence and Big Data Analytics) for the digital transformation 

of telecom companies. It has two proprietary analytics tools, Smart Sales & Distribution; a 

market-leading recommendation engine for sales and distribution teams, and Smart Capex; 

a software solution to optimize network investment planning for 5G and Fiber.  

 

 

 

SDS has conditionally agreed to acquire Riaktr for EUR 10.4m (approx. SEK 105m) on 

a cash and debt free basis. The implied EV/EBITDA is ~8x. The acquisition will contribute 

significantly to all of SDS’ financial metrics, illustrated above. Unlike SDS’ previous 

acquisitions, Riaktr is already profitable. We list the main near-term benefits below. 

 

Proforma P&L FY2020

SEKm SDS Riaktr Group Change (%)

Net sales 296 50 345 17%

EBITDA 50 14 64 27%

     margin 17% 28% 18%

EBIT 21 4 25 16%

     margin 7% 7% 7%

Net income 13 4 17 33%

     margin 4% 8% 5%

Source: SDS, Redeye Research

https://www.youtube.com/watch?v=Se1P92TEhJ8
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The most significant near-term benefits from the acquisition, in our opinion, include: 

• Improved profitability: illustrated in the Proforma P&L, Riaktr would have boosted 

the Company’s sales by 17%, while improving EBITDA and the bottom line with 27% 

and 33%, respectively. 

• Strengthened Business Intelligence offering: SDS describes Riaktr as world-

leading company in BI and BDA within its narrow vertical – telecom operators in 

emerging countries. Some 80% of Riaktr’s revenues are from telecom operators in 

Africa – entirely in line with SDS’ strategy. The technology is considered business 

critical for its customers, which increasingly rely on the “actionable insights” that are 

generated by Riaktr. SDS’ CEO estimates in an interview that it would have taken 

the Company ~3 years to develop an equally advanced solution in-house.  

• Adds additional customers – most notably Orange. Orange (France) is one of 

the largest telecom operator groups in the world, with a significant presence in the 

African continent. Through the acquisition, SDS indirectly adds 10 of Orange’s 

MNOs to its customer base – an excellent first step into the group. Furthermore, 

SDS adds 10 markets to its list, serving 60 markets in total. 

• Complementary technology enables organic growth: SDS will focus on selling 

the acquired solutions to its existing customer base and selling its legacy solutions 

to the acquired customer base. SDS and Riaktr have some customers in common, 

for instance MTN. As the solutions are complementary, and not rivaling, we see 

great opportunities to increase sales organically. 

• Pure SaaS portfolio: SDS acquires a business model that already generates a high 

portion (+50%) of recurring revenues. Also, the acquired customers are used to this 

sort of business model, and could be interested in additional SaaS solutions. 

 

Acquisition of eServGlobal (June 2019) 

At the time of the acquisition, eServGlobal was going through financial distress and was 

starting to lose a couple of customers. Its revenues dropped from EUR 14m to EUR 7m 

between FY2016 and FY2019. SDS acquired eServGlobal for EUR 2m – which at first 

glance appears like a substantial discount. However, the CEO explained that the 

Company incurred substantial restructuring expenses. 

 

In FY2020, eServGlobal contributed with 23% of total revenues and 35% of EBITDA. Its 

personnel expenses have been reduced by a whopping 60%, at the same time it hasn’t lost 

any of its existing customers. SDS’ ability to improve eServGlobal’s operational efficacy 

Source: SDS Investor Presentation 2021
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is seriously impressive. SDS has a substantial pipeline of potential targets. Considering its 

previous M&A success, we have a positive conviction on the Company’s ability to execute on 

its strategy.  

 

 

 

Customers: establishing a global presence 

SDS sells its solutions to some of the largest telecom operator groups in Africa and the Middle 

East – illustrated below. Its strategy is to gain a first customer within a large group. Once 

(and if) the deployment is successful, it becomes considerably easier to gain additional 

customers in the group. This is precisely what SDS has done with MTN, a business 

relationship that dates back over a decade. At this time, SDS serves 19 of MTN’s 21 MNOs.  

 

 

SDS is currently operating in ~60 markets. We see great growth potential, especially 

considering it could expand with its customers to additional markets, and engage in cross-

selling of new and acquired solutions. As previously stated, the market penetration is far from 

exhaustive – there is significant potential for organic growth. We expect to see continued 

growth in its home markets, in addition to more activity in less penetrated markets, such as 

Southeast Asia and Latin America. 

 

Also, as previously mentioned, SDS could grow through acquisitions. An example is the 

acquisition of eServGlobal. This is an opportunistic action to expand into additional markets 

and customers. Through eServGlobal, SDS acquired three additional telecom operator 

groups – Zain, Ooredoo and Du. The three groups comprise around 20 MNOs, and at the 

time of the acquisition, eServGlobal had half as customers. SDS expects to migrate 100% 

of the acquired customers to its own solutions and systems. 

Source: SDS Investor Presentation 2020

Source: SDS Investor Presentation 2020
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New interesting customers – Safaricom and Orange 

In Q3 2020, SDS announced an order from one of the largest and most innovative telecom 

operator groups in Africa – Safaricom. We believe the long-term potential of this business 

relationship could be equivalent to SDS’ current relationship with MTN. Safaricom has 

showed interest in some of SDS’ most recent solutions, such as SFO, which means applying 

the OPEX-based business model. SDS is in a good position to expand within the group, 

and we do not believe the market has entirely understood this. Positive announcements 

on the deployment and/or follow-up orders, could turn out to be significant catalysts. 

 

Through the Riaktr acquisition, SDS adds Orange to its customer base – one of the 

world’s largest telecom operator groups. Indirectly, it acquires ten of Orange’s MNOs, 

which Riaktr supplied its BI and BDA solutions to. SDS will be able to cross-sell the 

acquired solutions portfolio to its existing customers, in addition to selling its 

traditional solutions to Orange. Again, positive announcements on the development of 

SDS’ relationship with Orange should act as a positive catalyst. 

 

Selection of commercial agreements 

SDS’ portfolio of products and solutions is increasingly diverse. It is, however, rather evident, 

that the ERS 360 has been the common denominator for many customers. Several of the 

orders during the past year, illustrated below, are from acquired eServGlobal customers, 

which migrate to SDS’ core platform. Going forward, however, we expect to see a growing 

share of orders concerning the BI and BDA solutions, e.g., as with Safaricom.  

 

 

Source: SDS Investor Presentation 2020

Selected commercial agreements (Q1 2020 to Q1 2021)

Date MNO customer Value (SEKm) Comment

Q1 2021 Zain Saudi Arabia* 1,5 Migrated from eServGlobal to SDS. Third order for additional software.

Q4 2020 MTN Cameroon* 14 ERS 360. Anticipating additional RR from managed operations.

Q3 2020 Botswana 7 Platform switch to ERS 360 and a 5-year support agreement.

Q3 2020 Ooredoo Tunisia* 4 ERS 360 and software to improve customer onboarding process.

Q3 2020 Safaricom Kenya* 7,5 Delivery of full-scale supply chain solution. Received through 

partner Baran Telecom Networks. First order from a leading 

telecom group.

Q3 2020 North Africa 1,3 Switch to ERS 360, Active-Active feat and support.

Q3 2020 Bissau, Nigeria, 

Rwanda, Ghana, Iraq 

4,1 Ten orders from six existing customers over the summer. Software 

and services for additional functionality and capacity to existing 

Q2 2020 Ivory Coast/ Djibouti 2,1 Software that increase capacity of existing operational platforms.

Q1 2020 Guinea 2,3 Hardware and services to strengthen platform for prepaid card topup.

Q1 2020 From CSG for MNO in 

Mongolia

14,5 Delivery of inventory management in addition to SDS' voucher 

distribution solution. 

*Redeye assumptions; not confirmed by SDS

Source: SDS website
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Micro credit rollout 

SDS’ micro credit solution leverages smart scores to effectively decide at which rate its 

retailers can borrow airtime stock – explained earlier. During H2 2020, SDS gained three new 

customers in Western Africa. It has previously piloted the solution in three smaller countries 

– which was successful. Now, SDS expects to launch in Nigeria, one of the most important 

economies in Africa.  

 

While it doesn’t contribute with any spectacular topline results, it remains a massive market 

and enables SDS to gain plenty of experience and data from pure financial services. It takes 

time to launch something like this, which the CEO says in an interview. It is currently building 

a customer base consisting of small and micro businesspeople and merchants, which are 

“scored” and credible borrowers. There is absolutely a value in having a scored customer 

base, even if it doesn’t contribute to the Company’s financials today. 

Go-to-market: an increased focus on partners 

SDS has a dedicated sales organization, based in Dubai. Until recently, virtually all of its sales 

and business leads were generated through its sales team. At this point, however, SDS has 

begun to partner with third-party organizations – so far, it has been rather successful. 

• In Q1 2020, SDS received an order from CSG for Mongolia’s leading telecom 

operator. The order marks SDS’ first cooperation with CSG, a global provider of 

customer engagement solutions. 

• In Q3 2020, the Safaricom order was received through a Kenyan partner – 

Baran Telecom Networks.  

 

Several of the large MNOs in emerging countries demand, in our opinion, digitalization of their 

entire back-end systems – a so-called BSS transformation. Some of the companies 

delivering these larger solutions include MATRIXX Software, CSG, Unitel, Oracle, and 

some of the larger CPE suppliers. A recent trend is that SDS partners with these companies 

and thereby becomes a subcontractor. While, e.g., CSG delivers the entire BSS 

transformation, SDS is able to digitalize specific verticals, such as the value chain 

management, and so on. It will be interesting to follow if and how SDS will increase its 

dependency on partnerships, or stick to its in-house sales organization. 

 

Industry outlook: attractive secular trends 

SDS operates in a huge market – the global mobile prepaid subscription market is worth more 

than USD 600 billion. Establishing itself in Africa and the Middle East is natural 

considering the prepaid penetration for the most part is over 90%. Also, secular trends 

imply that SDS’ core markets will continue to grow for many decades to come. The 

combination of a young and rapidly growing population, improved connectivity, subscriber 

penetration and smartphone adoption is indeed very attractive. SDS will be able to launch 

many more digital services as the digitalization of Africa is underway. 

 

Examples of very compelling markets are mobile financial services and mobile money in 

particular. SDS has already established a presence here, for instance with its micro credit 

solution and by partnering with humanitarian organizations. We believe this is a growing 

market with significant potential. 

 

Global mobile economy 

The global mobile economy is a USD 1 trillion market. The market is fairly mature and is 

expected to grow at an annual rate of around 1%. Of the market’s total revenues, 60% is 

derived from developed markets, while the remainder is derived from developing markets 



dsfdsf  REDEYE Equity Research   Seamless Distribution Systems 26 March 2021 

 

21 
 

(GSMA). However, even more relevant for SDS is the split between prepaid and postpaid 

mobile subscriptions. Generally, wealthier countries have higher adoption rates of postpaid 

(or contractual) mobile subscriptions. GSMA estimates that prepaid subscriptions 

constitute approx. 62% of the global market – valuing the prepaid market at around 

USD 620bn. 

 

The figure illustrates the prepaid SIM penetration as a percentage of total mobile 

subscriptions. This is critical in understanding SDS’ business model and the geographies it 

operates in. In the vast majority of Africa, prepaid subscriptions have a 91-100% 

penetration. In Europe and North America, on the other hand, postpaid dominates. 

 

 

Secular trends 

Africa’s population is forecast to double by 2050, meaning that 2.5bn people, or 25% 

of the world’s population will reside in Africa (The Economist). Sub-Saharan Africa’s 

population is growing at 2.7% each year, more than twice as fast as South Asia (1.2%) and 

Latin America (0.9%). Nigeria is also expected to double its population to 400m by 2050, 

implying it would become the world’s third-most-populous country. To a large extent, this is 

explained by Africa’s young population, where the median age is around 20. In 2019, 

the median age of the EU-27 population was 44.  

 

Unique mobile subscribers will increase from 5.2bn in 2019 to 5.8bn by 2025, according 

to GSMA. Of the additional 600m mobile subscribers, ~75% will come from SDS’ markets 

(APAC, Sub-Saharan Africa and MENA) – illustrated below. 

 

 

Source: GSMA

Source: GSMA - The Mobile Economy 2020
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Mobile internet access is also estimated to increase rapidly, from 3.8bn connections 

in 2019 to 5bn by 2025. The growth is underpinned by the vast smartphone adoption, 

especially in MENA and Sub-Saharan Africa, which is expected to increase by ~20 

percentage points during the time period – illustrated below. In absolute terms, the growth is 

even more staggering, considering the forecasted population growth. 

 

 

 

On a final note, better connectivity will generate a greater supply of digital services. As 

emerging markets are transitioning from 2G to 3G and 4G, mobile usage increases and 

technology companies establish themselves in the region. 5G remains a distant reality, and 

is forecast to account for a trivial share of connections in 2025. The improved 

connections will significantly improve the quality of life for the general public. 

 

Overview: mobile financial services and mobile money 

As the name implies, mobile financial services (MFS) means the use of a mobile phone 

to access financial services and execute financial transactions. While MFS comprises 

several areas, its most significant ones are mobile money (m-money) and mobile banking (m-

banking). M-money allows people to receive, store and spend money using a mobile phone. 

Unlike m-banking, it does not require a bank account – to a large extent explaining why 

m-money has seen exceptional adoption rates in developing markets, with significant 

unbanked populations. M-money is often described as the path to financial inclusion in low-

income countries and is primarily offered by MNOs and their partners. The number of 

registered m-money accounts surpassed one billion in 2019.  

 

Agents are the backbone of the m-money industry. Given the cash-dependency in 

developing markets, agents play a crucial role in converting cash to digital value and 

vice versa. Illustrated below, a large share of transactions are so-called cash-in-cash-out 

(CICO). Also, agents help on-board, support and educate millions of customers. There were 

7.7m agent outlets in 2019, implying a density of 2.3 agents for each 1,000 adults. M-

money agents have 7x the reach of ATMs and 20x the reach of bank branches (GSMA).  

 

Source: GSMA - The Mobile Economy 2020
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Pictured below are the ins and outs of mobile money (USDbn in 2019). The ratio of digital 

to cash-based transactions is 1.3x – which means that a greater proportion of money is 

entering and leaving the system digitally, rather than through cash conversion. In other words, 

the mobile money industry is becoming an integral part of the financial ecosystem, largely 

explained by the low barrier to entry for third-party integrators.  

 

Quantifying the mobile money opportunity 

On the back of the corona crisis, many governments in developing countries – with cash-

intensive economies – tried to shift to digital payments, and promoted m-money. For instance, 

in Kenya, the central bank suspended the customary 1-1.5% fee charge by MNOs on 

transfers below the equivalent of USD 10 within the MPESA platform. 

 

In a recent GSMA study, m-money transaction value reached USD 690bn in 2019 – which 

corresponds to around USD 2bn in transaction value each day. GSMA estimates that USD 

1tn will be transacted via m-money by 2023. Mobile money providers can break-even once 

sufficient value starts flowing through their systems. A study by McKinsey shows that the 

break-even point is between USD 2-3bn in annual transaction value – translating into 

total system revenue of USD 20-30m.   

 

M-money-enabled credit has emerged as a lucrative business opportunity. 44% of 

adults in developing countries borrow money, and only 9% do so from financial institutions. 

The most common reason – lack of financial records. The value of digital loans processed by 

m-money providers reached USD 390m in June 2019. Most providers partner with financial 

institutions or MNOs. Evidence from Kenya, where m-money-enabled credit has come rather 

far, suggests that non-performing loans have decreased considerably due to data-driven 

financial profiles. SDS’ micro credit solution is, in our view, a straight-forward attempt 

at capitalizing on this growing market.  

 

Additional emerging business opportunities include m-money-enabled insurance and m-

money for humanitarian purposes. SDS has already established itself within the latter, 

partnering with ZainCash to deliver COVID-19 emergency relief funds to the Iraqi 

population. Already, 60% of m-money providers partner with a humanitarian organization. 

 

Competitive landscape: operating a narrow vertical 

SDS’ operates a broad portfolio of solutions – from back-end software to fintech. It overlaps 

its products with several companies – although few have the exact same portfolio. SDS’ most 

significant group of incumbents are system integrators (originally providing ERS 360 type 

software). We recognize that several of these peers have diversified into both fintech and 

Source: GSMA - Industry Report on Mobile Money 2019
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growth / analysis tools. There are, in our opinion, high barriers to entry in this market. 

Understanding and integrating solutions to the back-end systems of MNOs in emerging 

countries is complex and takes time – only a handful of companies can do this. Largely, this 

explains how system integrators have a substantial foothold within its MNO-

customers, and are able to introduce additional solutions. 

 

SDS has, in our opinion, a competitive advantage over several of its peers. SDS is lean, cost-

effective, innovative and invests intensively in its technology – resulting in one of the more 

“high-end” solutions on the market. At the time of the acquisition of eServGlobal, the 

acquiree was in a rather weak state. Our understanding is that it had a redundant 

organization, and hadn’t invested enough in its offering – eventually losing customers. 

We believe that several of SDS’ incumbents could be in similar situations – stuck with 

outdated solutions, large organizations and possibly facing financial distress. On a final note, 

SDS’ Swedish background is indeed interpreted as a rubber stamp of quality. 

Ultimately, customers seek trustworthy partners with positive track records. SDS certainly 

checks this box. 

 

Competition in the telecom segment 

Competition in the telecom segment can be split into i) regional niche providers, ii) large 

network providers – which predominantly sell hardware for the expansion of mobile networks, 

and consequently add supplementary products, and iii) large system integrators, which sell 

“BSS transformation” projects. Our understanding is that the latter group of incumbents 

provide the most significant competition, wherein Comviva Technologies is the 

predominant rival. Also, before the acquisition in 2019, eServGlobal was part of the latter 

group of incumbents. We provide a brief description of these companies.  

 

Comviva Technologies Ltd (India) 

Founded in 1999, Comviva is a value-added services provider for mobile operators. It serves 

customers in over 130 countries, and has, like SDS, a strong foothold in Africa. Its portfolio is 

similar to SDS’ and includes i) financial solutions, ii) digital systems, and iii) growth marketing. 

In 2012, Tech Mahindra acquired a majority stake in Comviva. Tech Mahindra is a 

multinational company, with USD 5bn in sales, and 125,000+ employees in 90 countries. 

 

Comviva’s total income amounted to USD 90m (in year ended March 2020), which is a 

modest 2% Y/Y increase. Its EBITDA was around USD 17m (18), and its subsequent margin 

very much in line with SDS’ latest report. Although Comviva is around 3x the size of SDS, 

from an operational standpoint, SDS has performed better – increasing revenues and 

improving operational margins. It will be interesting to see how Comviva weathered the 

corona crisis in relation to SDS in its upcoming annual report. 

 

Evolving Systems (United States) 

Headquartered in Colorado, Evolving Systems is the only publicly traded peer (NASDAQ: 

EVOL). Its portfolio includes solutions for i) loyalty through real-time digital engagement, and 

ii) eSIM/SIM sales, dealer and SIM lifecycle management. In particular, its Dynamic eSIM/SIM 

Allocation (DSA) solution rivals the ERS 360 platform. From its website, we learn it has around 

100+ customers in 50 markets. These include Airtel, 3, DiGi, Indosat, MTN, Ooredoo, 

Swisscom and Zain. It is common that peers have customers in common, due to their size 

and multinational presence. 
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Evolving has seen its revenues and operating margins contract over the past couple of years. 

It is currently trading at multiples that are in line with SDS. We argue that SDS should be 

trading at significantly higher multiples than Evolving Systems, especially considering the 

consistent top-line growth and higher operating margins.  

 

Telepin (Canada) 

Telepin operates with mobile transaction platforms, serving innovative tier-one operators 

worldwide. It has also launched a mobile money solution, and like SDS is present in Africa, 

in addition to Southeast Asia. It recently appointed a new CEO (Jan 2021). Telepin is owned 

by Volaris Group, which in turn, is a subsidiary of Constellation Software Inc (TSX:CSU), a 

USD 3bn group. Telepin’s annual revenue is USD 13m and has an estimated 75 employees 

(Dun & Bradstreet). 

 

Emida (United States) 

Emida is a technology solutions provider (TSP) in the global prepaid wireless and digital 

payments industries. It provides electronic payment processing, mobile top-up, distribution 

channel management technology and POS solutions to partners in 37 countries. Our 

understanding is that Emida to a large extent operates in Latin America – a market where 

SDS at this point has limited exposure. Emida’s systems channel around 240 million 

transactions annually, to a value of USD 1.5bn (Craft). Its revenues in FY2018 amounted to 

USD 13m (Dun & Bradstreet). 

 

6D Technologies (India) 

Founded in 2002, 6D serves Tier-1 Telecom Service Providers, Equipment Manufacturers 

and System Integrators in 50+ countries. Its solutions include Integrated Messaging Platform, 

Integrated BSS Platform, Cloud-based SDP, Mobile Marketing , Subscription Manager, 

Unified Self-Care Solutions, Mobile Financial Solutions and enablers for MVNOs. According 

to Zoominfo, 6D’s revenues amount to USD 231m (with 1,000 employees). 

 

Competition in other solutions: fintech and growth 

SDS has a diverse product portfolio, which stretches far beyond its ERS 360 platform. One 

could argue that some of its more recent solutions face significantly tougher competition. Sub-

Saharan Africa has, for instance, emerged as one of the fastest growing fintech hubs in the 

world – attracting many incumbents, illustrated below. 

 

Source: Redeye Research, Bloomberg
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Furthermore, global companies such as Salesforce could be said to rival SDS’ Sales Force 

Optimization solution, and so on. What is important to understand here, in our opinion, 

is that SDS has decades of experience from integrating its solutions to the back-end 

systems of MNOs in emerging countries. Understanding this process is complicated and 

takes time. While there could be thousands of rivaling inventory management solutions, only 

a handful could actually deliver it successfully. This creates, in our opinion, significant 

barriers to entry – at least for those new entrants aiming to gain MNO-customers. 

 

Regarding SDS’ non-core solutions (such as fintech), we believe the former set of peers 

provide more significant competition than the peers illustrated in the table. As we saw earlier, 

several of SDS’ system-integrator-peers have diversified their portfolios to include growth and 

fintech solutions. This group has an extensive understanding of the MNOs, and can 

more easily introduce solutions to their existing customers. 

 

Seamless Digital Distribution: Nordic distribution subsidiary 

SDD distributes a broad portfolio of electronic products through retail – to a large extent 

coupled to prepaid mobile top-ups. Also, it supplies the technical platform which enables top-

up through the largest banks in Sweden. SDD leverages ERS 360 for the digital delivery of 

products. In contrast to SDS, SDD operates in two developed markets, Sweden and 

Denmark. It serves 2,500+ outlets and handles around six million transactions annually, to an 

aggregated value of SEK 500 million. SDD has been impacted by the corona crisis – reflected 

in negative sales growth from Q2 2020. However, it renegotiated better terms with its retailers, 

and launched a series of new solutions, which essentially boosted its gross profit – leading to 

improved operating results. In 2020 it introduced terminals to its retailers, consequently 

resulting in new revenue streams, from e.g., marketing channels.  

 

In other words, SDD virtually becomes a customer to SDS since it uses the ERS 360 platform 

for distribution of digital products – just as other retail customers, such as 7-Eleven. The CEO 

states that SDD is like “taking the Company’s own medicine”. The Company gains a great 

understanding of its products, how customers are experiencing it, and where to innovate and 

improve – indeed a nice ecosystem. 

 

Source: GSMA - The Mobile Economy Sub-Saharan Africa 2019
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Background 

SDD was acquired in 2018. It has been operational within the Company for a little over two 

years, and contributes with significant revenues, albeit its bottom-line contribution is fairly 

limited. The market is characterized by low margins. Most importantly, the business is stable 

and profitable. SDD’s target is to achieve 2% EBIT-margins, while stabilizing its 

revenues after the decrease following the corona crisis. 

 

 

Business model and strategy 

SDD operates a per-transaction business model. It handles around six million 

transactions through its systems annually. Relative to its FY2020 revenue figures, the 

implied revenue per transaction is approx. SEK 20. This business model relies, largely, 

on a strong underlying market. An increasing SIM penetration rate will yield more transactions 

(e.g., prepaid SIM top-up), resulting in higher revenue for SDD. However, as we conclude in 

the next section, SDD’s industry has significantly contracted this past decade. The top-line 

growth target of 35% consequently implies taking market share from competitors, 

given that growing along with the market isn’t feasible.  

 

We draw the conclusion that SDD has handled the corona crisis fairly well. Although sales 

have decreased somewhat in 2020, the EBIT-margin has remained more or less constant. 

The prepaid SIM industry is relatively labor intensive – top-ups can be performed in kiosks 

and bank offices, even though there are plenty of remote options. Once the world starts to 

transition away from social mobility restrictions, we expect that SDD will benefit.  

 

A principal competitive advantage of SDD is, in our opinion, its price and cost effectiveness. 

Even though the absolute majority of the Company’s business and workforce is in low-cost 

countries, it has managed exceptionally well with a Swedish-style management to create a 

lean and efficient organization. SDD has two FTEs in its Stockholm-HQ, which is not bad for 

a business turning over more than SEK 120m annually. We know that the cost-effectiveness 

is a big deal to competitors. For instance, Goyada, a previous incumbent, and now owned by 

Awardit, went bankrupt, to a large extent explained by its large and expensive team of 

Swedish software engineers. 

 

Also, an important competitive advantage is the stickiness of its solutions – which are 

specifically developed for the specifications of its customers. The software to digitally process 

prepaid SIM topup is compatible with the customers’ back-end. A bank is quite unlikely to 

change technology supplier for its topup system, as i) there are only a limited amount of 

companies that can do this and ii) it is expensive. So, in addition to sticky, there are strong 

moats (high barriers to entry) which further solidifies SDD’s position.  

 

In the future, however, we believe that SDD is well-positioned to diversify its offering, and 

become a technology partner to its customers, rather than a supplier or distributor. SDD’s 

business is concentrated in Sweden and Denmark, and we believe that the Company could 

Source: SDS, Redeye Research
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potentially expand into Europe, where the prepaid SIM penetration is considerably higher. 

The Company hasn’t communicated around this, and we believe its focus is on SDS, so we 

don’t expect anything drastic to happen within SDD in the near term. However, we recognize 

the potential. 

 

Industry outlook 

Scandinavian countries have some of the world’s lowest prepaid SIM penetration rates. 

Generally, as countries become wealthier, postpaid (contractual) SIM subscriptions increase 

in usage. According to GSMA, Sweden and Denmark have an estimated 11-30% prepaid SIM 

penetration. 

 

In Sweden, total revenue from mobile subscriptions, i.e., pre- and postpaid, amounted to SEK 

30 billion in 2019 – which corresponds to a 2% CAGR from 2011. Revenue from prepaid, 

however, amounted to SEK 2.6 billion in 2019 – corresponding to a -5% CAGR from 

2011. At this point, prepaid accounts for 9% of total subscription revenues in Sweden. 

 

The Swedish prepaid SIM industry has seriously contracted this past decade. Scandinavian 

countries are some of the world’s wealthiest, the households’ credit worthiness has surged, 

and postpaid subscriptions have become an alternative. This is very different from the rest of 

the world, and especially those markets where SDS operates. Postpaid subscriptions are 

simply not an option, as there are significant information disparities (on address, family, work, 

etc) and creditworthiness is simply not good enough. 

 

Even though the market has been on decline, and the trend is rather negative, there are 

significant secular trends which are poised to benefit the prepaid SIM industry. The 

IoT revolution is a clear example, which is expected to drastically increase Machine-to-

Machine (M2M) SIM usage. The connectivity which enables devices and sensors to 

communicate with one other, along with other Internet-enabled devices and systems, is 

Source: Swedish Post and Telecom Authority, Redeye Research
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achieved by inserting or embedding a M2M SIM – connected to the home server. These 

devices have an interchangeable protocol that is used for receiving and sending data. 

 

GSMA projects that M2M embedded SIM (M2M eSIM) revenue will exceed USD 6.5 

billion in 2028, up from a modest USD 0.2 billion in 2018. The IoT revolution is, however, 

only in its youth, and we don’t expect these revenues to materialize in the near term. We 

recognize that this is a truly interesting opportunity for the Company, and that SDD is well-

positioned to benefit from this development in the future. However, we don’t include this in 

our forecasts, as the Company hasn’t communicated anything in particular on the IoT 

opportunity. 

 

Customers and partners 

SDD predominantly supports the distribution of digital products through three major channels: 

i) MNOs, ii) banks and iii) retailers. It enables the sale and distribution of digital products by 

installing e.g., cashier software or terminals at the POS. 

 

The top-up of prepaid SIMs is increasingly being performed through banks. The largest banks 

in Sweden and Denmark offer their customers to recharge prepaid SIMs through their apps, 

in bank offices or in conjunction with an ATM-withdrawal. SDD partners with the principal 

banks in its markets and leads the process end-to-end, which includes support, maintenance 

and installation of its products. It has managed to integrate its solutions with the banks’ back-

end systems, which is an expensive and time-consuming activity. Consequently, it faces very 

sparse competition in this distribution channel and has created a sticky solution, which its 

customers appreciate and are willing to pay for.  

 

In addition to partnering with the major MNOs (which offer prepaid SIMs), SDD partners with 

around 30 retailers, such as Elgiganten, Clas Ohlson and Axfood. These distribution 

channels, face, unlike banks, competition – although fairly limited.  

 

 

 

Competition 

Competition is fairly limited, given that the industry is relatively small, and has seen a shrinking 

trend the last couple of decades. There used to be three main actors in Sweden and 

Denmark: SDD, Goyada and MBXP. In 2020, however, Awardit acquired Goyada and is 

undergoing the process of acquiring MBXP. Awardit is the largest operator of customer 

clubs, loyalty programs, sales motivation programs, digital points currencies and reward 

shops in the Nordics. 

 

Awardit became an incumbent by acquiring Goyada’s and Oper8’s bankruptcy estates in 

2020. Goyada’s business consisted primarily of providing digital solutions for the issuance, 

Source: Company website



dsfdsf  REDEYE Equity Research   Seamless Distribution Systems 26 March 2021 

 

30 
 

redemption and sale of gift cards and mobile phone cards. Through Oper8’s different 

subsidiaries, gift card solutions have been provided to shopping center owners. Awardit had 

its own subsidiary called Retain24, which competed with Oper8. The acquisitions enable 

charging and redemption of plastic card-borne and digital gift cards / vouchers in existing card 

terminal networks, which means avoiding integrations in cash and business systems. 

 

Goyada ran into financial distress, due to i) incurring large personnel expenses, and ii) 

accruing accounts payable over an extended time period. The acquisition price was SEK 

6m. In 2018, Goyada had sales of SEK 834m and an EBIT of SEK 14m. It achieved peak 

sales in 2015, amounting to SEK 1,440 million.  

 

MBXP (Denmark) is the Nordic’s largest distributor of gift cards and other vouchers in the 

physical retail and grocery trade. The products are displayed in stores via specially adapted 

sales solutions that are placed in high-traffic parts of the stores. The MBXP Group has a 

network of 13,000 stores in the Nordics, and an additional 20,000 retailers in Spain. Its 

revenues in 2019/20 amounted to DKK 96m. The preliminary acquisition price is DKK 5m, 

with an additional price of 9x MPXP’s average EBITDA for 2021 and 2022. MBXP 

forecasts the additional price will be DKK 158m. 

 

Financials 

Historical financials, in addition to estimates, are detailed in this section. We also provide 

balance sheet and cash flow forecasts on page 37. Forward-looking figures are Redeye 

estimates, and do not include future acquisitions. We expect to review and adjust our 

estimates if and when the Company announces an acquisition. 

 

FY2020: targets and outcome 

In the 2019 annual report, the Company outlined its main financial target for FY2020 – to 

grow overall sales by more than 20%. It succeeded with surgical precision to deliver exactly 

20%. Important to consider here is that the Company formulated its targets before it 

understood the implications of the pandemic. While it expected SDD to drive the 

Company’s top-line growth, sales actually declined by 3% Y/Y. Instead, SDS’ sales increased 

by 41% Y/Y. Having said that, we believe the management deserves some praise for the 

professional handling of the pandemic. 

 

Forward-looking targets 

In the annual report 2020, the Company presents forward-looking targets for its two business 

units – SDS and SDD, in addition to operational targets: 

• SDS – grow annual sales by 15% on average, while maintaining an EBITDA margin 

of 20% over a business cycle. It expects to achieve this by: 

o Growing organically within existing telecom operator groups, in addition to 

entering new groups. 

o Expanding beyond its core markets (i.e., Africa and the Middle East) and 

gaining a foothold in Asia and Latin America. 

o Expanding withing Reseller Value Management (comprising onboarding, 

product supply, sales channel, customer loyalty and business intelligence). 

o Increasing recurring revenues and maintaining a focus on acquisitions. 

 

• SDD – stabilize sales after the loss in 2020, while improving the operating margin. 

It will achieve this by: 

o Recruiting new customers and growing the customer base. 

o Improving the occupancy rate and the communication module offer. 
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We sympathize with the Company’s targets, and believe it should deliver on these 

commitments over the near-term. If anything, the targets can appear to be somewhat 

conservative, especially in light of the Riaktr acquisition. However, the targets were 

communicated before the acquisition was made public. We forecast the SDS business unit 

(excl. Riaktr) will see annual growth of ~15% over the near-term. For Riaktr, on the other 

hand, we expect annual growth of +20% on average. Also, our forecast implies the Company 

will meet the EBITDA target from 2022E. 

 

Segment distribution 

SDD began contributing to the Company’s P&L in Q4 2018. After around one year, its top-

line contribution was almost on par with SDS – the core business. The pandemic has been 

especially tough for SDD, clearly illustrated below. Sales decreased steadily since Q1 2020. 

Having said that, investors shouldn’t be too worried about SDD’s declining sales, as 

the bottom-line impact is so limited. The operating profit is entirely determined by SDS. 

 

 

Sales 

We forecast the Company’s sales will increase ~20% Y/Y in FY2021 – explained by solid 

growth in the core business (additional license and support sales), and the Riaktr acquisition, 

which is expected to start contributing to the P&L in Q2 2021. Also, considering SDS’ strong 

order intake during the past year, we expect to see the lagging effect from support and 

managed operations materialize. Finally, we forecast a rather flat development for SDD’s 

sales – in line with the Company’s target. 

*SDD was acquired in Q4 2018. Therefore, the R12m figure is relevant from Q3 2019

Source: SDS, Redeye Research
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Gross Margin: fundamental differences between SDS and SDD 

The figure below illustrates the Company’s gross margin (GM) on a R12m basis. While it 

originally maintained high (above 80%) GMs, the acquisition of SDD fundamentally changed 

this. We estimate the CoGS for SDD is ~95% (exhaustively consisting of mobile 

vouchers), translating into a 5% GM. Now that SDS accounts for a growing share of the 

Company’s sales, we see how the GM starts to increase. The implied GM for SDS on the 

back of our assumption is ~87%. It isn’t uncommon for SaaS companies to deliver +90% 

GMs, so perhaps this provides an indication of what SDS could achieve in the long-term. 

OPEX 

The Company has ~250 employees and consultants, largely dispersed in emerging and low-

cost countries such as India, Pakistan and Ghana. SDS’ OPEX in FY2020 was more or less 

in line with the previous year, increasing by 3%, impressive, in our opinion, for a number of 

reasons. Having acquired eServGlobal in Q2 2019, the Company’s OPEX in FY2020 was set 

to significantly increase Y/Y. The Company made fundamental changes to eServGlobal’s 

redundant organizational structure – cutting its costs by ~60% to date. This 

demonstrates, in our opinion, the operational leverage in the organization, being able to 

increase sales with less resources. 

 

We forecast that OPEX in FY2021 will increase by ~32% Y/Y, factoring in the added cost 

base from Riaktr, in addition to acquisition costs. Also, we speculate that SDS will need to 

recruit more resources. Its core business comprises an increasingly diverse portfolio of 

solutions (such as Business Intelligence), which will demand additional talent. 

 

Below EBITDA assumptions 

We forecast the Company’s D&A will increase somewhat in FY2021, a natural consequence 

of the Riaktr acquisition. To a large extent, the acquisition will consist of intangible assets, 

Sales composition 2018 2019 2020 Q1 Q2 Q3 Q4 2021E 2022E 2023E

SDS 78             128           181           45             48             52             56             201           230           265           

Y/Y Grow th (%) 9,9% 65,6% 41,3% -15,0% 11,0% 30,0% 25,0% 11,0% 14,2% 15,2%

SDD 10             120           117           28             29             30             32             120           130           140           

Y/Y Grow th (%) -                1039,8% -2,5% -15,0% 4,0% 4,0% 22,0% 2,8% 8,4% 7,7%

Internal fee (0)              (2)              (2)              (1)              (1)              (1)              (1)              (2)              (3)              (4)              

Y/Y Grow th (%) 814,5% -1,1% 0,0% 0,0% 0,0% 0,0% -0,9% 24,4% 33,3%

Riaktr -                -                -                -                8               13             14             36             62             76             

Y/Y Grow th (%) 72,9% 22,6%

Total sales 88             246           296           72             85             95             102           355           419           477           

Y/Y Grow th (%) 24,4% 179,9% 20,4% -15,1% 20,0% 38,9% 44,0% 20,0% 18,1% 13,8%

Source: SDS, Redeye Research
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which will add to the Company’s amortizations. Also, we forecast its financial expenses will 

almost double in FY2021 – again, due to the acquisition. The expected bond issuance of SEK 

200m will triple the Company’s interest-bearing debt. Although it remains unknown, we 

assume an interest rate of around 5-6% on the bond. 

 

Operating profit 

In FY2020, SDS reported an EBITDA and EBIT margin of 17% and 7%, respectively. Our 

forecast implies that this year’s operating profit margins will remain relatively unchanged. We 

prefer to take a rather conservative stance, as we recognize the administration of the 

Riaktr acquisition and bond financing can incur substantial expenses. Once this has 

been accounted for, our outlook becomes considerably more optimistic. Our FY2022 forecast 

implies EBITDA and EBIT margins of 19% and 8%, respectively. We expect to see the 

synergies from the acquisition in full swing from 2022. 

 

 

Financial position 

SDS’ cash balance (and equivalents) amounted to SEK 12m in year-end 2020. Its interest-

bearing debt amounted to SEK 68m, yielding a net debt of SEK 56m. 

 

In connection with the Riaktr acquisition, SDS announced:  

• It is investigating the opportunity of issuing a bond loan with an expected maturity of 

three years, and an initial volume of SEK 200m. 

• Existing shareholder loans of SEK 44m would be converted into shares. 

 

By financing the acquisition with the issuance of a large bond, the Company is able to “tidy” 

its capital structure, and replace several small loans (with different terms and conditions) with 

a cohesive one. SEK 44m of the outstanding debt (SEK 68m) will be converted into shares, 

and the remainder is expected to be settled. The issue price for the conversion is 

proposed to be SEK 43.7 per share – which means issuing ~1m shares. 

 

We believe the bond issuance and share conversion is likely to take place in Q2 2020. Our 

main assumptions going forward are the following: 

• Cash and equivalents in year-end 2021: SEK 70m 

• Interest-bearing debt in year-end 2021: SEK 200m 

• Net debt in year-end 2021: 130m 

• Number of shares in year-end 2021: 9.9m 
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Valuation 

We use a WACC of 10% across our Base, Bull, and Bear cases. Although acquisition are 

likely to take place, we do not include future M&A in our forecast. We only include these in 

our forecasts for companies that have extensive M&A track records and where we feel 

confident in the likely price levels. Also, net debt amounts to SEK 130m in 2021E across all 

our cases, assuming i) the bond financing solution goes through, and ii) SEK 44m of current 

debt is converted to equity, resulting in the issuance of ~1m shares. In total, 9.9m shares 

outstanding in 2021E. 

Base case – SEK 72 

Our Base case of SEK 72 represents an upside of +50% from current trading levels, and 

corresponds to a 2021E EV/EBITDA and EV/EBIT multiple of 14.5x and 33.5x, respectively. 

However, realizing the full effects and synergies of the Riaktr acquisition in 2022, multiples 

continue to decrease – the implied 2022E EV/EBITDA and EV/EBIT multiples are 10.6x and 

24.3x, respectively. Although peer data is limited, we believe SDS should trade at a premium 

to its competitor, Evolving Systems, underpinned by a superior performance in 2020, together 

with its bright outlook – boosted by the recent acquisition. 

 

Key assumptions 

• Sales CAGR 2021E-2025E: 15% 

• Sales CAGR 2025E-2032E: 10% 

• Terminal growth: 2% 

• Average EBIT margin 2021E-2025E: 9%  

• Average EBIT margin 2025E-2032E: 13% 

• Terminal EBIT margin: 13% 

 

 

 

Income Statement 2018 2019 2020 Q1 Q2 Q3 Q4 2021E 2022E 2023E

Net sales 88             246           296           72             85             95             102           355           419           477           

Y/Y Grow th (%) 24% 180% 20% (15%) 20% 39% 44% 20% 18% 14%

Other revenue 2               28             9               2               2               2               2               8               10             12             

Material Expenses 19             132           133           32             35             37             40             143           163           186           

Gross Profit 69             114           163           40             50             58             63             211           256           291           

Gross Profit Margin (%) 78% 46% 55% 56% 59% 61% 61% 60% 61% 61%

Personnel Expenses 16             35             54             14             18             21             23             76             84             93             

External Expenses 35             42             56             14             18             20             23             75             88             98             

Other Op. Expense / (Income) 10             41             11             1               4               4               1               11             15             14             

EBITDA 11             24             50             12             12             15             19             58             79             98             

EBITDA Margin (%) 12% 10% 17% 17% 14% 16% 18% 16% 19% 21%

Depreciation 1               1               6               0               0               0               0               2               3               3               

Amortization 9               8               23             7               7               9               9               31             42             50             

EBIT 2               14             21             5               5               6               9               25             35             45             

EBIT Margin (%) 2% 6% 7% 7% 6% 6% 9% 7% 8% 9%

Interest Income 3               -                -                -                -                -                -                -                -                -                

Interest Expenses 4               6               6               2               1               5               3               10             12             12             

EBT 1               9               15             3               4               1               6               15             23             33             

Income Tax Expenses 0               1               3               1               1               0               1               3               5               7               

Effective Tax Rate (%) 50% 9% 17% 20% 20% 20% 20% 20% 20% 20%

Net Income 0               8               13             3               3               1               5               12             18             27             

Net Income Margin (%) 0% 3% 4% 4% 4% 1% 5% 3% 4% 6%

Source: SDS & Redeye Research
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Peers 

As we previously touched upon, the vast majority of SDS’ peers are privately held companies. 

However, we believe two listed peers are relevant to compare to SDS – Awardit and Evolving 

Systems. Awardit acquired Goyada and is in the process of acquiring MBXP – SDD’s closest 

rivals. The main motivation behind the acquisitions are, in our opinion, to gain access to the 

underlying software and intangible assets, rather than pursuing the low-margin business 

operations. Evolving Systems, on the other hand, is a direct competitor, providing a rivaling 

solution to SDS’ ERS 360.  

 

The limited number of peers and lack of forward-looking estimates makes us a bit cautious in 

drawing conclusions. Nevertheless, it is rather evident that SDS outperformed both 

companies in 2020, reporting substantial sales growth and the highest EBITDA margin. While 

SDS is trading at multiples in line with Evolving Systems, we argue that an upward revision 

to its valuation is reasonable – our Base multiples are more in line with Awardit. The positive 

outlook, boosted by the Riaktr acquisition, strengthens SDS’ offering, and we believe it will 

be able to see sustained growth and improved operating margins. 

 

Nordic SaaS valuations 

SDS is currently transitioning to a SaaS business model, which creates i) stability, ii) 

predictability, iii) high margins, and iv) decreased risk. While we do not regard the following 

companies as peers at this point in time, it is nevertheless interesting to analyze Nordic SaaS 

valuations. If SDS successfully strengthens its SaaS offering and increases its share of 

recurring revenues, investors are likely to look at the Company and its valuation in a different 

light. A significant multiple expansion wouldn’t be unreasonable in that case.  

 

 

 

EV/Sales EV/EBITDA Sales Growth (%) EBITDA-m (%)

SEKm EV Sales FY20 21E 22E 21E 22E 21E 22E 21E 22E

24SevenOffice 1 786 169 7 6 74 43 45% 26% 10% 13%

Addnode 8 378 3807 2 2 18 17 0% 4% 12% 12%

Admicom 4 424 230 17 14 35 29 14% 18% 48% 49%

Briox 253 4 42 23 neg neg 35% 83% neg neg

Efecte 745 156 4 4 105 39 9% 17% 4% 10%

Formpipe 1 621 403 4 3 18 15 6% 10% 21% 23%

Fortnox 24 395 694 26 20 58 45 33% 30% 45% 46%

LeadDesk 1 260 145 5 4 35 27 81% 25% 14% 14%

Lime 4 780 339 12 10 35 30 17% 15% 34% 35%

Litium 323 48 5 4 neg 23 28% 29% neg 18%

Mercell 5 528 305 8 7 31 21 115% 20% 27% 34%

Pexip 8 463 664 10 7 neg neg 29% 40% neg neg

Upsales 1 140 75 11 8 49 34 38% 32% 22% 25%

Vitec 12 448 1313 8 7 23 20 17% 9% 36% 37%

XMReality 198 21 5 4 neg neg 79% 51% neg neg

Average 5 050 558 11 8 44 28 36% 27% 25% 26%

Median 1 786 230 8 7 35 28 29% 25% 22% 24%

SDS 550 296 1.5 1.3 9 7 20% 18% 16% 19%

SDS at Redeye Base 843 2.4 2.0 15 11

Source: Bloomberg, Redeye Research

EV/S EV/EBITDA Sales Sales growth (%) EBITDA EBITDA-m (%)

SEKm EV 20 21E 20 21E 20 21E 20 21E 20 21E 20 21E

Awardit 700 2.5 n/a 18.7 n/a 279 n/a -8% n/a 37 n/a 13% n/a

Evolving Systems 295 1.2 n/a 10.9 n/a 243 n/a 0% n/a 27 n/a 11% n/a

SDS 550 1.9 1.5 10.5 9.5 296 355 20% 20% 53 58 17% 16%

SDS at Redeye Base 843 2.4 14.5

Source: Bloomberg, Redeye Research
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Bear case – SEK 32 

Key assumptions 

• Sales CAGR 2021E-2025E: 10% 

• Sales CAGR 2025E-2032E: 4% 

• Terminal growth: 2% 

• Average EBIT margin 2021E-2025E: 8%  

• Average EBIT margin 2025E-2032E: 10% 

• Terminal EBIT margin: 10% 

 

In the Bear case, we expect increased competition, and a significant bargaining power of 

customers, resulting in lower organic growth and operating margins. We also expect a slow 

adoption of Business Intelligence, postponing revenues. 

 

Bull case – SEK 115 

Key assumptions 

• Sales CAGR 2021E-2025E: 20% 

• Sales CAGR 2025E-2032E: 9% 

• Terminal growth: 2% 

• Average EBIT margin 2021E-2025E: 10%  

• Average EBIT margin 2025E-2032E: 15% 

• Terminal EBIT margin: 16% 

 

In the Bull case, we expect a rapid transition to the SaaS business model, whereby the bulk 

of SDS’ solutions generate recurring revenue by default. As Business Intelligence constitutes 

an increasing share of the Company’s total sales, we expect significantly higher gross 

margins and operating profits. A smooth and rapid incorporation of the Riaktr acquisition could 

indeed be regarded as a positive signal of this scenario playing out.  
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Balance Sheet 2018 2019 2020 2021E 2022E 2023E

Current Assets

Cash & Equivalents 2               15             12             70             87             108           

Inventories 2               3               2               2               2               3               

Accounts Receivable 30             46             36             44             51             58             

Other Current Assets 9               46             72             96             105           119           

Total Current Assets 45             109           122           212           244           287           

Non-Current Assets

Property, Plant & Equipment 2               3               4               6               8               9               

Goodwill -                -                -                -                -                -                

Intangible Assets 44             83             82             183           178           171           

Right-of-Use Assets -                12             11             11             11             11             

Other Long-Term Assets 1               1               1               1               1               1               

Total Non-Current Assets 47             99             98             200           197           192           

Total Assets 92             208           220           412           442           479           

Current Liabilities

Short-Term Debt -                28             24             -                -                -                

Short-Term Lease Liabilities -                3               3               3               3               3               

Accounts Payable 11             26             21             23             26             30             

Prepaid Income 9               25             16             19             23             26             

Accrued Expenses 4               9               6               7               8               10             

Other Current Liabilities 1               32             16             19             22             25             

Total Current Liabilities 24             122           85             71             82             93             

Non-Current Liabilities

Long-Term Debt 44             50             45             200           200           200           

Long-Term Lease Liabilities -                8               8               8               8               8               

Total Non-current Liabilities 44             58             53             207           207           207           

Shareholder's Equity 24             28             82             134           152           178           

Total Liabilities & Equity 91             208           220           412           442           479           

Net Debt 41             63             56             129           113           92             
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Cash Flow Statement 2018 2019 2020 2021E 2022E 2023E

Operating Activities

Net Income -                -                -                12             18             27             

Non-Controlling Interests -                -                -                -                -                -                

Associated Income / (loss) -                -                -                -                -                -                

Dividends Received from Associates -                -                -                -                -                -                

Depreciation -                  2               3               3               

Amortization -                -                -                31             42             50             

Amortization of Right-to-Use Assets -                -                -                -                -                -                

Net Working Capital Change, Decrease / (Increase) -                -                -                (22)            (5)              (11)            

Other Long-Term Liabilities, Increase / (Decrease) -                -                -                (0)              -                -                

Operating Cash Flow 2               20             (11)            23             58             69             

Investing Activities

Capital Expenditures (1)              (14)            (5)              (4)              (4)              (5)              

Capital Expenditures, % of Rev. 1,5% 5,7% 1,7% 1,0% 1,0% 1,0%

Intangible Assets (10)            (39)            (24)            (32)            (38)            (43)            

Intangible Assets, % of Rev. 11,0% 15,9% 8,2% 9,0% 9,0% 9,0%

Acquisitions of intangibles -                -                -                (100)         -                -                

Divestments of intangibles -                -                -                -                -                -                

Goodwill -                -                -                -                -                -                

Investing Cash Flow (11)            (53)            (29)            (135)         (42)            (48)            

Financing Activites

Short-Term Debt, Issuance / (Repayment) -                (24)            -                -                

Long-Term Debt, Issuance / (Repayment) -                155           -                -                

Share Issuance / (Repurchase) -                40             -                -                

Dividends Paid to Shareholders -                -                -                -                

Dividends Paid to Non-Controlling Interest -                -                -                -                -                

Repayment of Lease Liabilities -                -                -                -                -                

Other Financing Activites -                -                -                -                -                

Financing Cash Flow 10             45             42             171           -                -                

Net Cash Flow 0               13             2               59             16             21             

Cash Balance 2               15             12             70             87             108           
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Summary Redeye Rating 

The rating consists of three valuation keys, each constituting an overall assessment of several factors that are rated 

on a scale of 0 to 1 points. The maximum score for a valuation key is 5 points. 

Rating changes in the report 

 

People: 4 

 

The current CEO, Tommy Eriksson, joined SDS over a decade ago and took on the CEO helm in 2018. The majority 

of the senior management has remained in the Company over the past five years. Indeed positive, in our opinion, 

as the management has a sound understanding of its market, in addition to maintaining and developing essential 

business relationships with stakeholders. Acquisitions have focused on strengthening the Company's core business 

- evident in the latest example with Riaktr. Also, we have a positive view of the large outside ownership in the board, 

in addition to its size and refreshment rate. The entry of institutional investors, with a long-term commitment, would, 

in our opinion, strengthen the case further. 

 

Business: 4 

 

SDS is an asset-light company (focus on intangibles) that can scale rapidly without expensive reinvestments. It 

provides business-critical systems for its customers, responsible for channeling up to 90% of their revenues - billions 

of USD each year. Solving a genuine need for its customers, we identify a straight-forward moat, creating high 

switching costs. The Company's target is to grow its core business ~15% organically each year, an objective that, 

in our opinion, is completely feasible. However, acquisitions are effective to rapidly gain new customers, and the 

Company has an excellent track record with its acquisitions to date. Competition is also fairly limited. There are only 

a couple of actors that are able to operate in SDS' very specific vertical - telecom operators in Africa and the Middle 

East. 

 

A successful expansion into relatively untapped markets, such as Southeast Asia and Latin America would boost 

the rating further. Also, an increased share of recurring revenues (at this point ~30% of total sales) from a wider 

revenue base would see the rating increase. 

 

Financials: 3 

 

SDS is a profitable company and has remained so for the past few years. The Company has seen a steady increase 

in its operating margin and EPS. Although data on incumbents is limited, we note that SDS is performing better than 

its closest competitors. We have a positive perception of the proposed capital raise of around SEK 200m - which 

will tidy the Company's capital structure and eliminate any threat of running into financial distress in the short-term. 

 

We recognize several actions that would see our rating increase. These include i) an improved ROIC, which exceeds 

SDS' cost of capital, ii) increasing gross margins, iii) cash flow from operations exceeding the Company's net income 

- it reported a substantial net increase in working capital in FY2020 (around SEK 50m), and iv) if it were to engage 

in a consistent dividend payout policy. 
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Redeye Rating and Background Definitions 

Company Quality 

Company Quality is based on a set of quality checks across three categories; PEOPLE, BUSINESS, FINANCE. 

These are the building blocks that enable a company to deliver sustained operational outperformance and attractive 

long-term earnings growth. 

 

Each category is grouped into multiple sub-categories assessed by five checks. These are based on widely 

accepted and tested investment criteria and used by demonstrably successful investors and investment firms. Each 

sub-category may also include a complementary check that provides additional information to assist with investment 

decision-making. 

 

If a check is successful, it is assigned a score of one point; the total successful checks are added to give a score 

for each sub-category. The overall score for a category is the average of all sub-category scores, based on a scale 

that ranges from 0 to 5 rounded up to the nearest whole number. The overall score for each category is then used 

to generate the size of the bar in the Company Quality graphic. 

 

People 

At the end of the day, people drive profits. Not numbers. Understanding the motivations of people behind a business 

is a significant part of understanding the long-term drive of the company. It all comes down to doing business with 

people you trust, or at least avoiding dealing with people of questionable character. 

The People rating is based on quantitative scores in seven categories:  

• Passion, Execution, Capital Allocation, Communication, Compensation, Ownership, and Board. 

 

Business 

If you don’t understand the competitive environment and don’t have a clear sense of how the business will engage 

customers, create value and consistently deliver that value at a profit, you won’t succeed as an investor. Knowing 

the business model inside out will provide you some level of certainty and reduce the risk when you buy a stock. 

The Business rating is based on quantitative scores grouped into five sub-categories:  

• Business Scalability, Market Structure, Value Proposition, Economic Moat, and Operational Risks. 

 

Financials 

Investing is part art, part science. Financial ratios make up most of the science. Ratios are used to evaluate the 

financial soundness of a business. Also, these ratios are key factors that will impact a company’s financial 

performance and valuation. However, you only need a few to determine whether a company is financially strong or 

weak. 

The Financial rating is based on quantitative scores that are grouped into five separate categories:  

• Earnings Power, Profit Margin, Growth Rate, Financial Health, and Earnings Quality.
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Disclaimer 
Important information  
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