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Software Maker Sees Big Upside To Its Bank Of America Contract

BY MARILYN ALVA
INVESTOR'S BUSINESS DAILY

A good relationship can pay
off, even if it’s not one of
equals. Take small, Ports-
mouth, N.H.- based Bot-
tomline Technologies®"AY
and banking giant Bank of
America®A°,

In mid-September, BofA
let Bottomline take over its
PayMode business-to-busi-
ness electronic-transaction
network, one of the largest
ofitskind inthe U.S.

Thebank will pay Bottom-
line for managing the net-
work for its own customers.

It seemed a good fit: Bot-
tomline specializes in busi-
ness-to-business e-payment
and invoice management
software and services.

“Bank of America had
scale and distribution. We
had technology,” said Bot-
tomline CEO Robert Eberle.

As part of the deal, Bot-
tomline paid Bank of Amer-
ica $9 million and gave it
the right to buy 1 million
Bottomline shares at $8.50
each. Bottomline closed
Tuesday at16.60.

A Matter Of Perspective

For Bank of America, Pay-
Mode was “one of their lit-
tle side initiatives,” said an-
alyst John Kraft of D.A.
Davidson & Co. But for Bot-
tomline, Kraft said, “it’s a
major initiative.”

“Bank of America has a lot
going on right now. It need-
ed toinvestand improve the
technology, and Bottomline

Building Blocks

With a subscription and transaction-based business model,
Bottomline Technologies aims to grow by leveraging its
expertise in electronic business-to-business payments for
banks and corporations to pick up new customers
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was an expert in that small
niche of business-to-busi-
ness payments,” he said.

Bottomline plans to in-
vest $5 million in tech up-
grades.

PayMode gives Bottom-
line a leg up in the business
of automating paper invoic-
es and payments for corpo-
rate clients. At least 80% of
those functions are still
paper-based.

“The opportunity we have
and our ambition is to be-
come one of the major settle-
mentnetworks that corpora-
tions use to invoice and pay
each other,” Eberle said.

Bottomline posted just

$138 million in revenue in
its last fiscal year. But Eber-
le sees the company becom-
ing the settlement network
for business-to-business in-
voices and payments, just as
MasterCard"¥* and Visa’
are the settlement net-
works for point-of-sale con-
sumer transactions.

“No one is doing this on a
large scale,” Eberle said.

He sees banks as partners
in building out the net-
work.

At the time of the deal,
Bank of Americahad 80,000
vendors enrolled in Pay-
Mode. Bottomline has some
10,000 vendors.

Bottomline Technologies
bottomline.com
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“PayMode has the poten-
tial to be significant to Bot-
tomline because it brings
scale,” said Colin Gillis, an
analyst with Brigantine Ad-
visors.

PayMode customers re-
main Bank of America cus-
tomers. But Bottomline will
be paid undisclosed sub-
scription and transaction
fees for managing the net-
work and upgrading the
technology.

Both parties plan to sell
the PayMode service to new
customers. Those Bottom-
line adds will bringin added
revenue for the firm.

PayMode was owned by
FleetBoston until Bank of
America acquired FleetBos-
ton in 2004. Earlier, it was
part of a venture-backed
startup founded in 2000.

Bottomline has been doing
just fine without PayMode.
In its first quarter ended in
September, profit soared
125% from the prior year to
27 cents a share, topping
Wall Street estimates by 9
cents. The firm’s core operat-
ing margin jumped to 20%
vs. 7% in the year-ago peri-
od,wellahead of the target.
(Continued)
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The stock soared on the
news, which was report-
ed on Oct. 22.

And PayMode didn’t fig-
ure much into the pic-
ture then. “PayMode is
not what’s driving results
now,” said Gillis. It’'ll be
“the next wave of
growth.”

Additional growth will
likely come from Bottom-
line’s ties with the global
interbank association
known as Swift, the Soci-
ety for Worldwide Inter-
bank Financial Telecom-
munication.

The association has
asked Bottomline to pro-
vide technology for a
new program it’s setting
up to help smaller corpo-

rations facilitate money
transfers and payments
between themselves. It

would be an alternative
to having traditional bank-
ing channels handle the
work.

About $1 million in rev-

enue is expected from
Swift in 2010, the first
year of the program.

“It’s not in and of itself
(big), but it’s a huge vote
of confidence,” Kraft said.
“This is a big, well-
known organization that
has relationships with vir-

tually all banks.”

It's About Trust

Bottomline has other large
banking customers, though
none on the scale of Bank of
America. They often sell the
firm’s software and services
to their corporate clients.

“Whenyou’re moving peo-
ple’s money, trust is impor-
tant,” Eberle said. “We’ve
been around 20 years. We
have a competitive advan-
tage.”

He says Bottomline is gain-
ing market share on rival S1
Corp.S°N¢ because of his
firm’s focus on both banks
and corporations. “Their
forteis smaller banks and au-
tomating a broader spec-

trum of things within
banks,” he said. We’re tight-
er and more specialized
around corporate custom-
erstothebank.”

Deutsche BankP’8 recent-
ly had Bottomline handle
new work for its out-
sourced payment program,
which leverages Bottom-
line’s Web Series platform.
The Web Series platform is
sold to major banks. Swiftis
alsobuyingit.

Several Web-based prod-
ucts reside in the Internet
“cloud,” accessed through
abrowser.

Some of Bottomline’s
newer products help compa-
nies manage legal and insur-
ance bills more efficiently.

Meanwhile, recurringrev-
enue is growing as Bottom-
line’sbusiness model transi-
tions from perpetual licens-
estoone that’sbased on sub-
scriptions and transactions.

In the last quarter, recur-
ring revenue totaled $22.9
million, or 63% of the $36.6

million in overall revenue.
Service and maintenance
revenue rose $2 million vs.
the prior year to $23.1 mil-
lion, the biggest portion of
the pie.

About half of its custom-
ers are based outside the
U.S., most notably in the
U.K.and Australia.

Bottomline plans to ex-
pand PayMode outside the
U.S. Right now, the net-
work only works in the U.S.

“When it has internation-
al capabilities, we’ll have a
bigger market and it’ll be
more attractive even for
U.S.providers,” Eberle said.
“And as a result, we’ll have
higher revenue and higher
profits.”

Analysts say it’s hard to
forecast potential revenue
streams from PayMode at
this time.

But analysts polled by
Thomson Reuters see com-
pany profit rising 61% this
fiscal year vs. last to $1 a
share. They see earnings
gaining 17% the nextyear.
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