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ITEM 2.02 Results of Operations and Financial Condition

On February 20, 2007, VASCO Data Security International, Inc. (VASCO) issued a press release providing a financial update for the fourth quarter and year
ended December 31, 2006. The full text of the press release is attached as Exhibit 99.1 to this Current Report on Form 8-K.

On February 20, 2007, VASCO held a conference call with investors to discuss VASCO’s earnings and results of operations for the fourth quarter and the year
ended December 31, 2006. A script read by officers of VASCO during the conference call is furnished as Exhibit 99.2 to this Current Report on Form 8-K.

The press release and the comments by VASCO during the conference call contained a non-GAAP financial measure within the meaning of the Securities and
Exchange Commission’s Regulation G. For purposes of Regulation G, a non-GAAP financial measure is a numerical measure of a registrant’s historical or future
financial performance, financial position or cash flows that excludes amounts, or is subject to adjustments that have the effect of excluding amounts, that are
included in the most directly comparable measure calculated and presented in accordance with GAAP in the statement of income, balance sheet or statement of
cash flows (or equivalent statements) of the issuer; or includes amounts, or is subject to adjustments that have the effect of including amounts, that are excluded
from the most directly comparable measure so calculated and presented.

The press release contained a reference to EBITDA and provided a reconciliation of EBITDA to net income on the face of the Consolidated Statement of
Operations. EBITDA, which is earnings before interest, taxes, depreciation and amortization, is computed by adding back net interest expense, income tax
expense, depreciation expense, and amortization expense to net income as reported.



ITEM 9.01 Financial Statements and Exhibits

(c) Exhibits
 

Exhibit
Number  Description
99.1

  

Press release, dated February 20, 2007, providing financial update of VASCO Data Security International, Inc. for the quarter and
year ended December 31, 2006.

99.2   Text of script for February 20, 2007 Earnings Conference Call.
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Press release, dated February 20, 2007, announcing financial update of VASCO Data Security International, Inc. for the quarter and year ended
December 31, 2006.

99.2  Text of script for February 20, 2007 Earnings Conference Call.



EXHIBIT 99.1

VASCO Reports Results for Fourth Quarter and Full-Year 2006

Revenues increased 44% over fourth quarter and 39% over full-year 2005 on a record number of Digipass products shipped. Operating income
increased 66% over fourth quarter and 73% over full-year 2005. Both revenue and operating income for the quarter and full-year are the best in the
Company’s history. Financial results for the periods ended December 31, 2006 and guidance for full-year 2007 to be discussed on conference call today
at 10:00 a.m. E.S.T.

OAKBROOK TERRACE, Ill., and BRUSSELS, Belgium, February 20, 2007—VASCO Data Security International, Inc. (Nasdaq: VDSI) ( www.vasco.com),
today reported financial results for the fourth quarter and full-year ended December 31, 2006.

Revenues for the fourth quarter of 2006 increased 44% to $25.2 million from $17.5 million in 2005 and, for the full-year 2006, increased 39% to $76.1 million
from $54.6 million in 2005.

Net income available to common shareholders for the fourth quarter of 2006 was $5.1 million, or $0.13 per diluted share and compares to $3.0 million, or $0.08
per diluted share in 2005. Net income available to common shareholders for the full-year 2006 was $12.6 million, or $0.33 per diluted share compared to income
of $7.7 million, or $0.21 per diluted share in 2005.

Financial Highlights:
 

 
•  Gross profit was $17.6 million or 70% of revenue for the fourth quarter and $51.7 million or 68% of revenue for the full-year 2006. Gross profit was

$11.0 million or 63% of revenue for the fourth quarter and $34.4 million or 63% of revenue for the full-year 2005.
 

 
•  Operating expenses for the fourth quarter and full-year 2006 were $10.6 million and $32.8 million, respectively, an increase of 56% from $6.8

million reported for the fourth quarter 2005 and an increase of 39% from $23.5 million reported for the full-year 2005.
 

 

•  Operating income for the fourth quarter and full-year 2006 was $7.0 million and $18.9 million, respectively, an increase of $2.8 million, or 66%,
from $4.2 million reported for the fourth quarter of 2005 and an increase of $8.0 million, or 73%, from the $11.0 million reported for the full-year
2005. Operating income as a percentage of revenue for the fourth quarter and full-year 2006 was 27.8% and 24.9%, respectively, compared to 24.0%
and 20.0% for the comparable periods in 2005.

 

 
•  Net income for the fourth quarter and full-year 2006 was $5.1 million and $12.6 million, respectively, and compares to $3.0 million and $7.7 million

reported for the same periods in 2005.
 

 
•  Earnings before interest, taxes, depreciation and amortization was $7.6 million and $19.8 million for the fourth quarter and for the full-year 2006,

respectively, an increase of 70%



 from $4.5 million reported for the fourth quarter of 2005 and an increase of 58% from $12.5 million reported for the full-year 2005.
 

 
•  Net cash balances, total cash and cash equivalents less bank borrowings, at December 31, 2006 totaled $12.6 million compared to $20.4 million and

$14.0 million at September 30, 2006 and December 31, 2005, respectively.

Operational and Other Highlights:
 

 
•  VASCO won 470 new customers in Q4 2006 (95 banks and 375 Enterprise Security customers) and 1,553 for full-year 2006. Year-to-date new

customers include 233 new banks and 1,320 Enterprise Security customers.
 

 
•  VASCO shipped approximately 3.8 million Digipasses in the fourth quarter and 11.2 million for the full-year 2006, an increase of 57% and 52%,

respectively, over the number of Digipasses shipped in the same periods of 2005.
 

 •  Aruba Bank Secures Retail Customers with VASCO’s Digipass 260
 

 •  VASCO Acquires Unified Threat Management Appliance Vendor Able N.V.
 

 •  Los Alamos National Bank (US) Selects VASCO’s Digipass 260 and GO3 to Secure its Corporate Clients
 

 •  IXE Banco (Mexico) to Use Digipass for Java Phone and Digipass GO3 for Retail Banking
 

 •  VDK Spaarbank (Belgium) Selects Digipass 810 for Retail banking and E-Commerce
 

 
•  VASCO Launches Digipass 905, a USB Connected Desk-Top Smart Card Reader/Writer for Electronic Banking, Internet Security, Loyalty and PKI

Applications
 

 •  VASCO Strengthens Enterprise Security Offerings with VACMAN Middleware 3.0
 

 •  VASCO Launches Digipass GO5 and GO6 Strong Authentication Devices

Guidance for full-year 2007:

VASCO is providing guidance for the full-year 2007 as follows:
 

 •  Revenue growth of 35% to 45% for the full-year 2007 over full-year 2006,
 

 •  Gross margins as a percentage of revenue for full-year 2007 are projected to be in the range of 60% to 68%, and
 

 
•  Operating margins as a percentage of revenue for full-year 2007 are projected to be 18% to 25% as reported in accordance with Generally Accepted

Accounting Principles.



“Our strategy of being the full-option, all-terrain, authentication company, which was announced at the beginning of 2006, was well received by the market as
evidenced by our strong fourth quarter and full-year 2006 results,” said Ken Hunt, VASCO’s CEO and Chairman. “Throughout 2006, we continued to expand the
capabilities of our VACMAN platform and we added new Digipass authentication products that would seamlessly interface with that platform. As announced in
January 2007, our strategy is to continue to build on the success of 2006 by continuing to expand the capabilities of that platform. Under our DigipassPlus
strategy, VACMAN and Digipass authentication products remain the central point in a customer’s network and applications and we will continue to add related
products, technologies and services.”

“The results of the fourth quarter showed the increasing strength of our products and the leverage in our business model,” said Jan Valcke, VASCO’s President
and COO. “The strength of our products was demonstrated in the fourth quarter as we achieved record levels of revenue by shipping record levels of Digipass
products. The leverage in our business model was also evident as our operating income was nearly 28% of revenue in the quarter. We are also seeing continuing
strong demand for our products into 2007. Our current backlog for orders to be shipped in Q1 2007 is $23.6 million, an increase of $10.8 million or 84% from the
backlog for Q1 2006. The current backlog is $9.9 million or 72% higher than our results for the full first quarter of 2006.”

Cliff Bown, Executive Vice President and CFO added, “Our balance sheet continues to be strong as a result of the strong operating performance. Net cash
balances, cash and cash equivalents less bank borrowings, decreased $7.8 million or 38% from September 30, 2006 reflecting our purchase of Able N.V., which
was funded fully by our existing cash balances, and our increased investment in receivables and inventory. At December 31, 2006, our working capital was $22.1
million, an increase of 35% from $16.3 million at the end of 2005. Working capital decreased by $2.0 million or 9% from September 30, 2006 as a result of the
acquisition of Able N.V. Days Sales Outstanding (DSO) in net accounts receivable increased to approximately 72 days at December 31, 2006 from 66 days at
September 30, 2006 due in large part to the significant amount of shipments in the month of December.”

Conference Call Details

In conjunction with this announcement, VASCO Data Security International, Inc. will host a conference call today, February 20, 2006, at 10:00 a.m. EST—
16:00h CET. During the Conference Call, Mr. Ken Hunt, CEO, Mr. Jan Valcke, President and COO, and Mr. Cliff Bown, CFO, will discuss VASCO’s Results for
the Fourth Quarter and Full-year 2006.

To participate in this Conference Call, please dial one of the following numbers:
 

USA/Canada:  +1 888 693 3477
International:  +1 973 582 2710

And mention access code number 8408621 or mention VASCO to be connected to the Conference Call.



The Conference Call is also available in listen-only mode on www.vasco.com. Please log on 15 minutes before the start of the Conference Call in order to
download and install any necessary software. The recorded version of the Conference Call will be available on the VASCO website 24 hours a day.



VASCO Data Security International, Inc.
Consolidated Statements of Operations
(In thousands, except per share data)

(Unaudited)
 

   
Three months ended

December 31,   
Twelve months ended

December 31,  
   2006   2005   2006   2005  
Net revenues   $25,153  $17,519  $76,062  $54,579 
Cost of goods sold    7,548   6,484   24,359   20,141 

        
 

   
 

   
 

Gross profit    17,605   11,035   51,703   34,438 
Operating costs:       

Sales and marketing    6,469   4,525   19,482   14,784 
Research and development    1,905   964   5,529   3,579 
General and administrative    1,993   1,351   7,157   4,556 
Restructuring recovery    —     (172)  —     (172)
Amortization of purchased intangible assets    254   160   593   738 

        
 

   
 

   
 

Total operating costs    10,621   6,828   32,761   23,485 

Operating income    6,984   4,207   18,942   10,953 

Impairment of investment in Secured Services, Inc.    —     —     (600)  —   
Interest income, net    105   37   121   69 
Other income (expense), net    43   (6)  178   506 

        
 

   
 

   
 

Income before income taxes    7,132   4,238   18,641   11,528 
Provision for income taxes    2,036   1,276   6,054   3,827 

        
 

   
 

   
 

Net income    5,096   2,962   12,587   7,701 

Preferred stock dividends    —     —     —     (14)
        

 
   

 
   

 

Net income available to common shareholders   $ 5,096  $ 2,962  $12,587  $ 7,687 
        

 

   

 

   

 

Net income per share       
Basic   $ 0.14  $ 0.08  $ 0.35  $ 0.22 

        

 

   

 

   

 

Diluted   $ 0.13  $ 0.08  $ 0.33  $ 0.21 
        

 

   

 

   

 

Weighted average common shares outstanding:       
Basic    36,347   36,089   36,230   35,429 

        

 

   

 

   

 

Diluted    37,970   37,789   37,769   37,244 
        

 

   

 

   

 



VASCO Data Security International, Inc.
CONSOLIDATED BALANCE SHEETS

(In thousands)
UNAUDITED

 
   December 31,  
   2006   2005  
ASSETS    
Current assets:    

Cash and cash equivalents   $ 14,768  $ 17,143 
Accounts receivable, net of allowances for doubtful accounts    19,617   12,083 
Inventories, net    4,275   1,570 
Prepaid expenses    1,295   726 
Deferred income taxes    375   117 
Other current assets    990   540 

    
 

   
 

Total current assets    41,320   32,179 

Property and equipment, net    3,802   982 
Intangible assets, net    3,013   1,054 
Goodwill    12,685   6,665 
Investment in and notes receivable from Secured Services, Inc.    —     600 
Deferred income taxes    465   —   
Other assets    1,361   25 

    
 

   
 

Total assets   $ 62,646  $ 41,505 
    

 

   

 

LIABILITIES AND STOCKHOLDERS’ EQUITY    
Current liabilities:    

Accounts payable   $ 7,579  $ 4,753 
Bank borrowings    2,154   3,173 
Deferred revenue    2,557   1,765 
Accrued wages and payroll taxes    3,176   2,329 
Income taxes payable    920   1,547 
Other accrued expenses    2,876   2,287 

    
 

   
 

Total current liabilities    19,262   15,854 

Deferred warranty reserves    302   256 
Deferred compensation    356   —   
Deferred tax liability    520   —   

Stockholders’ equity:    
Common stock    37   36 
Additional paid-in capital    61,251   59,625 
Deferred compensation    —     (404)
Accumulated deficit    (20,398)  (32,984)
Accumulated other comprehensive income (loss) - cumulative translation adjustment    1,316   (878)

    
 

   
 

Total stockholders’ equity    42,206   25,395 
    

 
   

 

Total liabilities and stockholders’ equity   $ 62,646  $ 41,505 
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Reconciliation of Earnings Before Interest, Taxes, Depreciation and Amortization (“EBITDA”) to net income;

In Thousands
 

   
Three Months

Ended December 31,   
Twelve Months

Ended December 31,  
   2006   2005   2006   2005  
   (unaudited)   (unaudited)  
EBITDA   $ 7,571  $ 4,456  $19,762  $12,536 

Interest income, net    105   37   121   69 
Provision for income taxes    (2,036)  (1,276)  (6,054)  (3,827)
Depreciation and amortization    (544)  (255)  (1,242)  (1,077)

    
 

   
 

   
 

   
 

Net income   $ 5,096  $ 2,962  $12,587  $ 7,701 
    

 

   

 

   

 

   

 

We use EBITDA as a measure of performance, a simplified tool for use in communicating our performance to investors and analysts and for comparisons to other
companies within our industry. As a performance measure, we believe that EBITDA presents a view of our operating results that is most closely related to serving
our customers. By excluding interest, taxes, depreciation and amortization we are able to evaluate performance without considering decisions that, in most cases,
are not directly related to meeting our customers’ requirements and were either made in prior periods (e.g., depreciation and amortization), or deal with the
structure or financing of the business (e.g., interest) or reflect the application of regulations that are outside of the control of our management team (e.g., taxes).
Similarly, we find that the comparison of our results to those of our competitors is facilitated when we do not need to consider the impact of those items on our
competitors’ results.

EBITDA should be considered in addition to, but not as a substitute for, other measures of financial performance reported in accordance with accounting
principles generally accepted in the United States. While we believe that EBITDA, as defined above, is useful within the context described above, it is in fact
incomplete and not a measure that should be used to evaluate the full performance of the Company or its prospects. Such evaluation needs to consider all of the
complexities associated with our business including, but not limited to, how past actions are affecting current results and how they may affect future results, how
we have chosen to finance the business and how regulations and the other aforementioned items affect the final amounts that are or will be available to
shareholders as a return on their investment. Net income determined in accordance with U.S. GAAP is the most complete measure available today to evaluate all
elements of our performance. Similarly, our Consolidated Statement of Cash Flows provides the full accounting for how we have decided to use resources
provided to us from our customers, lenders and shareholders.
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About VASCO: VASCO designs, develops, markets and supports patented user authentication products for the financial world, remote access, e-business and e-
commerce. VASCO’s user authentication software is delivered via its Digipass software security products. With approximately 32 million Digipass licenses sold
and delivered, VASCO has established itself as a world-leader for strong User Authentication with approximately 650 international financial institutions and
approximately 3,600 corporations and governments located in more than 100 countries.

Forward Looking Statements

Statements made in this news release that relate to future plans, events or performances are forward-looking statements. Any statement containing words such as
“believes,” “anticipates,” “plans,” “expects,” and similar words, is forward-looking, and these statements involve risks and uncertainties and are based on current
expectations. Consequently, actual results could differ materially from the expectations expressed in these forward-looking statements.

Reference is made to the Company’s public filings with the US Securities and Exchange Commission for further information regarding the Company and its
operations.

For more information contact:
Jochem Binst, +32 2 609 97 00, jbinst@vasco.com
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EXHIBIT 99.2

Earnings Conference Call February 20, 2007

Ken Hunt:

Good morning everyone. For those listening in from Europe, good afternoon, and from Asia, good evening. We have continuing good news to discuss with you
today!

My name is Ken Hunt, and I am the Chairman, Founder & CEO of VASCO Data Security International, Inc. On the call with me today are Jan Valcke, our
President & Chief Operating Officer, and Cliff Bown our EVP and Chief Financial Officer.

Before we begin the conference call, I need to brief all of you on “Forward Looking Statements.”

Forward Looking Statements

STATEMENTS MADE IN THIS CONFERENCE CALL THAT RELATE TO FUTURE PLANS, EVENTS OR PERFORMANCES ARE FORWARD-
LOOKING STATEMENTS. ANY STATEMENT CONTAINING WORDS SUCH AS “BELIEVES,” “ANTICIPATES,” “PLANS,” “EXPECTS,” AND
SIMILAR WORDS, IS FORWARD-LOOKING, AND THESE STATEMENTS INVOLVE RISKS AND UNCERTAINTIES AND ARE BASED ON
CURRENT EXPECTATIONS. CONSEQUENTLY, ACTUAL RESULTS COULD DIFFER MATERIALLY FROM THE EXPECTATIONS
EXPRESSED IN THESE FORWARD-LOOKING STATEMENTS. I DIRECT YOUR ATTENTION TO THE COMPANY’S FILINGS WITH THE
SECURITIES AND EXCHANGE COMMISSION FOR A DISCUSSION OF SUCH RISKS AND UNCERTAINTIES IN THIS REGARD.

General Comments – Ken Hunt

Today, we are going to review the results for 4th quarter and full year 2006. As always, we will host a question and answer session after the conclusion of
management’s prepared remarks. If possible, I would like to budget one hour total for this conference call. If you can limit your questions to one or two, it would
be appreciated.

First, I would like to address revenue for 4th quarter 2006. It was $25.2 million, an increase of 44% over 4th quarter 2005, and our strongest quarter ever. It was
also our 16th consecutive positive quarter in terms of Operating Income and Cash Flow, with gross margins of 70% of revenue and a very satisfying operating
income of 27.8% of revenue.

Revenue for the full year 2006 was $76.1million, an increase of 39% over full year 2005. Gross margin was 68% of revenue, with Operating Income of 24.9%.

Our backlog, or firm business, for Q1 2007 as of today is $23.6 million. Backlog is defined as orders already shipped between January 1st, 2007, and today, plus
firm purchase orders scheduled to ship before March 31, 2006. The results of Q4 2006 and the strong backlog announced today confirm once again that our
strategies are working worldwide.

New accounts continued to grow during the 4th Quarter. During the quarter, we sold an additional 470 new accounts, including 95 new banks, and 375 new
Enterprise Security customers. In 2006 we sold 1553 new accounts, including 233 new banks and 1320 new Enterprise Security customers. Comparatively, for all
of 2005, we produced 821 new accounts, including 89 banks and 732 Enterprise Security customers. We now have close to 650 banks and over 3,600 Enterprise
Security and E-commerce companies including corporations, federal, state and local governments as customers located in over 100 countries around the world.

It is clear that we are making significant business progress in the U.S. The trend that we experienced in Q2 and Q3 2006, is continuing and even strengthened this
past quarter. In fact, 53 of the 95 new banks in Q4 were signed here in the US. This
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success has definitely been fueled by the very strong banking industry directive issued on October 12, 2005 here in the United States by the FFIEC, an umbrella
group of regulators that includes the FDIC. The FFIEC directive has raised the security awareness of U.S. banks dramatically. We foresee that our growth in the
U.S. will accelerate. While many banks are making the right decision by opting for the proven strong authentication solutions of longstanding security companies
such as VASCO, others are deciding on a “meets minimum” approach, due to the stringent deadline. We believe that these banks will realize in 2007 that the
products they have installed do not offer a good user experience. And user experience is key for every successful authentication project. In 2008/2009, we believe
that these banks will reconsider and opt for mature, proven solutions from established vendors, replacing those installed in 2006 and 2007.

To support our growth in the U.S., we are investing strongly in our market presence. We almost doubled our U.S. staff year-over-year, especially in sales.

We tackle large banks via direct sales. To reach the smaller banks, we have established tight and successful business partnerships with leading banking solution
providers such as Fiserv, Fundtech and others. Additionally, 11% of our 4th quarter revenue and 10% of full-year 2006 revenue was achieved in the US, up from
7% for all of 2005.

VASCO is strengthening its leadership position worldwide, including Europe, Asia and Latin America and in all our key verticals.

As you know, VASCO does not only sell to banks. We use the same products that we have developed for the banking markets in other sectors, and with great
success. We are experiencing continuing success in the Enterprise Security and E-commerce markets, and are continuously reinforcing our product offerings for
that sector. The recent acquisition of authentication appliances vendor Able N. V. strengthens our offerings and our position in Enterprise Security. In addition, we
expect that the recently launched 3.0 version of VACMAN Middleware will open the large enterprise market for VASCO.

Full-Option, ALL-Terrain Model:

We introduced our All Terrain Strategy in the first quarter of 2006 to further penetrate and protect our existing and growing customer base. We expanded our
flexible platform, VACMAN Controller, to support a growing array of authentication products. Some of those products, like our Digipass for Web and Virtual
Digipass, are natively embedded in VACMAN.

We are seeing significant interest in Digipass for Web. In fact, the first Digipass for Web customers in the U.S. have signed up. Next to Digipass for Web, we see
a growing interest in Digipass for Java Phone, resulting in firm orders where our customers offer their clients a choice between a Digipass put on VASCO’s own
platforms or a software Digipass for Java phone.

In Q4, 2006 we sold and shipped a record 3.8 million Digipass Products, once again demonstrating the effectiveness our strategies, focus and execution. For the
full year 2006, a record amount of 11.1 million Digipass Products were sold and shipped. To date, VASCO has sold and shipped approximately 32 million
Digipass Products. The figures speak for themselves. We are the absolute market leader in authentication. We expect that our unit sales will continue to accelerate
as we develop new markets and identify new audiences for the Company’s products.

In addition we expect that our newly launched DigipassPlus offerings will bring us additional revenue by adding related technologies, products and services to
our core, VACMAN and Digipass authentication offerings.
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Introduce Jan Valcke:

At this time I would like to introduce Jan Valcke, VASCO’s President and Chief Operating Officer. Jan congratulations to you and your team on another fine
quarter.

Thank you, Ken.

Ladies and gentlemen, the year 2006 saw the complete transformation of VASCO into the “Full Option, All-Terrain” authentication company

In 2007, we will see VASCO focusing more on software and services.

Currently, we are the leading software security company, specialized in authentication products. In the future, we will be the leading software security company,
specialized in authentication products and services.

A couple of weeks ago in New York, we launched our DigipassPlus product strategy. With DigipassPlus, VASCO makes authentication available for multiple use.
The renowned VACMAN and Digipass authentication product lines are positioned as the central point in a customer’s network and applications, as a service
model.

VASCO’s product lines include
 

 •  VACMAN: Core authentication platform, combining all technologies on one unique platform;
 

 •  IdentiKey: VASCO’s authentication server, combining the VACMAN core authentication platform with full server functionality;
 

 •  aXs GUARD: Leading authentication appliance services, combining Identikey with a wide variety of Internet communication solutions;
 

 •  Digipass: A suite of over 50 multi-application e-signature software products, based on the world’s most widely spread electronic client platforms;
 

 

•  DigipassPlus: Multiple use authentication concept, positioning VASCO’s authentication products as the central point in the networks and
applications of several companies at the same time. These companies would buy VASCO activation codes for authentication services. By sharing the
same Digipass/VACMAN infrastructure, authentication will become a very affordable solution per user. VASCO also offers related services under the
DigipassPlus label, such as Fraud Detection and Analysis and the brand new VASCO Video Training.

VASCO has dramatically reinforced its server platform, by embedding its software client authentication products Digipass for Web and Virtual Digipass into its
VACMAN Controller server side authentication products. This means that institutions that have installed VACMAN, can immediately protect its customers’
assets against phishing, pharming, man-in-the-middle attacks and Trojan Horses with best-of-breed Digipass strong authentication and e-signature technology. If
the customer wishes, he can diversify VASCO’s authentication offerings to different user segments. He can take his pick from a range of over fifty Digipass
authentication products, regardless of the client platform on which the Digipass software is installed.

With regards to the markets, we can only state that we are gaining traction worldwide. In Europe, our traditional stronghold for the banking sector, we are even
strengthening our leadership, whilst building a robust market position for Enterprise Security and E-commerce.

In the United States, we are growing our number of customers in the banking sector at a terrific speed. A couple of weeks ago, we announced that over 150 U.S.
banks are using VASCO’s authentication products. We are very pleased with that evolution.
 

15



Asia is doing well too. Recently, we announced a 2 million user deal with Reliance Money in India.

Latin America is also evolving positively. Over 50 banks and many corporates secure their customers and employees with VASCO’s software.

We distinguish four vertical markets:
 

 •  The banking sector: our traditional stronghold where we are still growing quickly. The banking sector brings us high volumes, but lower margins.
 

 
•  Enterprise Security: our second market that has grown into a robust source of revenue. In the Enterprise Security market we sell smaller amounts per

deal, but the margins are higher, thus compensating for the relatively lower margins in banking.
 

 •  E-commerce. Both b-to-b and b-to-c e-commerce are becoming ever more important for VASCO.
 

 •  E-government. Our revenue in this market is still small, but we are ready to take advantage of every market evolution in that sector.

VASCO’s product and market strategy is simple, but effective.
 

 1. we develop a product range that suits every bank’s needs;
 

 2. we take that product range to other vertical markets, beyond banking;
 

 3. we add products and technologies that are needed to suit the specific needs of customers within those verticals.

Any future acquisitions have to be seen in that context.

The people:

VASCO is a fast growing company. To support this growth, we need more people. At this moment, our biggest challenge is to find, to hire and to integrate
employees quickly enough to sustain our growth.

We are working hard to boost our HR efforts. In the first place, we do all the traditional actions related to recruiting, including advertising, being present at job-
fairs, working with recruitment agencies, etc, etc.

We also organize our own actions.

As I already mentioned when I was talking about DigipassPlus, VASCO has developed an online video-training. This allows us to train professionals remotely, all
over the world, every hour of the day. In 126 hours, we explain the e-security market in general and VASCO’s products and services in detail. We plan to have
several thousands of people trained with our video training before the end of 07.

In addition, we have opened our own VASCO-schools. For this school, we recruit young international people without experience, fresh from school. We
transform them after a 9 month course into VASCO-professionals, who are able to represent VASCO in their home market. We started this school at the end of
2006, and the first VASCO school alumni will graduate during Q2 2007.

The cash: We are on Cliff Bown’s terrain here. But I would like to stress the fact that, although we are investing important amounts in our growth, we are able to
stay profitable and even to maximize our profits. This is a very important accomplishment that benefits all our stakeholders.
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Finally, I would like to tell you something more about the Total Cost of Ownership of an authentication project.

There’s a lot more to authentication than only the sales price of the front-end of the solution. As we explain in our press release about VASCO’s business strategy,
VACMAN supports over 50 different client authentication products, including Digipass software that is installed on our own platforms, on PDA’s, PC’s, the Net,
smart cards, etc. Our business model gives customers the chance to pick the right kind of client authentication device for the right customer or end-user segment.

Instead of the purchasing price of the end-user device, Total Cost of Ownership (TCO) is the only right method to calculate the cost of an authentication project.
TCO comprises:
 

 •  the purchasing price of the solution, including back-end, front-end and maintenance
 

 •  the life span of the solution. The cost has to be divided by the number of years the solution is in service
 

 •  the hidden costs such as back-office costs: calls from end-users that have problems getting logged in, etc
 

 •  the implementation of the solution/number of days a solution is off line because of the implementation
 

 •  the administration costs
 

 •  collateral/fulfilment

VASCO scores very well with regards to TCO.
 

 •  Our Digipass Hardware Client authentication devices have a lifespan of between 5-7 years
 

 
•  VACMAN Controller is very easy to integrate and to maintain. This means that the application has a limited to no down time. This ensures the

continuity of the customer’s business.
 

 
•  back office costs are extremely low: one of our customers has over 3 million customers that are secured with Digipass/VACMAN. They receive less

than 800 support calls per month for their online banking application
 

 

•  collateral: fulfilment: VASCO puts its know how and experience as the market leader at the disposal of its customers. We help them. We put them in
contact with their peers in other countries that have more experience with similar problems. That’s why we are organizing banking summits in the
world’s major business hubs AND why we have launched VASCO’s Trust Club, a Digipass-secured site on which our worldwide customers can
exchange experiences, ideas, threats, solutions.

 

 
•  looking ahead: we make sure that our customers see a clear growth path towards other applications and functionalities towards the further future.

Hence our “Full Option, All-Terrain” strategy and our current “DigipassPlus” offerings.

Thank you.

Ken Hunt Introduce Cliff Bown:

At this time I would like to turn the call over to Cliff Bown, our Chief Financial Officer.

CLIFF:

Thank you Ken and hello to everyone on the call.

Revenues for the fourth quarter and full year ended December 31, 2006 were $25.2 million and $76.1 million, respectively, an increase of $7.6 million or 44%
over the fourth quarter of 2005 and an increase of $21.5 million or 39% over the full year ended December 31, 2005.
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Compared to 2005, the increase in revenue for the fourth quarter and full year ended December 31 reflected significant increases from both the Banking and the
Enterprise Security markets. Revenues in the fourth quarter of 2006 from the Banking and the Enterprise Security markets increased 42% and 56%, respectively,
over the fourth quarter 2005. Revenues for the full year ended December 31, 2006 from the Banking and the Enterprise Security markets increased 39% and 42%,
respectively, over full year 2005.

The distribution of our revenue in the fourth quarter of 2006 between our two primary markets was 86% from Banking and 14% from Enterprise Security and
compares to 87% from Banking and 13% from Enterprise Security in 2005. For both the full year ended December 31, 2006 and 2005 approximately 85% came
from the Banking and 15% came from Enterprise Security.

The geographic distribution of our revenue in the fourth quarter and full year 2006 showed the increasing strength of the U.S. market. In the fourth quarter of
2006, approximately 63% of revenue came from Europe, 11% from the U.S., and the remaining 26% came from other countries, which included significant
contributions from Asia, India, South America and Australia. For the fourth quarter of 2005, 65% of the revenue was from Europe, 5% was from the U.S. and
30% was from other countries.

The geographic distribution of our revenue for the full year ended December 31, 2006 was approximately 62% from Europe, 10% from the U.S., and the
remaining 28% from other countries. For the full year ended December 31, 2005, 72% of the revenue was from Europe, 7% was from the U.S., 21% was from
other countries.

As a result of our increasing customer base, we are becoming less dependent on any one customer. For the fourth quarter of 2006, no single customer accounted
for more than 10% of our revenue. In addition, revenues from the top 10 customers, in total, were 48% of our revenue in 2006 as compared to 70% of our
revenues in 2005. For the full year 2006, only one customer slightly exceeded 10% of our revenue and revenues from our top 10 customers totaled 49% of our
revenue in 2006 as compared to 64% of our revenues in 2005.

Gross profit as a percentage of revenue for the fourth quarter of 2006 was 70% compared to 63% in 2005. For the full year ended December 31, 2006 gross profit
as a percentage of revenue was approximately 68% compared to 63% for the same period in 2005. The improvement in margins are being driven by three
components; first, our software product revenues, which are revenues from VACMAN Controller, software versions of our Digipasses and other non-
manufactured product revenues have increased as a percentage of total revenue; second, we continue to reduce the cost of our manufactured products; and third,
our mix of business continues to shift towards our consumer products.

VASCO shipped approximately 3.8 million Digipasses in the fourth quarter 2006, an increase of 57% over the fourth quarter of 2005. For the full year ended
December 31, 2006, VASCO shipped approximately 11.1 million Digipasses, which was a 52% increase in units over the full year ended December 31, 2005. As
non-hardware product revenues increase, we believe that our old metrics of average selling price and cost per Digipass unit are no longer useful at a consolidated
level and we plan to discontinue providing those metrics.

Operating expenses for the fourth quarter of 2006 were $10.6 million, an increase of $3.8 million or 56% from the fourth quarter of 2005. Operating expenses for
the quarter included approximately $450 thousand related to stock-based incentive plans.
 

18



Operating expenses for the fourth quarter increased by $1.9 million or 43% in sales and marketing, $941 thousand or 98% in research and development, and $642
thousand or 48% in general and administrative when compared to the fourth quarter in 2005. The majority of the increase in the sales and marketing area were
related to the Company’s increased investment is sales staff and marketing programs. The increase in research and development costs was primarily related to
increased compensation due to increased headcount, primarily from our acquisitions of Logico in May 2006 and Able N.V. in October of 2006. The increases in
the general and administrative expenses were primarily related to increases in headcount, stock-based incentive program costs, increased insurance costs and
increased professional service costs.

Operating expenses for the full year 2006 were $32.8 million, an increase of $9.3 million or 39% from the comparable period of 2005. Operating expenses for the
full year 2006 included $1.6 million related to stock-based incentive plans. The reasons for the increase in the expense for the full year are generally the same as
previously noted for the quarter-over-quarter comparison.

Operating income for the fourth quarter of 2006 was $7.0 million, an increase of $2.8 million, or 66%, from the $4.2 million reported in the fourth quarter of
2005. Operating income for the full year ended December 31, 2006 was $18.9 million, an increase of $8.0 million, or 73%, from the $11.0 million reported in the
full year ended December 31, 2005.

Operating income as a percent of revenue, or operating margin, was approximately 27.8% for the quarter and 24.9% for the full year ended December 31, 2006.
The operating margin is approximately 3.8 percentage points for the quarter and 4.8 percentage points higher for full year 2006 when compared to the same
periods of 2005. The increase in operating margin for the quarter and full year is attributable to the improvement in gross margins as a percentage of revenue.

Income tax expense for the fourth quarter of 2006 was $2.0 million, an increase of approximately $760 thousand from the fourth quarter of 2005. The increase in
tax expense is attributable to higher pre-tax income partially offset by a lower effective tax rate. The effective tax rate was 28.5% for the fourth quarter of 2006
compared to 30.1% for the fourth quarter of 2005.

Income tax expense for the full year of 2006 was $6.1 million, an increase of approximately $2.2 million from the same period in 2005. The increase in tax
expense is attributable to higher pre-tax income partially offset by a lower effective tax rate. The effective tax rate was 32.5% for the full year 2006 compared to
33.2% for the full year of 2005.

Earnings before interest, taxes, depreciation, and amortization (EBITDA or operating cash flow if you will) was $7.6 million and $19.8 million for the fourth
quarter and full year ended December 31, 2006, respectively. EBITDA in 2006 reflects an improvement of $3.1 million or 70% from the fourth quarter of 2005
and an improvement of $7.2 million or 58% from full year 2005. The fourth quarter of 2006 reflected the sixteenth consecutive quarter of positive operating cash
flow.

Our workforce as of December 31, 2006 was 184 people worldwide with 98 in sales, marketing and customer support, 63 in research and development and 23 in
general and administrative. The average headcount for the full year ended December 31, 2006 increased by approximately 40 persons or 35% over the average
headcount in 2005

Finally, I would like to make a few comments on the balance sheet. During the fourth quarter of 2006, our net cash balance and our net working capital balance
decreased from the prior quarter. During the fourth quarter, our net cash balance, which is defined as total cash less bank borrowings, decreased $7.8 million, or
38%, to $12.6 million from $20.4 million at September 30, 2006. The decline in net cash reflects both our purchase of Able N.V. for 5 million Euros in cash and
our increased investment in receivables and inventory. During the fourth quarter our net working capital decreased $2.0 million, or 9%, to
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$22.1 million from September 30, 2006 primarily as a result of the acquisition of Able. Bank borrowings noted on the balance sheet of $2.2 million were
borrowed under the line of credit and relate solely to our hedging program. There was no impact on working capital from the hedging program as the additional
cash was offset by short-term debt.

During the quarter our Days Sales Outstanding in accounts receivable increased from 66 days at September 30, 2006 to 72 days at December 31, 2006. The
increase in DSO is primarily related to an increase in the percentage of the full quarter’s revenue that was recognized in last month of the quarter.

The Company continues to have no term debt. The Company has approximately $1.3 million, as of December 31, 2006, available for additional borrowings under
its line of credit that is secured by its receivables.

Now, I would like to turn the meeting back to Ken.

Comments on 1st Quarter and Full-Year 2007 – Ken Hunt

First, I would like to comment on order backlog for Q1 2007. As of this date, we have firm orders with shipments scheduled for the 1st quarter of approximately
$23.6 million. Any new orders received before quarter’s end and shipped during the quarter would be additive to this number. This backlog shows the strength of
our order flow, as it is 84% higher than the $12.8 million backlog going in to Q1 2006. In addition, the backlog is 72% higher than the $13.7 million in revenues
reported for Q1 2006.

Today, we are providing guidance for full-year 2007. Consistent with past practices, we will only comment on annual numbers, not quarterly numbers. First, we
estimate that full-year revenue will grow between 35% and 45% in 2007 over 2006. Second, we expect that full-year gross margins will be in the range of 60% to
68% of revenue. Finally we are projecting that operating income will be in the range of 18% to 25% of revenue on a U.S. GAAP basis.

In summary, we are very pleased with our results for Q4 and full year 2006, and look forward to continued strong performance in 2007. And, as always, you can
rely on VASCO’s people to do their very best!

Q&A Session:

This concludes our presentations today and we will now open the call for questions. As I mentioned earlier, as a courtesy to others on the call, I would appreciate
it if you would limit your questions to an initial question plus a follow-up. If you have additional questions, please re-enter the queue after the answers to your
initial questions have been given.

Operator
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