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ITEM 2.02 Results of Operations and Financial Condition

The information contained in this Form 8-K shall not be deemed “filed” for purposes of Section 18 of the Securities Exchange Act of 1934, as amended (the
“Exchange Act”), or incorporated by reference in any filing under the Securities Act of 1933, as amended, or the Exchange Act, except as shall be expressly set
forth by specific reference in such a filing.

On April 27, 2010, VASCO Data Security International, Inc. (VASCO) issued a press release providing a financial update for the first quarter ended March 31,
2010. The full text of the press release is attached as Exhibit 99.1 to this Current Report on Form 8-K.

On April 27, 2010, VASCO held a conference call with investors to discuss VASCO’s earnings and results of operations for the first quarter ended March 31,
2010. A prepared script of the conference call is furnished as Exhibit 99.2 to this Current Report on Form 8-K. A transcript of the conference call is furnished as
Exhibit 99.3 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. 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
 

 (d) Exhibits. The following Exhibits are furnished herewith:
 
Exhibit
Number  Description

99.1  Press release, dated April 27, 2010.

99.2  Prepared script of April 27, 2010 Earnings Conference Call.

99.3  Transcript of April 27, 2010 Earnings Conference Call.
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Exhibit 99.1

VASCO Reports Results for First Quarter 2010

Revenue for the first quarter 2010 was $23.9 million, an increase of 3% compared to the first quarter 2009; Operating income for the first quarter 2010
was $0.7 million a decrease of 85% compared to the first quarter 2009. Financial results for the period ended March 31, 2010 and guidance for full-year
2010 to be discussed on conference call today at 10:00 a.m. E.D.T.

OAKBROOK TERRACE, IL, and ZURICH, Switzerland, April 27, 2010 - VASCO Data Security International, Inc. (NASDAQ: VDSI) (www.vasco.com), today
reported financial results for the first quarter ended March 31, 2010.

Revenue for the first quarter of 2010 increased 3% to $23.9 million from $23.2 million in the first quarter of 2009. Net income for the first quarter of 2010 was
$0.6 million, or $0.01 per fully diluted share, a decrease of $2.9 million, or 83%, from $3.5 million, or $0.09 per fully diluted share, for the first quarter of 2009.

Financial Highlights:
 

 
•  Gross profit was $16.7 million, or 70%, of revenue for the first quarter of 2010. Gross profit was $16.7 million, or 72%, of revenue for the first

quarter of 2009.
 

 
•  Operating expenses for the first quarter 2010 were $16.0 million, an increase of 33% from $12.0 million reported for the first quarter 2009. Operating

expenses for the first quarter of 2009 included a benefit from the reversal of $2.0 million of expenses accrued at 12/31/08 related to long-term,
performance-based, incentive awards.

 

 
•  Operating income for the first quarter 2010 was $0.7 million, a decrease of $4.0 million, or 85%, from $4.7 million reported for the first quarter of

2009. Operating income as a percentage of revenue in the first quarter 2010 was 3% compared to 20% in the first quarter of 2009.
 

 
•  Earnings before interest, taxes, depreciation and amortization were $1.5 million for the first quarter 2010, a decrease of 71% from $5.3 million

reported for the first quarter of 2009.
 

 
•  Net cash balances, total cash and cash equivalents less bank borrowings, at March 31, 2010 totaled $76.1 million compared to $67.6 million at

December 31, 2009.

Operational and Other Highlights:
 

 •  VASCO won 438 new customers in Q1 2010 (52 new banks and 386 new enterprise security customers).
 

 •  VASCO transforms the eSecurity landscape by launching DIGIPASS as a Service (DaaS)  Authentication Service Offering.TM



 •  Landbouwkrediet/ Crédit Agricole (Belgium) deploys DIGIPASS and VACMAN Controller to secure online access to its banking application.
 

 •  Cascades secures its remote network with VASCO’s two-factor authentication.
 

 •  PartyGaming decides to protect its online customers with two-factor authentication from VASCO.
 

 •  Virginia Heritage Bank secures cash management solution and employee access with VASCO DIGIPASS.
 

 •  VASCO partners with Tech Data to offer market leading strong authentication to North American channel.
 

 •  VASCO makes DIGIPASS for Mobile available to Windows Mobile users.
 

 •  VASCO expands its SEAL-offering with IDENTIKEY Server 3.1 e-learning and announces new authorized training centers (VATC).
 

 •  VASCO expands its DIGIPASS Pack offering with an IDENTIKEY based version.

Guidance for full-year 2010:

VASCO is reaffirming its guidance for the full-year 2010 as follows:
 

 •  Revenue growth of 15% to 20% for the full-year 2010 over full-year 2009,
 

 •  Operating margins as a percentage of revenue for full-year 2010 are projected to be in the range of 5% to 10%.

“The first quarter of 2010 was challenging due to prospects in the banking market delaying budget spend for new projects and current customers slowing down
existing projects,” stated T. Kendall Hunt, Chairman & CEO. “Also contributing to the results was the very strong fourth quarter of 2009 which we believe
impacted the number of transactions that normally would have occurred in the first quarter of 2010. Notwithstanding the results of the first quarter, we are
encouraged by the number of new transactions that are in various stages of discussions or negotiation. We continue to believe that we will return to a trend of
solid growth in 2010 over the comparable periods in 2009. We are also continuing to invest in the infrastructure and people needed to support growth in all of our
markets as well as the launch of our authentication services business.”

“As evidenced by the large number of requests for proposal in which we are involved, we believe that the banking market is continuing its recovery,” said Jan
Valcke, VASCO’s President and COO. “While we expect that there will be pressure on price and terms of the new banking deals, we believe that we are very well
positioned to win a large number of the proposals. We are also encouraged by the continuing growth in the Enterprise and Application Security market and the



continued development of our authentication services product offering. With the expected growth in each of these areas, we believe that it is very important that
we continue to invest in our infrastructure and workforce throughout 2010 to ensure that we are well positioned for strong growth in 2011.”

Cliff Bown, Executive Vice President and CFO added, “During the first quarter 2010 our balance sheet continued to show strength. For the first quarter our net
cash balance increased $8.5 million, or 13%, and our working capital decreased $1.3 million, or 1%, from December 31, 2009. Days sales outstanding in net
accounts receivable at March 31, 2010 decreased to 83 days from 88 days at December 31, 2009.

Conference Call Details

In conjunction with this announcement, VASCO Data Security International, Inc. will host a conference call today, April 27, 2010, 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
First Quarter 2010.

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

USA/Canada: +1 800-734-4208
International:  +1 212-231-2902

And 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.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share data)
(unaudited)

 

   
Three months ended

March 31,  
   2010   2009  

Net revenue   $23,915  $23,175  

Cost of goods sold    7,227   6,477  
        

 

Gross profit    16,688   16,698  

Operating costs:     
Sales and marketing    7,929   6,802  
Research and development    3,272   2,444  
General and administrative    4,648   2,623  
Amortization of purchased intangible assets    115   107  

        
 

Total operating costs    15,964   11,976  
        

 

Operating income    724   4,722  

Interest income    71   143  
Other income (expense), net    60   (248) 

        
 

Income before income taxes    855   4,617  
Provision for income taxes    282   1,154  

        
 

Net income   $ 573  $ 3,463  
        

 

Basic net income per share   $ 0.02  $ 0.09  
Diluted net income per share   $ 0.01  $ 0.09  

Weighted average common shares outstanding:     
Basic    37,400   37,308  

        

 

Diluted    38,287   38,022  
        

 



VASCO Data Security International, Inc.
CONSOLIDATED BALANCE SHEETS

(in thousands, except per share data)
 

   
March 31,

2010   
December 31,

2009
   (unaudited)   
ASSETS     

Current assets:     
Cash and equivalents   $ 76,120  $ 67,601
Accounts receivable, net of allowance for doubtful accounts    21,979   30,400
Inventories    8,904   9,015
Prepaid expenses    1,735   1,588
Foreign sales tax receivable    550   1,086
Deferred income taxes    521   563
Other current assets    359   632

        

Total current assets    110,168   110,885

Property and equipment, net    4,947   5,189
Goodwill    12,967   13,813
Intangible assets, net of accumulated amortization    1,706   1,797
Other assets    970   1,040

        

Total assets   $ 130,758  $ 132,724
        

LIABILITIES AND STOCKHOLDERS’ EQUITY     
Current liabilities:     

Accounts payable    4,287  $ 4,505
Deferred revenue    7,862   7,188
Accrued wages and payroll taxes    5,141   5,178
Income taxes payable    3,212   3,097
Other accrued expenses    3,347   3,285

        

Total current liabilities    23,849   23,253

Deferred compensation    649   490
Deferred revenue    185   277
Deferred tax liability    276   328

        

Total liabilities    24,959   24,348
        

Stockholders’ equity :     
Common stock    37   37
Additional paid-in capital    67,746   67,371
Accumulated income    37,291   36,718
Accumulated other comprehensive income    725   4,250

        

Total stockholders’ equity    105,799   108,376
        

Total liabilities and stockholders’ equity   $ 130,758  $ 132,724
        



Reconciliation of Earnings Before Interest, Taxes, Depreciation and Amortization (EBITDA) to net income (in thousands):
 

   
Three months

ended March 31,  
   2010   2009  
   (in thousands, unaudited)  

EBITDA   $ 1,516   $ 5,302  

Interest income, net    71    143  
Provision for income taxes    (282)   (1,154) 
Depreciation and amortization    (732)   (828) 

    
 

   
 

Net income   $ 573   $ 3,463  
    

 

   

 

EBITDA is a non-GAAP financial measure within the meaning of applicable U.S. Securities and Exchange Commission rules and regulations. 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 our full performance or our prospects. Such an 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, which will be filed as part of our annual report on Form 10-K, provides the full accounting
for how we have decided to use resources provided to us from our customers, lenders and shareholders.



About VASCO

VASCO is a leading supplier of strong authentication and e-signature solutions and services specializing in Internet Security applications and
transactions. VASCO has positioned itself as global software company for Internet Security serving a customer base of over 9,500 companies in more than 100
countries, including approximately 1,450 international financial institutions. VASCO’s prime markets are the financial sector, enterprise security, e-commerce and
e-government.

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,” “intend,” “mean,” 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 VASCO’s public filings with the U.S. Securities and Exchange Commission for further information regarding VASCO and its
operations.

This document may contain trademarks of VASCO Data Security International, Inc. and its subsidiaries, including VASCO, the VASCO “V” design, DIGIPASS,
VACMAN, aXsGUARD and IDENTIKEY.

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



Exhibit 99.2

Earnings Conference Call April 27, 2010

Comments by Ken Hunt:

Good morning everyone. For those listening in from Europe, good afternoon, and from Asia, good evening.

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 U.S.
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 the first quarter of 2010. 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.

Revenues for Q1 were $23.9 million, an increase of approximately 3% compared to 1st quarter 2009. Q1 2010 was our 29th consecutive positive quarter in terms
of operating income. Our business mix between banking, which provides higher volume/lower margin, and non-banking, which provides lower volume/higher
margin, resulted in continuing healthy gross margin of 70% for Q1 2010. Our operating income was approximately 3% of revenue.

During the quarter, we sold an additional 438 new accounts, including 52 new banks, and 386 new enterprise and application security customers. This compares
to the first quarter a year ago in which we sold 357 new accounts, including 51 banks and 306 enterprise security customers. We now have over 9,500 customers,
including approximately 1,450 banks in more than 100 countries. Although management considers the number of new customers as an indicator of the
momentum of our business and effectiveness of our distribution channel, the number of new customers is not indicative of future revenue.



During the first quarter of 2010, our cash increased by 13% while our working capital balance decreased 1%. At March 31, 2010 our net cash balance was $76
million and we had approximately $86 million of working capital. This strong cash balance gives us the flexibility to invest in our growth now the economic
storm seems to have abated.

The first quarter of 2010 was challenging due to prospects in the banking market delaying expenditures for new projects and current customers slowing down
existing projects. Also contributing to the results was the very strong fourth quarter of 2009, which we believe impacted the number of transactions that normally
would have occurred in the first quarter of 2010. Despite the results of the first quarter, we are encouraged by the number of new transactions that are in various
stages of discussions or negotiation. We continue to believe that we will return to a trend of solid growth in 2010 over the comparable periods in 2009. We are
also continuing to invest in the infrastructure and people needed to support growth in all of our markets as well as the launch of our authentication services
business.

Our banking revenue for the first quarter of 2010 increased 2% over the first quarter of 2009. Our enterprise and application security markets, also referred to as
non-banking, is growing steadily. Year-over-year, we had a growth of approximately 6% compared with Q1 2009. We believe this is an encouraging sign for the
future growth of this market. We do not believe the results of Q1 are indicative of our performance for the remainder of the year. We expect to deliver stronger
results as the year progresses.

Looking forward in the banking market, we are very active in the shift of electronic banking to include transaction signing. VASCO has a long history of
providing strong authentication to the world’s leading banks – but fraud does not stop once an order is placed. More advanced attacks like Man-in-the Browser
and Man-in-the Middle have become common – and banks are migrating to secure their transactions with our proven electronic signature functionality. We have
been working closely with some of the world’s most respected banks to make our products more intuitive, cost effective, and user friendly. We think this effort
will insure a successful transition to transaction signing.

As far as enterprise security is concerned, we have strengthened our position in the North American market by signing a distribution agreement with leading
distributor Tech Data. We have also recently announced new products targeting the banking and SME markets such as DIGIPASS for Windows Mobile and we
have added IDENTIKEY to our DIGIPASS Pack product line. We have also increased support for the channel by introducing expanded SEAL training with
IDENTIKEY 3.1. e-learning.

In the application security market, VASCO continues to extend its leadership position within the growing online gaming market. During the past quarter, we kept
strengthening our customer portfolio in this field. We are securing over one million online gamers in a market that is continuing to grow. We are pleased not only
to be adding new gaming customers, but also competing on new projects throughout Asia, Europe, and the US. Our customers vary from MMOs (massive
multiplayer online), online lotteries – and everything in between.



The increase in fraud within online gaming is creating additional opportunities for VASCO beyond our traditional markets. Most importantly it has validated our
strategy to extend our position into other growing markets and expand our portfolio of products to include online services requiring authentication.

We continue to invest in our authentication services. We expect to launch the first phase of the product toward the end of the second quarter of 2010. Our
investments to date have primarily been in engineering, but as the technical development of our service nears completion, we plan to invest in additional sales and
marketing programs to introduce the service to our corporate customers in the first phase and to consumers in a second phase.

As always, we want to offer our customers the best possible products and services, today, next quarter and in the future.

Introduce Jan Valcke:

At this time I would like to introduce Jan Valcke, VASCO’s President and Chief Operating Officer.

Comments by Jan Valcke:

Thank you, Ken.

Ladies and gentlemen, the first quarter of 2010 confirms the trend that became visible in Q3 2009. The crisis has reached its bottom. However, recovery is slow,
especially in the banking and financial markets, which has been and continues to be very important for VASCO’s revenue. Despite the slow return of the banking
market, we are proud that Q1 2010 is profitable, with a limited year-over-year growth in revenue of 3%.

In the product field, VASCO continues to strengthen its offerings. By making DIGIPASS for Mobile available to Windows Mobile users and by adding
IDENTIKEY to DIGIPASS Pack, we expanded the reach of our software and server offerings.

IDENTIKEY Server keeps gaining traction in the Enterprise Security market, enabling us to compete effectively in the larger enterprise niche.

In addition to our existing product offerings, VASCO announced DIGIPASS as a Service in Q1 2010. We expect the first phase of DIGIPASS as a Service to be
available to our enterprise customers towards the end of Q2. Like most new products, we do not expect that DIGIPASS as a Service will have a significant impact
on revenues in 2010.

As you may know, DIGIPASS as a Service was announced during our February 18 investor summit in New York. DIGIPASS as a Service represents VASCO’s in
the cloud authentication business model and offers On Demand Identity and Transaction Security. With DIGIPASS as a Service, we will first target companies,
organizations, and in a later phase consumers that want to secure the applications of their choice with best-of-breed DIGIPASS authentication.



In our markets, we see that our success in the non-banking market is growing worldwide. Our Enterprise business benefits from our investments in products and
in the quality of our channel partners. Our channel network now includes some of the world’s largest distributors.

Our Application Security business experiences a lot of traction too.

As Ken told you, we are growing quickly in the gaming sector.

As I stated before, we believe that the financial crisis in the banking market has bottomed out, but we expect growth to be slow and somewhat “lumpy” in the
short term. Our belief that the financial crisis has bottomed out is based on a significant increase in RFP’s coming from both existing and new customers. We
believe that the bulk of these projects will materialize in the beginning of 2011.

In order to leverage our expertise in several vertical markets and increase the growth rate in the applications security market, we are consolidating our know how
in several competence centers.

Currently, our competence centers are operational for:
 

 •  the financial sector, including insurance, brokerage, mortgage and lending;
 

 •  e-gaming and e-gambling;
 

 •  Software as a Service
 

 •  E-government

In the future, we will add more competence centers, as needed, to leverage our expertise in additional vertical application markets that we believe to be high
growth markets.

VASCO is making progress in the retail sector too. In Belgium, our DIGIPASS 905 electronic ID-reader is available in many of the largest retail stores of the
country, both physically and online. The expertise that we build in the consumer markets will be a great asset when we export this model to other geographic and
vertical markets, AND when we bring DIGIPASS as a Service to the end user.

In order to support VASCO’s further growth, we need more people. We expect to hire approximately sixty additional employees in 2010, predominantly in sales
and R&D. We need those people to have more feet on the street for sales purposes and to support our new DIGIPASS as a Service business model. We are well on
track with these hiring programs.

As a conclusion, ladies and gentlemen, I want to tell you that it’s time to look at the future again. Growth might be limited in the short time, but the future of
VASCO looks bright, thanks to its products, markets and people.

Thank you,



Introduce Cliff Bown:

At this time I would like to introduce Cliff Bown, VASCO’s EVP and Chief Financial Officer.

Thank you Ken and welcome to everyone on the call.

As noted earlier by Ken, revenues for the first quarter of 2010 were $23.9 million, an increase of $740 thousand or 3% from the first quarter of 2009. The increase
in revenue for the first quarter reflected a 2% increase from the Banking market and a 6% increase from the Enterprise and Application Security market.

The comparison of revenues in Q1 2010 to Q1 2009 benefited from the weaker U.S. dollar in 2010. We estimate that revenues were $824 thousand, or 4% higher
than they would have been had the exchange rates in the first quarter of 2010 been the same as in the first quarter of 2009.

The distribution of our revenue in the first quarter of 2010 between our two primary markets was approximately 74% from the Banking and 26% from the
Enterprise and Application Security. In the first quarter of 2009, approximately 75% came from the Banking and 25% came from Enterprise and Application
Security.

The geographic distribution of our revenue in the first quarter of 2010 was approximately 68% from Europe, 9% from the U.S., 5% from Asia and the remaining
18% from other countries. For the first quarter of 2009, 71% of the revenue was from Europe, 5% was from the U.S., 12% from Asia and 12% was from other
countries.

Gross profit as a percentage of revenue for the first quarter 2010 was approximately 70% and compares to 72% for first quarter of 2009. The decrease in gross
profit as a percentage of revenue is primarily related to a higher non-product costs and an increase in card readers sold as a percentage of total revenue partially
offset by an increase in non-hardware related revenues, an increase in the percentage of our revenue that came from the Enterprise and Application Security
Market and the benefit from the impact of currency. Our non-hardware revenues were approximately 24% of total revenue in the first quarter of 2010 compared
with 20% in the first quarter of 2009. As mentioned earlier, revenue from our Enterprise and Application Security market, which generally has margins that are 20
to 30 percentage points higher than the Banking Market, was 26% of our total revenue in Q1 2010 compared to 25% in Q1 2009.

Operating expenses for the first quarter of 2010 were $16.0 million, an increase of $4.0 million or 33% from the first quarter of 2009. The comparison of
operating expenses for the two periods is significantly impacted by an adjustment made in the first quarter of 2009. In the first quarter of 2009, we reversed
approximately $2.0 million of accruals that had been established in prior years for long-term, incentive-based compensation plans where it was no longer likely
that the performance targets will be met. Including the adjustment, we reported a net benefit of $1.7 million related to equity incentive plans in the first quarter of
2009. In the first quarter of 2010, we recorded $533 thousand of expense related to awards under our equity incentive plans.



The comparison of operating expenses in Q1 2010 to Q1 2009 was also negatively impacted by the weaker U.S. dollar in 2010. We estimate that expenses were
$820 thousand, or 5% higher, than they would have been had the exchange rates in the first quarter of 2010 been the same as in the first quarter of 2009.

Operating expenses increased one million one hundred twenty seven thousand dollars, or 17% in sales and marketing, $828 thousand or 34% in research and
development, and two million twenty five thousand dollars or 77% in general and administrative when compared to the first quarter in 2009.

The majority of the increases in the sales and marketing and research and development areas were related to the 2009 benefit from the adjustment of the long-
term incentive plan accruals and the negative impact of currency.

The increase in the general and administrative expenses not only reflected the 2009 benefit from the adjustment of the long-term incentive plan accruals and the
negative impact of currency, but also the negative impact of increased bad debt related expenses. In 2010, we recorded approximately $340 thousand of
incremental reserves for bad debts, which compares to a net recovery of previously reserved amounts of approximately $340 thousand in 2009.

Operating income for the first quarter of 2010 was $724 thousand, a decrease of $4.0 million, or 85%, from the first quarter of 2009.

Operating income as a percent of revenue, or operating margin, was 3% for first quarter of 2010 compared to 20% for the first quarter of 2009.

The Company reported income tax expense of $282 thousand for the first quarter of 2010 compared to $1.2 million for the first quarter in 2009. The effective tax
rate was 33% for the first quarter of 2010 and compares to 25% as reported for the first quarter of 2009. The effective rates for both periods reflect our estimate of
our full-year tax rate at the end of each respective period. The increase in the tax rate is primarily attributable to reduction in pretax profits. Under our current
structure, our effective rate will be very sensitive to the level of pretax income. As pretax income increases, we expect the effective rate to decline. As pretax
income decreases, the effective rate will increase.

Earnings before interest, taxes, depreciation, and amortization (EBITDA or operating cash flow if you will) was $1.5 million for the first quarter of 2010 and is
71% lower than the $5.3 million reported for the first quarter of 2009.

The makeup of our workforce as of March 31, 2010 was 309 people worldwide with approximately 160 in sales, marketing and customer support, 96 in research
and development and 53 in general and administrative. The average headcount for the first quarter of 2010 was 8 persons or 3% lower than the average headcount
for the first quarter of 2009.

Turning for a moment to the balance sheet, our net cash balance increased and our working capital decreased from December 31, 2009. During the first quarter of
2010, our cash balance increased by $8.5 million, or 13%, to $76.1 million from $67.6 million at December 31, 2009. Our working capital decreased $1.3 million
or 1% from $87.6 million at December 31, 2009 to $86.3 million at March 31, 2010. We had no debt outstanding at either March 31, 2010 or December 31, 2009.



Finally, our Days Sales Outstanding in net accounts receivable decreased from 88 days at December 31, 2009 to 83 days at March 31, 2010. The decrease in DSO
was primarily reflects the timing of when sales were made in the quarter.

Thank you for your attention. I would now like to turn the meeting back to Ken.

Thank you, Cliff

Ken Hunt: Closing Remarks

As I mentioned before, VASCO’s management team does not believe First Quarter’s results are indicative of what to expect for the rest of the year. We expect that
our backlog will be improving based on more volume purchase agreements being closed.

At this time, I would like to reaffirm guidance from last quarter’s Earnings Conference Call.
 

 •  First, we are reaffirming guidance that full-year 2010 revenue will grow from 15% to 20% over full-year 2009.
 

 •  Second, we are reaffirming guidance that full-year 2010 operating income will be in a range between 5% to 10% of revenue.

This guidance reflects the Company’s strategy to continue its aggressive growth by investing in its people, our newly announced Digipass as a Service, or
DaaS™, and the infrastructure necessary for long-term profitability. It also reflects our continued evolution to a more software-centric company with a focus on
recurring revenues.

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,

Q&A Session:

Ladies and gentlemen, thank you for your attendance today. I look forward to your participation in our next Earnings Conference Call for Q2, 2010. As always,
you can rely on VASCO’s people to do their very best!
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MANAGEMENT DISCUSSION SECTION

Operator: Ladies and gentlemen, thank you for standing by and welcome to the VASCO Data Security International Incorporated First Quarter Earnings 2010
Conference Call. During the presentation, all participants will be in a listen-only mode, after which we will conduct a question and answer session.

[Operator Instructions]. As a reminder, this conference is being recorded, Tuesday, April 27, 2010. It is now my pleasure to introduce T. Kendall Hunt, Founder,
Chairman and Chief Executive Officer. You may go ahead sir.

T. Kendall “Ken” Hunt, Founder, Chairman and Chief Executive Officer: Thank you, Operator. Good morning everyone, for those listening in from Europe, good
afternoon and from Asia, good evening. My name Ken Hunt and I’m the Chairman, Founder and CEO of VASCO Data Security International Inc. On the call
with me today are Jan Valcke, our President and 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. 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 U.S. Securities and Exchange
Commission for a discussion of such risks and uncertainties in this regard.

Today, we’re going to review the results for the first quarter of 2010. As always, we will host a question and answer session after the conclusion of management’s
prepared remarks. If possible, I’d like you to budget one hour total for this conference call, if you can limit your questions to one or two, it would be appreciated.

Revenues for Q1 were $23.9 million, an increase of approximately 3% compared to the first quarter of 2009. Q1 2010 was our 29th consecutive positive quarter in
terms of operating income. Our business mix between banking, which provides higher volume/ lower margin and non-banking which provides lower
volume/higher margin resulted in continuing healthy gross margin of 70% for Q1 2010. Our operating income was approximately 3% of revenue. During the
quarter, we sold an additional 438 new accounts, including 52 new banks and 386 new Enterprise and Application Security customers. This



compares to the first quarter a year ago in which we sold 357 new accounts including 51 banks and 306 Enterprise Security customers. We now have over 9,500
customers including approximately 1,450 banks in more than 100 countries. Although management considers the number of new customers as an indicator of the
momentum of our business and effectiveness of our distribution channel, the number of new customers is not indicative of future revenue.

During the first quarter of 2010, our cash increased by 13%, while our working capital balance decreased 1%. At March 31, 2010, our net cash balance was $76
million; we had approximately $86 million of working capital. This strong cash balance gives us the flexibility to invest in our growth now that the economic
storm seems to have abated.

The first quarter of 2010 and was challenging due to prospects in the banking market delaying expenditures for our new projects and current customers slowing
down existing projects. Also contributing to the results was the very strong fourth quarter of 2009 which we believe impacted the number of transactions that
normally would have occurred in the first quarter of 2010. Despite the results of the first quarter, we are encouraged by the number of new transactions that are in
various stages of discussions or negotiation. We continue to believe that we will return to a trend of solid growth in 2010 over the comparable periods of 2009.
We are also continuing to invest in the infrastructure and people needed to support growth in all of our markets as well as the launch of our authentication services
business.

Our banking revenue for the first quarter of 2010 increased 2% over the first quarter of 2009. Our Enterprise and Application Security markets also referred to as
non-banking is growing steadily. Year-over-year, we had a growth of approximately 6%, compared with Q1, 2009. We believe this is an encouraging sign for the
future growth to this market. We do not believe the results of Q1 are indicative of our performance for the remainder of the year. We expect to deliver stronger
results as the year progresses.

Looking forward in the banking market, we are very active in the shift of electronic banking to include transaction signing. VASCO has a long history of
providing strong authentication to the world’s leading banks, but fraud does not stop once an order is placed. More advanced attacks like, man in the-browser and
man in the middle have become in common and banks are migrating to secure their transactions with our proven electronic signature functionality. We have been
working closely with some of the world’s most respected banks to make our products more intuitive, cost effective and user friendly. We think this effort will
ensure a successful transaction, transition to transaction signing. As far as Enterprise Security is concerned, we have strengthened our position in the North
American market by signing a distribution agreement with leading distributor Tech Data. We have also recently announced new products targeting the banking
and SME markets such as DIGIPASS for Windows Mobile, and we have added IDENTIKEY to our DIGIPASS Pack product line. We’ve also increase support
for the channel by introducing expanded SEAL training and IDENTIKEY 3.1 e-learning.

In the Applications Security market, VASCO continues to extend its leadership position within the growing online gaming market. During the past quarter, we
kept strengthening our customer portfolio in this field. We are securing over one million online gamers in a market that is



continuing to grow. We are pleased not only to be adding new gaming customers but also competing on our new projects throughout Asia, Europe and the U.S.
Our customers vary from MMOs (Massive Multiplayer Online) on-line lotteries and everything in between.

The increase in fraud within online gaming is creating additional opportunities for VASCO beyond our traditional markets. Most importantly, it has validated our
strategy to extend our position into other growing markets and expand our portfolio products to include online services requiring authentication.

We continue to invest in our authentication services. We expect to launch the first phase of the service towards the end of the second quarter of 2010. Our
investments today had primarily been in engineering but as the technical development of our service nears completion, we planned to invest in additional sales
and marketing programs to introduce this service to our corporate customers in the first phase and to consumers in the second phase. As always, we want to offer
our customers the best possible products and services today, next quarter and in the future. At this time, I’d like to introduce Jan Valcke, VASCO’s President and
Chief Operating Officer. Jan.

Jan Valcke, President and Chief Operating Officer: Thank you, Ken. Ladies and gentlemen, the first quarter of 2010 confirms the trend that became visible in Q3
2009. The crisis has reached its bottom. However, recovery is slow especially in the banking and financial markets, which has been and continues to be very
important for VASCO’s revenue. Despite the slower return of the banking market, we are proud that the first quarter of 2010 is profitable, with a limited year-
over-year growth in revenue of 3%.

In the product field, VASCO continues to strengthen its offering by making DIGIPASS for mobile available to Windows Mobile users and by adding
IDENTIKEY to DIGIPASS Pack, we expanded the reach of our software and server offerings.

IDENTIKEY server keeps getting traction in the Enterprise Security market, enabling us to compete effectively in the larger enterprise niche.

In addition to our existing product offerings, VASCO announced DIGIPASS as a Service in Q1 2010. We expect the first phase of DIGIPASS as a Service to be
available to our enterprise customers towards the end of Q2. Like most new products, we do not expect that DIGIPASS as a Service would have a significant
impact from the revenues in 2010;

As you may know, DIGIPASS as a Service was announced during our February 18th, Investor Meetings in New York City. DIGIPASS as a Service represents
VASCO in the Cloud authentication business model and offers on-demand identity and transaction security. With DIGIPASS as a Service, we were first target
companies, organizations and then later phase consumers that want to secure the applications of their choice with best of breed DIGIPASS authentication.

In our markets, we see that our success in the non-banking market is growing worldwide. Our enterprise business benefits from our investments in products



and the quality of our channel partners. Our channel network now includes some of the world’s largest distributors. Our application security business experiences
a lot of traction too. As Ken told you, we are growing quickly in the gaming sectors.

As I stated before, we believe that the financial crisis in the banking market has bottomed out, but we expect growth to be slow and somewhere lumpy in the
short-term. Our belief is that financial crisis has bottomed out it’s based on a significant increase in RFPs coming from both existing and new customers. We
believe that the bulk of these projects will materialize in the beginning of 2011.

In order to leverage our expertise in several vertical markets and increase the growth rate in the application security market, we are consolidating our know-how
in several competence centers.

Currently, our competence centers are operational for the financial sector including insurance, brokerage, mortgage and lending, e-gaming and e-gambling,
software as a service and e-governance.

In the future, we will add more competence centers as needed to leverage our expertise in additional vertical application markets that we believe to be high
growth markets. VASCO is making progress in the retail sectors too. In Belgium, our DIGIPASS 905 electronic id reader is now available in many of the largest
retail stores of the country, both physically and online. The expertise that we build in the consumer markets will be a great asset when we export this model to all
the geographic and vertical markets and when we bring DIGIPASS as a Service to the end-user.

In order to support VASCO’s future growth, we need more people. We expect to hire approximately 60 additional employees in 2010, predominantly in sales and
R&D. We need those people to have more feet on the street for sales purposes and to support our new DIGIPASS as a Service business model. We are well on
track with these hiring programs.

As a conclusion ladies and gentlemen, I want to tell you that its time to look at the future again. Growth may be limited in the short time but the future of VASCO
is bright. Thanks to its products, markets and people. Thank you.

T. Kendall Ken Hunt, Founder, Chairman and Chief Executive Officer: Thank you, Jan. At this time, I’d like to introduce Cliff Bown, VASCO’s EVP and Chief
Financial Officer.

Clifford K. Bown, Executive Vice President and Chief Financial Officer: Thank you Ken, and welcome to everyone on the call. As noted earlier by Ken, revenues
for the first quarter 2010 were $23.9 million, an increase of $740,000 or 3% from the first quarter of 2009. The increase in revenue for the first quarter reflected a
2% increase from the banking market and a 6% increase from the Enterprise and Application Security market.



The comparison of revenues in Q1 2010 to Q1 2009 benefited from the weaker U.S. dollar. We estimated the revenues were $824,000 or 4% higher than they
would have been as the exchange rates in the first quarter 2010 been the same as in the first quarter of 2009.

The distribution of our revenues in the first quarter of 2010 between our two primary markets was approximately 74% from banking and 26% from the Enterprise
and Application Security market. In the first quarter of 2009, approximately 75% came from the banking market and 25% come from the Enterprise and
Application Security market.

The geographic distribution of our revenue in the first quarter of 2010 was approximately 68% from Europe, 9% from United States, 5% from Asia and the
remaining 18% from other countries. For the first quarter of 2009, 71% of the revenue was from Europe, 5% was from United States, 12% from Asia and 12%
was from other countries.

Gross profit as a percentage of revenue for the first quarter of 2010 was approximately 70% and compares to 72% for the first quarter of 2009.

The decrease in gross profit as a percentage of revenues were primarily related to higher non-product cost and the increase in Card Reader sold as a percentage of
total revenue, partially offset by an increase in non-hardware related revenues, and increase in the percentage of our revenues that came from Enterprises and
Application Security market and the benefit from the impact of currency.

Our non-hardware revenues were approximately 24% of revenue in the first quarter of 2010, compared with 20% of revenue in the first quarter 2009. As
mentioned earlier, revenue from our Enterprise Security market which generally has margins that are 20 to 30 percentage points higher than the banking market
was 26% of our total revenue in Q1 2010, and compares to 25% in Q1 2009.

Operating expenses for the first quarter of 2010 were $16 million, an increase of $4 million or 33% from the first quarter of 2009. The comparison of operating
expenses for the two periods is significantly impacted by an adjustment made in the first quarter of 2009.

In the first quarter of 2009, we reversed approximately $2 million of accrual that have been established in prior years for long-term incentive based compensation
plans, where was no longer likely that the performance targets will be met.

Including the adjustment, we reported a net benefit of $1.7 million related to equity incentive plans in the first quarter of 2009. And in the first quarter of 2010,
we recorded 533,000 of expenses related to our awards under the equity incentive plans.

In comparison of operating earnings in the first quarter of 2010 to 2009 was also negatively impacted by the weaker U.S. dollar in 2010. We estimate that
expenses were $820,000 or 5% higher than they would have been at the exchange rates in the first quarter 2010 than the same as in the first quarter of 2009.

Operating expenses have increased $1,127,000 or 17% in sales and marketing, $828,000 or 34% in research and development, and $2, 025,000 or 77% in general
administrative when compared to the first quarter of 2009.

The majority of the increases in the sales and marketing and research and development areas were related to the 2009 benefit from the adjustment as the long-
term incentive plan accruals and the negative impact of currency. The increase in the general administrative expenses not only reflected the 2009 benefits from the
adjustments in the long-term incentive plan accruals and the negative impact of currency, but also the negative impact of the increased bad debt related expenses.



In 2010, we recorded approximately $340,000 of incremental reserves for bad debts, which compares to a net recovery of previously reserved amounts of
approximately 340,000 in 2009.

Operating income for the first quarter of 2010 was $724,000, a decrease of $4 million or 85% from the first quarter of 2009. And as Ken stated earlier, operating
income as a percentage of revenue or operating margin was 3% for the first quarter of 2010, compared to 20% for the first quarter of 2009. The company reported
income tax expense of $282,000 for the first quarter of 2010 compared to $1.2 million for the first quarter of 2009. The effective tax rate was 33% from the first
quarter of 2010 and compares to 25% as reported for the first quarter of 2009.

The effective rates for both periods reflect our estimated full year tax rate at the end of each respected period. The increase in the tax rate is primarily attributable
to a reduction and pre-tax profits. Under our current structure, our effective tax rate will be very sensitive to the level of pre-tax income. As pre-tax income
increases, we expect the effective rate to decline and as pre-tax income decreases the effective rate will increase. Earnings before interest, taxes, depreciation and
amortization, EBITDA or operating cash flow if you will, was $1.5 million for the quarter; for the first quarter of 2010 and a 71% lower than the $5.3 million
reported for the first quarter of 2009. The make up of our work force at March 31, 2010 was 309 people worldwide with approximately 160 in sales, marketing,
customer support, 96 in research and development and 53 in general and administrative.

The average head count for the first quarter of 2010 was eight persons or 3% lower than the average head count for the first quarter of 2009. And turning for a
moment to the balance sheet, our net cash balance increased and our working capital decreased from December 31st of 2009. During the first quarter of 2010, our
cash balance increased by $8.5 million dollars or 13% to $76.1 million from 67.6 million at December 31, 2009. Our working capital decreased $1.3 million or a
1% from $87.6 million at December 31, 2009 to 86.3 million at March 31st of 2010. We had no debt outstanding at either March 31, 2010 or December 31st of
2009.

Finally, our day sales outstanding and net accounts receivable decreased from 88 days at December 31, 2009 to 83 days at March 31, 2010. The decrease in DSO
was primarily reflects the timing growing sales were made in the quarter. Thank you for your attention. I would now like to turn the meeting back to Ken.

T. Kendall “Ken” Hunt, Founder, Chairman and Chief Executive Officer: Thank you, Cliff.

As I mentioned before, VASCO’s management team does not believe first quarter’s results are indicative of what to expect for the rest of the year. We expect that
our backlog will be improving based on more volume purchase agreements being closed.

At this time, I’d like reaffirm guidance from last quarter’s earnings conference call. First, we are reaffirming guidance that full year 2010 revenue will grow from
15% to 20% over full year 2009. Second, we are reaffirming guidance that full year 2010 operating income will be in a range between 5% to 10% of revenue.



This guidance reflects the company’s strategy to continue its aggressive growth by investing in its people, our newly announced DIGIPASS as a service or DaaS
and the infrastructure necessary for long-term profitability. It also reflects our continued evolution to more software-centric company with a focus on recurring
revenues.

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 a initial question plus a follow-up. If you have additional questions, please get back into the queue. Operator?

Q&A

Operator: Thank you. [Operator Instructions] Our first question is from the line of Andrew Abrams from Avian Securities. Please go ahead.

<Q - Andrew Abrams>: Ken, I wonder if you could just kind of walk us through to your continued optimism on the year that the 50 to 20%, given the fact that
March looked a little on the light side at least to the community. Is it that you have in hand a lot of unsigned deals that you’re comfortable closing this year? Or is
it some basic fundamental difference in us — our view of the industry generally as opposed to yours.

<A - T. Kendall Hunt>: Well Andrew, the way we gauge our business or try to gauge our business is to take a look at what we have in terms of firm backlogs,
those are firm orders, purchase orders that have multiple month or multiple quarter deliveries, where we could look out over the course of the year and say that’s
firm business.

We are also on — we’ve been reporting on this now, this is the third quarter where we’re seeing a building number of request for proposal or RFPs. And I can say
that list and the volume, the revenue associated with that list is the biggest that we’ve seen. And so it’s those items that give us encouragement. Added to that is
our weighted forecast for mainly existing customers that we look at. So, its numbers that we’ve been following for quite some time that give us comfort that there
is business out there and that we will return to strong growth.

<Q - Andrew Abrams>: Okay. I appreciate that. And could you talk a little bit about pricing I think Jan mentioned something in the press release about pricing
and maybe we could just get a little more color on that?

<A - T. Kendall Hunt >: Sure, Jan. Would you like to address that please?

<A - Jan Valcke, President and Chief Operating Officer>: What do you mean, under with pricing?

<Q - Andrew Abrams>: It said — if I remember correctly that there will be pressure on pricing as new banking deals develop and maybe you could just flush that
out a little bit for us? Is that different than what you’ve been seeing, is it in more competitive environment, because there are less deals out there maybe you could
just kind of walk us through that?



<A - Jan Valcke, President and Chief Operating Officer>: As you probably understand in 2009 was a very difficult year, very challenging year for us, due to the
fact that we didn’t see any more or not so much RFPs anymore. So, it all started in 2009 with a lot of RFEs, request for information today followed by real RFPs.

But at the same time, we see that there is a very challenging environment due to the fact that was banks or organized today or the purchase department, the legal
department also; are better organized than ever before and it is possible that we will get some pricing pressure in that banking field. On the other hand, we see
also a much more increase in enterprise security, in the application security in also business to consumer non-banking and we believe that at these both businesses
will offset and that we will remain still having a very strong margin like we have in the past.

<Q - Andrew Abrams>: So, the —

<A - Jan Valcke, President and Chief Operating Officer>: I’m sorry.

<Q - Andrew Abrams>: I would just going to say so the pressure that you might see in the banking side should be offset by the increase in the enterprise business,
which obviously guarantee your margins?

<A - Jan Valcke, President and Chief Operating Officer>: Yes.

<Q - Andrew Abrams>: Okay, got it. Thank you very much.

Operator: Our next question is from the line of Joe Maxa from Dougherty & Company. You may proceed.

<Q - Joe Maxa>: Yeah thank you, I wanted to follow up on the revenue guidance, the expectations can you mention seem strong result as the year progresses,
how should we think about that in terms of your normal seasonality?

<A - T. Kendall Hunt>: Well historically our seasonality has been strong second quarter, down third quarter because mainly of holidays in Europe, and then a
strong fourth quarter and then a seasonally down first quarter. And so, I think you can anticipate that we’ll continue that pattern.

Now we have had some exceptions as you know to that pattern in 2008 in the third quarter which is normally seasonally down we had the largest, strongest
quarter of all time. So in Jan’s terms we used before, we still suffer under some kind of a lumpy production and that’s mainly at the womb of the larger banks
when they decide to rollout their projects. But I think that answers your question I think that we are expecting a seasonally normal delivery of our revenue results.

<Q - Joe Maxa>: Okay and then the follow up to that I would suggest this the way budget spend our new projects and currently customers are slowing down on
existing projects has come back to I guess may be not equate is the way in Q2. Though, we have seen the pick up?

<A - T. Kendall Hunt>: Jan, would you like to answer that question please?



<A - Jan Valcke, President and Chief Operating Officer>: Yes. So basically, you need to see that in the good days we say 2006, 2007, 2008 in the previous years
the way it works in the banks or this ironing to work in the company they go for a volume purchase agreement and that is executed over a several quarters. We
have seen that stopping in 2009. We are still suffering a little bit that decision of the banks in 2009. But at the other hand, we see like Ken has mentioned and
Series A never seen before increase in RFPs that will be executed in the several next quarters. But we can say that all we certainly executed as from the beginning
of 2011. So it’s difficult to say what will be second quarter, third quarter. But let’s take it like that that it’s roughly as from the beginning of 2011 will become in
the normal way of working as in the years 2007, 08 with VPAs and a normal way of delivery. Today, we work with short-term deliveries; we have changed our
production programs that way that we can do that, we can take large parts delivered and them at short-term. But that makes us also a little bit foamed and all that
gives us less flexibility in those work free deliveries that we need to do to come into the market.

<Q>: Okay. Sorry I believe there were points, so are we looking for more of a Q4 being kind of the — obviously it’s historically strong in Q4 but more so this
year than in prior years compared to previous seasonality?

<A - Jan Valcke, President and Chief Operating Officer >: Well, I’ll run a few guidance on that. But let’s say that as from the third quarter and certainly the
beginning of 2011, we will come back to our previous system in the banks may not get that I am only talking here about banks and that we are increasing, I love
this non-banking business but in the banks it will come back to that home forth way of doing business.

<Q>: Okay. It’s helpful. Thank you.

Operator: Our next question is from the line of Brian Freed from Morgan Keegan. You may proceed.

<Q - Brian Freed>: Good morning. Thanks taking my call. First, just a quick house keeping item, looking to last year, when you filled your 10-K it looks like you
G&A expenses were to 16.2 million, versus the 8-K where you had 15.4, could you talk about what’s the shift was there that drove that changed?

<A - T. Kendall Hunt>: Cliff, would you handle that please?

<A - Clifford K. Bown, Executive Vice President and Chief Financial Officer>: Sure. Between the time that we released our numbers with the normal press
release and 8-K fillings and the time that we filled the 10-K, we obtained information that one of our distributors was in significant financial difficulty. So, we
took an additional reserve of $770,000 in the bad debt reserve area in Q4. So, that’s the difference between what you saw that was originally filed and Form 10-K.

<Q - Brian Freed>: Okay, fine. And then is — trying to look forward, did you say you had average lower head count in the March quarter this year than last year?



<A - Clifford K. Bown, Executive Vice President and Chief Financial Officer>: That’s correct, Brian.

<Q - Brian Freed>: Okay. So, looking aback, can you give as a little more clarity on the operating expense increase, it wasn’t clearly the head count driven, was
that all currency or there is some other investments that you guys are seeing in the quarter that drove the expense increase?

<A - Clifford K. Bown, Executive Vice President and Chief Financial Officer>: There are number of things going in opposite directions here, Brian. If you were
to look at the Q1 2010 versus Q1 2009, you’d see our total increase is just under $4 million. That 4 million could be summarized as 2.2 million from a long-term
incentive plan adjustments that we talked about that 800,000 of it is currency, 820 is the specific number that we have. It’s about 680,000 that’s the bad debt
expense. Again we had a recovery in the first quarter of 2009 and we increased our reserve over 300,000 in this quarter. And then there is other miscellaneous
difference for round 300,000 making up the difference. Now when you look at Q1 2009 versus Q1 2010, in Q1 2009, we were actually in a cost containment
mode and we were reducing the staff for people that were not materially productive or effective. In the first quarter of 2010, we headed in the other direction and
compared to Q4 2010, we’re actually up 15 people, about 20% from our ending balances at the end of December. Actually it doesn’t compute the — it computes
to a 5%, I’m sorry for that misstatement. So, we were at 294 at the end of December, 309, now that’s 15 plus people or 5% and that’s the hiring program that Ken
and Jan were speaking of. Also when you compare the currency rates, Q4 versus Q1, the currency rates are headed in the direction where it’s in favor of the U.S.
dollar, which is just the opposite of Q1 2009, versus Q1 2010. So again, we would need to focus on which period we’re comparing the operating expenses to
compared to the first quarter of 2010, the differences are as I stated the long-term incentive plans estimate 2.2, currency 800,000 words, bad debt 680,000 words
and other. If you are comparing to the fourth quarter of 2009 then currency is actually a benefit, then you also have the 770,000 that we took as a bad debt reserve
that we just mentioned in answering your first question. And then finally, we had other year end adjustments that were in year end 2009, that that we are not in the
first quarter of 2010.

<Q - Brian Freed>: Okay, great.

<A - Clifford K. Bown, Executive Vice President and Chief Financial Officer >: That’s a lot in it information and data, Brian. It’s just like to have a call follow up
call after this call, we’d be happy to explain it in slower timeframe in more detail.

<Q - Brian Freed>: Okay. And then one final kind of clarification, as I think about operating expenses going forward, given 60 head count additions over the
course for the year. It was 15 people you hired in the quarter, how much incremental, is it — or is it 15 more?



<A - T. Kendall Hunt>: No, that’s counts in the 60, right.

<Q - Brian Freed>: Okay.

Operator: Our next question is from the line of Scott Zeller, Needham and Company. You may proceed.

<Q - Scott Zeller>: Thanks. I may have just missed on the previous question, I’m not sure. But the commentary earlier about 60 new heads in sales and for the on
demand offering, is that factored in when you look at your operating margin guidance of 5 to 10% for the year, is that baked in?

<A - Clifford K. Bown, Executive Vice President and Chief Financial Officer>: It absolutely is, yes, Scott.

<Q - Scott Zeller>: Okay. And then the other question on concentration of revenue, were there any 10% customers in the quarter?

<A - Clifford K. Bown, Executive Vice President and Chief Financial Officer>: No, there were none.

<Q - Scott Zeller>: 10% customers. Okay. Thank you.

Operator: Speakers, there are no further questions at this time. You may proceed with your closing remarks.

T. Kendall “Ken” Hunt, Founder, Chairman and Chief Executive Officer: All right. We want to thanks everybody for your attendance today, I appreciate it. And
as always, I want to thank the VASCO personnel around the world for their hard work, diligence and enthusiasm. Good day, everybody.

Operator: Ladies and gentlemen, this does conclude the conference call for today. We thank you all for your participation and kindly ask to please disconnect your
lines. Have a great day everyone.


