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Well positioned for future growth 
In this note, we describe some of the key features of the Bango 
business model. In summary, the company offers an attractive 
combination of a growing market backdrop, strong market 
positioning, positive operational momentum and a business 
platform with good headroom for growth. This is all underpinned by 
a strong financial position. With net cash at 42% of the current 
market capitalisation, management expect the business to be funded 
through to profitability.  

§ Strongly positioned, rich product set: Bango’s key product is the 
Bango Payment Platform (BPP). This is a unique software architecture 
that on a massive scale, allows mobile users to make one-click 
payments to app stores via their mobile phone bill – i.e. Direct Carrier 
Billing (DCB). We estimate Bango has over 40% share of the global 
market.  

§ Positive operational momentum: Bango has delivered impressive 
growth in End User Spend since its focus on app stores in 2013, 
latterly over 100%. Growth has been robust in mature markets, 
alongside new spending by users in developing markets. Historically, 
blended margins have been stable around the 2% mark.  

§ Platform provides good headroom for growth: Testing has shown 
successful operation of the Bango Payment Platform at around 10x 
the current transaction volume. Management believes this to be 
ample, capacity for the business to deliver material profits.  
Furthermore, recent results demonstrate impressive financial discipline 
– notably in opex control. This implies high levels of operating 
leverage given the background of impressive growth in End User 
Spend. 

§ Solid financial position, funded through to profitability: Bango is 
currently in the growth stage of the life cycle, which is reflected in its 
current financial performance. Nevertheless, a £11.8m net cash 
position represents a solid underpinning for future growth. In 
management’s view this will be sufficient to fund the business through 
to profitability. The positive cash position has a further marketing 
advantage given the blue-chip multi-national nature of the Bango client 
base which values such strength. 

Our previous research on the mobile app store payments marketplace1 

analysed some of the key industry trends facing the DCB segment. One 
of the report’s key conclusions was that Bango Plc was strongly 
positioned in the market place. This report builds on our previous report 
and focuses on the key strengths of the Bango business model.    
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FYE DEC 2012A 2013A 2014A 2015A 

Revenue (£m) 7.4 8.8	 5.1 3.2 

Reported EBITDA (£m) -1.7 -3.0	 -3.7 -3.1 

Reported EBIT (£m) -2.6 -4.9	 -5.4 -5.0 

Reported EPS (p) -5.9 -10.5	 -11.0 -9.1 

EV/ EBITDA n/a n/a	 n/a n/a 

P/E n/a n/a	 n/a n/a 

Source: Company Information and Progressive Equity Research estimates 
1 The Mobile App Store Payments Marketplace. Progressive Equity Research – 14.09.2015 

BANGO PLC 
MOBILE COMMUNICATIONS 



15 March 2016 

 

 
2 

Favourable market backdrop 

Market growth and dynamics 

Background 

Mobile applications (“apps”) are software applications designed to run on devices such as 
mobile phones and tablets. The app development community is vast, and encompasses a 
broad range of organisations from the likes of EA, Disney and Sky to one-man developers 
working from home.   

Nearly all app downloads happen through app stores, typically operated by three types of 
provider: 1) Providers of the mobile device operating system (e.g. Apple IOS store, Google 
Play store), 2) Device manufacturers, (e.g. Samsung) or 3) Major content providers (e.g. 
Amazon). Apps are priced in a broad range, ranging from free, up to $999.99 (VIP Black 
on the IOS store1). Developers typically take 70% of the net app selling price, with the 
store retaining 30% to cover their own costs – including payment fees.  

A significant market, experiencing rapid growth 

The app store market has demonstrated significant growth over recent years, a trend 
which we expect to continue. This is summarised in the following chart: 

Global app download market value US$m (2014-2019E)  

  

Source: Progressive Equity Research estimates 

In summary, we estimate the global app download market at US$37bn in 2015, with 
over 115bn apps having been downloaded. Furthermore, growth rates are expected 
to remain robust.  

For further analysis of the app store market, please refer to our recent research: The 
Mobile App Store Payments Marketplace. Progressive Equity Research 14.09.2015. 
                                                        

1 https://itunes.apple.com/us/app/vip-black/id321971059?mt=8. Price verified as at 06/03/16 
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Bango: Strongly positioned with a rich product set 
In this section of the report, we outline the Bango product set and the underlying business 
model. 

Product set and positioning 

In simple terms, Bango provides a platform that allows mobile users to make payments to 
app stores for digital goods via their mobile phone bill. This is known as Direct Carrier 
Billing (DCB). Bango’s software sits on both the app store’s and the mobile operator’s 
(MNO) servers, thereby acting as an interface between the two.  

Direct Carrier Billing and Bango  

  

Source: Company Data 

Bango’s customers are blue-chip multinationals, including Amazon, Google, Microsoft, 
Samsung, Telefonica and Vodafone. The Group’s strategy is to provide its technology 
platform to the biggest global merchants, in particular the major app stores. This is the 
channel for the vast majority of merchants and developers of digital content to reach 
billions of customers, and it is also the venue visited by end-users to acquire content. 
Bango’s aim is to provide a platform for global merchants to activate and offer payments to 
customers everywhere. Or to use Bango’s own terminology – “One integration, many 
activations”.  

As outlined in our previous research2, we estimate that Bango has over 40% share 
of the DCB market by activations. Key competitors include Boku Inc. Fortumo OU and 
NetMobile AG.  

                                                        

2 See The Mobile App Store Payments Marketplace. Progressive Equity Research – 14.09.2015  
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Bango’s key product offering is the Bango Payment Platform (BPP). Bango uses the 
Bango Grid, Bango Boost and Bango Dashboard products as “value-added” services. 
These three products are designed to maximise operator and app store efficiency thereby 
driving increased volume through the BPP. As such Bango typically makes no charge to 
customers for the three services, but benefits via increases in transaction volume.  

Bango Payment Platform 

The Bango Payment Platform has two profit streams 

§ End User Spend (64% of gross profit 2015A) 

§ Platform fees (36% of gross profit 2015A) 

End User Spend (EUS) is transactional, and driven by end-user purchases of digital 
content via the BPP. Platform fees (charged to operators and MNOs) are up front 
integration fees, support fees and analytics. Bango has recently taken a strategic decision 
to reduce the group’s exposure to Platform fees. In management’s view this has improved 
the group’s competitive position by removing a barrier to adoption of the BPP.  

 

End User Spend 

End User Spend (EUS) is the value of payment transactions from carrier billed content 
sales (total value of all payment transactions through the Bango Payment Platform net of 
sales taxes). These revenues are therefore transactional in nature, and are collected via 
two methods of accounting: 

§ Principal (Bango is the content seller, the purchase amount equals turnover) 

§ Agency (App store is the content seller, Bango fee equals turnover) 

For purchases of comparable value, the quantum of revenues recorded is different for 
each type of transaction. This reflects the different role played by Bango for each 
transaction. However, the gross profit under both models is typically the same.  
 
The processing fees that Bango retains on EUS contribute 100% to its gross profit, 
because its technology means there is no incremental cost to processing more payments. 
In most cases the fees are set in Bango’s agreements with its global store partners, as a 
percentage of EUS. Continued strong growth in developed markets alongside new EUS 
streams from emerging markets has led to a blended margin figure close to 2%. 
 
The following charts graphically represent both types of transaction. 
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Under the Principal model, Bango receives 100% of the EUS and records this as turnover. 
Cost of sales is higher as Bango makes payments to the MNO and the app store.   

 

 

BPP – Principal model  

 

Source: Company Data 
Note: The graphic shows a 2% Bango fee.  

 
 
Principal model – Bango is the content seller 

• Bango collects entire EUS, net of tax 
• Purchase amount equals turnover 
• Bango distributes fees to partners 
• Bango retains transaction fee 
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Under the Agency model, Bango takes a proportion of the EUS, and records this fee as 
turnover. This reflects its role as enabler of the service through the MNO. Bango does not 
have any settlement requirements to the app store or developer, therefore the retained 
profit is the same as for a transaction under the principal model.  

BPP – Agency model  

 

Source: Company Data 
Note: The graphic shows a 2% Bango fee.  

 
 
Agency model – Store is the content seller 

• Store collects EUS and distributes fees 
• Bango receives transaction fee 
• Bango fee equals turnover 

 

Note, in both instances, the margin on EUS is around 2% for most app store billing Bango 
processes, although this will vary between partners and contracts. Margins are typically 
lower in larger geographies than smaller ones, but with the compensation of higher 
volumes. There may therefore be variances in the margins reported for both business 
types, depending on commercial negotiations with partners. Note, the technical work by 
Bango is the same regardless of the transaction type the app store. End users are usually 
unaware of the difference between the two commercial models. 
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In summary, the cash flows accruing to Bango are structurally different for the two different 
types of transaction. Bango’s technology and operational capability supports multiple 
models, to ensure that its app store partners can operate payments in many different 
market conditions. While contract terms do vary between operators and app stores, the 
gross margins on both agency and principal EUS transactions are broadly consistent.  

Global revenue base 

Bango has a global customer base, and therefore material foreign currency exposure. The 
actual levels of exposure to any given currency are a function of the nature of the 
relationship between Bango, the app store and the MNO. For example, when Bango is 
paid by the relevant MNO, it receives fees in the currency of the operator. Where the app 
store pays Bango directly, fees are received in US Dollars and Euro. 

Bango does not actively manage foreign currency positions. However, having offices and 
employing staff across the globe (e.g. Cambridge UK, California, Lagos, New York, Sao 
Paulo, Singapore and Tokyo amongst others) provides a degree of natural hedging. 
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Key performance indicators demonstrate operational 
momentum 
As discussed above, Bango is agnostic as to which billing model (agency or principal) 
clients wish to use. In monitoring ongoing business performance, there are two primary 
Key Performance Indicators (KPIs):  

§ End User Spend; and; 

§ Gross margin on End User Spend 

Put simply, the former metric quantifies the volume of business being transacted over the 
BPP. The second measures the cost of processing End User Spend. In this section of the 
report we discuss recent trends. To summarise, EUS has seen impressive growth over 
recent periods, accompanied with broadly stable margins.  

End User Spend 

Recent history has seen strong growth in EUS. This is consistent with Bango’s strategy of 
maximising DCB market share. The following chart summarises the recent EUS 
development. (Note the different scales for the respective y-axes) 

Bango - End User Spend (£m) 

 

Source: Company Data 

The blue line represents the actual reported EUS for the relevant half-year period. The 
metric measured impressive growth over the period, having grown almost fourfold between 
1H 2013 and 2H 2015. On a run-rate basis (the black line in the chart), the performance is 
even more impressive. In the Jan-16 trading update, Bango revealed End User Spend 
exited 2015 at £67m on a run-rate basis. This is more than double the £32.9m figure for 
2014.  

A key driver of growth in End User Spend has been the volume of new activations. We 
note comment in the FY15 results release that activation opportunities increased during 
2015 due to the DCB ambitions of the major app stores. Management disclosed that at the 
start of March 2016, there were 30 activations scheduled and underway for launch and a 
pipeline of over 200 opportunities being pursued.  
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In the FY15 results release, management disclosed a 2016 target of 100% growth on the 
annualized run rate exiting 2015, a similar level to that delivered for 2016. We estimate that 
Bango has over 140 live activations. With 30 new activations scheduled and underway, 
2016 should see a material expansion of the base, giving confidence in the 100% growth 
target being achievable. 

Gross Margin on EUS 

Gross margin on EUS represents the costs of processing End User Spend. The following 
chart summarises recent performance:  

Bango – Gross margin on End User Spend  
 

 

Source: Company Data 

As the chart demonstrates, gross margin on EUS has been reasonably stable over recent 
years. In our view this is a highly credible performance given the stellar growth reported in 
End User Spend.  

As discussed previously, margin on EUS has a close relationship with the market in which 
payments are being processed. Margins are usually higher in developing markets, which 
are technically and operationally more complex than developed markets. These markets 
start from a smaller smartphone customer base and lower average revenue per user 
(ARPU), but they offer good growth potential. Conversely in mature markets margins tend 
to be lower, but with the compensation of higher volume. Recent growth in End User 
Spend has been driven by continuing growth in mature markets alongside new spending 
by users in developing markets, which leads to a blended margin figure close to 2%. 

As noted in the FY15 results release, Management expects growth in its high volume 
routes to continue to outperform. As a result, their expectation is for gross margin to 
remain slightly below the 2% long term expectation during 2016.  

Translation into group financials 

In summary, Bango has three revenue streams – 1) Agency End User Spend 2) Principal 
End User Spend and 3) Platform Fees. In the following table, we encapsulate the 2013 - 
2015 End User Spend, revenue and gross profit into the reported financial performance.  
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Bango Plc – Summary financial performance 2013A – 2015A 

    
2014/2013	 2015/2014	

	
2013	 2014	 2015	 Growth	%	

	EUS	
	     Agency	 8,553,171	 21,127,767	 42,538,240	 147%	 101%	

Principal	 6,998,049	 4,040,494	 2,146,060	 -42%	 -47%	

Platform	Fees	 0	 0	 0	 -	 -	

TOTAL	 15,551,220	 25,168,261	 44,684,300	 62%	 78%	

	      Turnover	
	     Agency	 76,731	 317,613	 595,325	 314%	 87%	

Principal	 6,998,049	 4,040,494	 2,146,060	 -42%	 -47%	

Platform	Fees	 1,713,674	 735,845	 458,181	 -57%	 -38%	

TOTAL	 8,788,454	 5,093,952	 3,199,566	 -42%	 -37%	

	      CoGS	
	     Agency	 0	 0	 0	 -	 -	

Principal	 (6,720,107)	 (3,755,291)	 (1,932,490)	 -	 -	

Platform	Fees	 0	 0	 0	 -	 -	

TOTAL	 (6,720,107)	 (3,755,291)	 (1,932,490)	 -44%	 -49%	

	      Gross	Profit	
	     Agency	 76,731	 317,613	 595,325	 314%	 87%	

Principal	 277,942	 285,203	 213,570	 3%	 -25%	

Platform	Fees	 1,713,674	 735,845	 458,181	 -57%	 -38%	

TOTAL	 2,068,347	 1,338,661	 1,267,076	 -35%	 -5%	

	      Margin	%	 (On	EUS)	
	    Agency	 0.90%	 1.50%	 1.40%	 -	 -	

Principal	 3.97%	 7.06%	 9.95%	 -	 -	

Platform	Fees	 -	 -	 -	 -	 -	

TOTAL	 2.28%	 2.40%	 1.81%	 -	 -	
 

Source: Company Data and Progressive Equity Research estimates. 

Key features:  

§ Bango is seeing a significant shift towards agency business. Approximately 55% of total 
EUS came from agency business during 2013. This rose to 95% in 2015.  

§ This migration to an agency-centric business, together with a strategic decision to 
reduce platform fees were the primary drivers of the declines in turnover reported in 
2014 and 2015.  

§ Reported gross profit declined in absolute terms over the featured periods. However, 
profitability saw a significant improvement, reflecting the lower revenue base, with a 
16 percentage point improvement in gross margin on turnover recorded between 
2013 and 2015. 
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Platform provides good headroom for growth 
With Bango having been formed in 1999, the company has spent seventeen years and 
around £14m developing the Bango Payment Platform. We believe the platform gives 
Bango good headroom for growth, and cite the following data points as being supportive of 
our claim: 1) In-house testing has shown significant (around 10x) additional processing 
capacity of the Bango Payment Platform (BPP) and 2) Recent financial performance has 
demonstrated high operating leverage – opex has been kept firmly under control, against a 
background of impressive growth in End User Spend. This reflects a high proportion of 
fixed costs in the base.  

High scalability 

Under test conditions, the Bango Payment Platform has been successfully tested with 
annual End User Spend loads in excess of 10x the current level.   

This is noteworthy as it demonstrates two key points: 1) the high degree of scalability of 
the business versus the current load on the platform and 2) that the business has the 
potential to grow significantly before additional capital investment in the platform may be 
required. Furthermore, we believe the requirement for additional staff to operate the 
platform at high volume levels is low. Bango employed, on average, 19 staff in technical 
roles during 2015. This is four less than in the previous year. 

In the view of management, the platform is amply sufficient to support the levels of 
business required for profitability and positive cash flow.  

High operating leverage 

Recent financial performance has shown two key trends: 

§ Impressive growth in End User Spend; and; 

§ Tight cost control – particularly in opex terms 

Bango’s investment in the platform enables greater scale to be achieved without 
commensurate incremental cost. Consequently, margin on each dollar of End User Spend 
contributes to rising gross profit, given the predominantly fixed cost base. 

These trends are shown graphically in the following chart: 
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Bango – Operating leverage (Opex £m vs End User Spend £m) 

  

Source: Company Data 
Note: Opex excludes Cost of sales, amortisation and depreciation 
Note: End User Spend is as reported for the relevant period 

The blue bars on the left-hand scale show opex levels in the most recent semi annual 
periods. The black line plotted against the right-hand axis show End User Spend over the 
same periods.  

Over the past six periods, half-year opex levels have remained broadly stable between 
£2.2-3m. As noted in the previous section, End User Spend has almost quadrupled over 
the same period, going from £6.6m in 1H2013 to £26.2m in 2H2015.  

On a run-rate basis, the performance is even more impressive. End User Spend exited 
2015 at £67m. This is more than double the £32.9m comparable figure for 2014. End User 
Spend levels rose £34m over the year, whilst opex actually fell by £568,000 during 2015.  
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Strong financial position 
Bango closed FY15 with a gross cash position of £12.1m. The company has no debt, but 
disclosed an aggregate £364k of finance lease liabilities, giving a £11.8m net cash 
position. 

In November 2015, the company announced a successful £11m fundraising (£10.4m net of 
fees), via the placing of 12.2m new shares at 90p per share. Monies were raised to: 1) 
strengthen the balance sheet; 2) invest in marketing; and 3) invest in R&D. 

At that time, management also stated their expectation that the resulting financial position 
would be sufficient to take the business through to profitability. 

We highlight the following key points: 

§ Bango deals with blue-chip multi-national clients that are typically many multiples of 
Bango in size – for example Google, Microsoft, Telefonica and Vodafone. When 
dealing with much smaller suppliers (like Bango), these customers value balance 
sheet strength. 

§ Management expects that the business to be funded through to profitability. We do not 
currently make formal financial forecasts on Bango, but note that EUS is growing at 
100% (Jan-16). At the current growth rate, if Bango can sustain gross margin and 
keep opex under control this implies breakeven in around three years.  

§ A £11.8m net cash position represents over 40% of the current market capitalisation.  

§ Cash is predominantly denominated in GBP, and is held is locations where it is readily 
accessible.  
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Risks and challenges 
Bango, in common with any organisation active across a range of different areas and with 
both scale and ambition, faces a number of strategic and tactical challenges, and risks to 
its business.  

The table below highlights some that we consider most relevant, and describes 
management’s actions to mitigate or manage the dangers faced. A fuller and more formal 
list of the group’s assessment of risks, and associated responses in contained in the 
Annual Report.  

Bango Plc – Risks and Challenges 

 

Financial & Liquidity Risk  

Like any business, Bango faces the risk that at any point in time, 
financial assets may be insufficient to meet financial liabilities.  

Bango monitors the financial risks to which it is exposed through its 
business activities and ensures sufficient liquidity is available to meet 
foreseeable needs. It invests in cash assets safely and profitably. 
Bango does not consider it necessary to use derivative financial 
instruments to hedge these risks.  

Credit Risk  

Credit risk arises from exposure to outstanding receivables.  Potential new customers are assessed for credit risk before credit is 
given.  

Foreign Currency Risk  

Bango operates globally, and receives payments in a number of 
foreign currencies.  

Foreign currency sales are largely offset by costs in the same 
currency, therefore exposure to currency risk and impact on margin 
is considered relatively small. The Group manages its foreign 
exchange exposure on a net basis and does not use forward 
exchange or other such financial instruments.  

Technology Risk  

The Group’s revenue is dependent on its technology keeping pace 
with developments in mobile phone technology, including volumes of 
data and growth in applications.  

The Group manages this risk by a commitment to research and 
development, combined with ongoing dialogue with trading partners 
and sector specialists to ensure that market developments are 
understood  

Payment Providers  

The current business model is dependent on payment providers. 
These are therefore key trading relationships to the Group, and 
Bango’s revenue from the end user is subject to influence by the 
payment providers.  

The Group manages risk through regular dialogue and investment in 
relationships with, payment providers and digital merchants. The 
Group manages payment risk by undertaking regular credit risk 
analysis using third parties, combined with other sources of market 
intelligence and monitoring of payment performance  

Payment Platforms  

As the Group continues to expand, the Group has supported 
payment platforms in a large number of countries. Some of these 
include territories that may carry money laundering risks, other legal 
risks and/or sanctions.  

The Group monitors the situation in these territories at the project 
launch stage and after activation to ensure that these risks are 
appropriately mitigated.  

Personal data  

The Group processes personal data (some of which may be 
sensitive) as part of its business. There is a risk that such data could 
become public if there were a security breach in respect of such 
data. The Group could face liability under data protection laws and 
lose the goodwill of its customers.  

The extensive testing of the Bango system by Bango and its major 
customers as part of ongoing customer audits, and the unique way 
Bango technology is used gives assurance that this risk is 
appropriately mitigated.  

 

Source: Progressive Equity Research, company information 
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