


Quite possibly, my last in-depth report before other media
sources start to pick up on this

Dear reader,

It would usually seem a little overblown to write
a report about a company launching its new
website.

Having a good corporate website isn't really an
achievement, it should be a natural given. And
writing about a new website having been launched
is the kind of news you’d only publish when there
simply isn’t anything else to write about. This would
be headline material for the summer lull, if at all.

But as ever so often, in the case of Billing Services
Group things stand slightly differently.

It's because, in this particular case, having a website The newly launched websites

that clearly, comprehensibly and convincingly sets www.bsgclearing.com and www.bill2phone.com
out what this company actually does is nothing are well worth a visit

short of a revolution.

For Billing Services Group, a 21-year long era has just ended. If my analysis is anything to go by, the
company has entered a new, more exciting phase of its life.

And as a nice side effect to it all, my life as an analyst should become much easier from now on.
A business model requiring a fair bit of technical explanations

Here is a little secret from my daily job as investor, analyst and author. There is no other company — ever! —
about which I have had to answer more emails, more phone calls and more personal questions, than Billing
Services Group.

Having beaten the drum for this particular investment ever since the share price stood at 5 Pence (25 Pence
adjusted for a 20 Pence tax-free capital return), my readers, friends and colleagues have been all aware of
this company for quite some time. Given its gradual, seemingly unstoppable rise (the share is now more
than double of what it was at the beginning of the financial crisis), there has been a gradually rising number
of people following this company closely.

They read my reports, they checked the company announcements, and they sought advice in online forums
like ADVFN (where BSG is an often-discussed investment). Only, one thing virtually no one has ever
understood, is just how this business model of being a clearing house for telecom services really works, on
a day-to-day and technical level.

The entire concept of a service provider handling a telecom company’s billing is indeed a bit of a mind-
boggling affair. Just as much is it difficult to imagine how a service works where Internet users can charge
the price for online content to their landline phone bill.

“How...”, just about everyone in the office asked me, “...are they doing this?”

It was a question to which the previous website of BSG only delivered obfuscating geek-speak and not a
single clear answer. Even |, despite my long-standing history of analysing this company, was not always
able to make sense of the official texts given on the website.

No wonder then, that outside this website few had ever even heard of the company or taken any particular
interest in it. And crucially, this enabled us to buy into this investment on the cheap. Had it been known
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to a wider circle, we could have never picked up the shares at the kind of price that it was trading at back
then. A lack of transparency is what a treasure hunter like myself thrives upon.

Only, at some stage, you'd like your undervalued share to become better known and reach the valuation
it deserves. There is no point buying into an undiscovered investment if it will forever remain that — an
undiscovered investment. Eventually, something needs to spark a wider interest in it. And more often than
not, this happens when mainstream media eventually picks up an interesting story.

In the case of Billing Services Group, this could be just about to happen. The precursor of which is the
launch of a new website, that for the first time ever truly gets the message about the company across.

Actually, there is now not only just one website to provide all the answers, but two. Speak about going from
0 to 60 miles in a few seconds. The websites come complete with videos, a section speaking to prospective
clients and some useful hints as to what’s currently happening inside the company. The people who created
them did a really good job.

That'll make, | hope, for a few less inquisitive emails in my inbox (of which, by the way, | answer every
single one personally!).

On top of that, this should finally get the message about Billing Services Group out into the open.
Ditto for BILLZPHONEE, its groundbreaking new online payment system.

Why it's well worth spending 10 minutes on investigating the new websites

At this point, | should probably just list the websites and leave you to your own devices.

Luckily enough, my own website has always had an above-average kind of reader, as far as taking an
interest in investments and carrying out their own analysis is concerned. | don’t even need to urge my
readers to carry out their own research; they simply do it of their own volition.

So for anyone wanting to put my report aside and read up on how the company is now portraying itself,
visit www.bsgclearing.com and www.bill2phone.com .
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BSG shares have recently risen on heavy volume but without any news being apparent
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For everyone else, | have sifted

through these websites and made a

few noteworthy points. What do you do if your customer
wants to buy your product...

The first one is, that both websites

finally set out in lay-man’s terms,
what BILL2PHONE does, where its
benefits are for both online merchants
and online consumers, and how
new clients can sign up to it. A short
cartoon-like animation helps a great
deal when it comes to replacing
geek-speak with a comprehensible
message. This animation (“What
is BILLZPHONE”) | recommend
watching to anyone who has come
as far as reading this report all the
way to this point.

...but doesn't have a credit card or
won't use a credit card to complete
the purchase?

A Different Way to Pay @l

Then check the jobs section. Simply A few cartoons go a long way towards showing the

by-pass the bit about BSG just having benefits of this online payment system

been voted the “No. 1 Top Work

Place” in its hometown of San Antonio, Texas. Instead, check the bit where the company is advertising
posts for “Business Development Managers” and a new “Executive Vice President of Marketing”.

The dimension of this you’ll understand only if you know that ever since it was first set up in 1988, BSG
was a company that simply didn’t do advertising. There was no public market for its services; all it had to
do was to speak to the executives of the United States’ 1,400 telecom companies. And often enough, as
the management once confirmed to me, new clients came to BSG, rather than the other way around. BSG
focussed on technology, not on communicating with the outside world.

Hiring Business Development Managers is geared towards signing up new clients for BILLZPHONE. And
getting a new high ranking executive onboard for marketing, is a bit like the famous billionaire recluse,
Howard Hughes, hiring a PR firm to get himself on television.

To think, with such a marketing executive complementing its existing executive team, now the public might
just take notice of this company!

BILL2PHONE and a huge cashflow are what make this company so interesting

The new website also features a press section. The first article listed there mentions BILLZPHONE in the
same breath as PayPal, the online payment giant that rose from nowhere and became a multi billion Dollar
company.

Admittedly, the article is already a bit dated. Then again, even | hadn’t come across it yet. It had appeared
in an e-commerce magazine, and even | can’t keep up with everything that’s published somewhere in the
global media industry. Finally, the company is aggregating all interesting content that clients, potential
clients, partners and shareholders need to be aware of.

From now on, my life will be so much easier. All this means many less emails in my inbox.

And does it come as a surprise, that the share price has magically been rising during the past few weeks?
Despite no major news having come out yet, the share rallied from 20p to 24p, with at times heavy
volume.

What's happening here is probably quite simple. The market has started to wake up to an opportunity that
even now is already backed by strong fundamentals and a strongly undervalued share.
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As | elaborated in much greater detail in my report dating 28 September 2009, BSG’s existing business,
which was built between 1988 and now, is a veritable cashcow. When it comes to providing billing services
to telecom companies, BSG is the 800-Pound gorilla. The company has a market share of more than 90%, it
has recently had a lot of pricing power (i.e. margins have been improving), and there even is some further
growth in this business because of a lot of telecom companies have yet to outsource their billing.

In 2009, BSG has probably earned an EBITDA of close to $40m on the back of revenue of somewhere
around $140m. Net profits should come out at about 2.4 Pence per share. The figures for last year are due
to be released in March, and they might just be a tad bit better than my estimates.

The share is valued at a p/e of 10 based on the expected 2009 earnings. Once estimates for 2010 and 2011
are published, the p/e is likely to go down to single-digit territory.

That is, of course, if the share stays on the same level. By the time the 2009 figures are announced in March,
BSG shares could well trade considerably higher.
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Once the share price breaks through the 25.5 Pence mark, it will have a clear run all the way to 35 Pence

Looking at the recent heavy buying, my gut feeling is that the share will soon break through the 25 Pence
barrier and reach new territory. After all, at a p/e of less than 10 even the existing business is valued at a
cutthroat price. The potential of BILLZPHONE, which in a best-case scenario could eventually outgrow the
original business by a multiple, is currently thrown in, virtually for free.

That's the general situation that | believe — now that the market and the general public seem to finally get
the hang of this story — will push this share to a new record level very soon.

For a start, | hope to see a price of 35 Pence within the next two to three months. Looking at the chart and
the recent strong buying, such a development seems eminently more likely than the share falling back to
20 Pence.

And what about another author’s prediction that this share could hit 100 Pence? Well, all that it would
take for BSG to truly go through the roof, is one major, brand name client for BILLZPHONE. Let BSG land
a contract with iTunes, Amazon or Rupert Murdoch’s News Corporation — and this share will be the talk
of town, with comparisons to PayPal all over the investment media and other investors enviously looking
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at anyone who had the guts and the foresight to buy when this company was still an unknown, under-
appreciated outsider hidden among the countless losers of the AIM market (but visible to those who spent
enough time and energy to analyze this opportunity).

That day, | might just decide to throw a free dinner for readers who can prove to have bought into it when
it all still seemed like a risky proposition. Venue — to be announced. My friend Jim Mellon, who has bought
up nearly 30% of the company, will pay for the drinks. He doesn’t know yet, but Ill sure convince him.

What else do you need to know?

Needless to say, where there is light there is also shadow. In the case of BSG, just like in the case of any
other enterprise, there are risks, difficulties and hurdles.

One of the ugly warts of this business, is the ongoing spat between one major shareholder (erm, Jim) and the
company’s management, as far as the structure of the board and shareholder representation is concerned.
| am even sometimes party to these discussions, and | witnessed the somewhat heated governance
discussions at the last shareholders meeting in December. The arguments exchanged weren’t exactly new
and this discussion has been going on for a while, but for the sake of completeness, | wanted to mention it.

Equally, it's worth mentioning that at least for now, it’s not yet clear when the company will pay out the
first dividend. 1, too, am an advocate for BSG announcing a clear dividend strategy for the future. The
company has a massive excess cash flow and it has been paying down its existing debt much faster than
had originally been anticipated. The management, however, seems reluctant to commit to a clear statement
about when it will switch from paying down debt faster than it would have to (BSG'’s debt load isn't actually
very high compared to its EBITDA), for letting shareholders get some cash.

This dividend discussion alone could be used to fill a separate 20-page report. And one could just as much
write another lengthy report about governance questions and the entire subject of major shareholders
getting a seat on a company’s board. We now live in a time when governance, at times overtakes the
discussion of the actual business, as the core subject. That’s what the lawyers have turned it into.

And that’s exactly the reason, why at this stage at least, | won't drill down further into the subject. | know
the dividend discussion inside out, and I have a pretty firm opinion about how a board should be structured
and whether a company’s single largest shareholder should get onto a company’s board.

The thing is, that in the context of what this is all about (buying shares and making money!), none of this
really is all that crucial.

Of much more interest than the non-executive board, is a company’s executive team. | believe in strong
leadership and managers with a proven track record. At the top of BSG’s 100 people strong team, are
two guys that | believe are the best and most experienced people that you could ever wish to have in this
position. One of them, by the way, also happens to own 5% of the company (some of that stake he acquired
with his personal savings).

And as to the dividend policy, | see a potential payout of cash as a bonus, but not as the prerequisite of my
investment. Anyone who considers investing into BSG, should do so on the back of the existing massive
cash flow (which is the cushion on which this investment rests) and the massive potential of BILLZPHONE
(the wings, on the back of which, the share price could take off). These are the two factors that in the longer
run will dominate the movement of the share price.

Whether we get a 1p dividend now or in 12 months, is not going to make that much of a difference if
BILL2PHONE catapults BSG into the same league as the PayPals of this world.

Ultimately, we are speaking about a minnow of a company potentially becoming worth one or two billion
Dollars. That's what this is all about, and that’s why getting the message about BILLZPHONE out into the
open was such a crucial new development.

And finally, it seems, we are getting there.
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Will BSG eventually be bought out by a bank?

A very unlikely industry to take note of BSG, could be the banking sector. If there is any single potential
loser from BILLZPHONE becoming a success, it's banks and their money transferring business. There is an
estimate by Celent, the market research firm, that by 2012 the US banking industry will have lost $1.2bn
in fee revenue from bank transfers because of transfers being made through alternative online payment
systems.

And in the same year, the total volume of online payments sent through such alternative online payment
systems (like PayPal, Google Checkout, BillMeLater — and BILL2PHONE) is predicted to have grown to
more than $100bn.

Just as in the case of credit card companies, online payment providers charge a small percentage of the
transferred sum as fee. This is usually pennies for small payments, but once you route a sufficient number
of pennies through your server, it adds up to Dollars. This is what made PayPal a company that is currently
worth about $4bn.

BSG, in comparison, is currently worth just GBP67m ($110m). As | said before, this hardly even covers the
value of the existing service business for the telecom industry. Throw in a thriving, growing BILLZPHONE
service and you have a company that in years to come, could become worth a multiple of what it is worth
today.

That's all subject, of course, to the company’s executive team continuing to do a good job. Just like in
any other company, BSG’s employees need to be on their toes every day and make sure that the company
best leverages the market’s opportunities for the benefit of the shareholders. There are no guarantees for
anything in life, and as investors, we can only work on the basis of sound analysis and calculated bets.

Looking at how this opportunity has developed so far, | have no doubts that within what is humanly possible,
this company’s management is doing everything it takes to succeed. Just looking back at September, when
| cast my opinion on why it was worth gobbling up any shares available below 20 Pence, it all seems to be
heading in just the right direction — with plenty more space to run.

And from the looks of it, the market is starting to share this view.

As | said on the cover page, 35 Pence should not be off too far now. And if BILL2PHONE takes off the way
we think it will, the sky could well be the limit. Even the chart says as much. Once the share price has left
35 Pence behind, there is no major technical barrier for a whole while.

Best regards

(AL_o(L"“g

Swen Lorenz
Undervalued-Shares.com

P.S.: An excellent technical analyst, Adrian Kempton-Cumber, has written a chart analysis of Billing
Services Group. My own reports are always heavy on fundamental analysis, which | believe is the key
driver in the long term. However, for more short term orientated investors, getting an additional outside
take of the technical factors that drive a share price seems like a very useful thing to have. You can check
Adrian’s analysis of Billing Services Group by visiting www.tradeandtested.co.uk/BILL.
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Terms of use:

The material provided on my website is a personal investment diary, reflecting some of the
transactions carried out for the personal portfolio of the author. It is not a commercially run
website, and does not aim to provide financial advice in any way. Neither are the reports
published on this website of a commercial nature in any way. They are a method for the
author to put his own thoughts into order and to communicate with personal friends and
contacts.

The website as well as the reports contained on it are for general information purposes only.
The website and the reports are not intended to provide specific financial advice.

You may only use Undervalued-Shares.com - A Globetrotter’s Personal Investment Diary for
your private, non-commercial use.

No information on the site or in the reports is intended as securities brokerage, investment,
tax, accounting or legal advice, as an offer or solicitation of an offer to sell or buy, or as an
endorsement, recommendation or sponsorship of any company, security, or fund.

The information on the site or in the reports should not be relied upon for purposes of transacting
securities or other investments. The author / Undervalued-Shares.com - A Globetrotter’s
Personal Investment Diary, cannot and does not assess, verify or guarantee the adequacy,
accuracy or completeness of any information.

You, the reader, bear responsibility for your own investment research and decisions, and
should seek the advice of a qualified securities professional before making any investment.

The author / Undervalued-Shares.com - A Globetrotter’s Personal Investment Diary is not
registered as a securities broker-dealer or an investment adviser anywhere in the world. | am
actually a university dropout!

The author is usually invested in the securities mentioned on this website.
Those who choose to access the site and download reports do so on their own initiative and

at their own risk, and are responsible for compliance with local laws, if and to the extent
applicable.

© Undervalued-Shares.com - A Globetrotter’s Personal Investment Diary
Reponsible for the website and its content: Swen Lorenz
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