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Explanatory Note:

GlobalSCAPEInc. is filing this AmendmenNo. 1 to its Annual Report oRorm10-K for the year ended
DecembeBl, 2007, which was originally filedith the Securities and Exchange CommissiotManch2 7, 2008 ( A Or i

Form10K6) , to amend | tem 1A ARisk Factors,o0o Item 6 fASelect
Anal ysis of Financial Conditionl e ReSEHiInanoifalOpétrat ¢ me
Data, o Item 9A fiControls and Procedures, 0o and Item 15 AE
Registrant added Note 12 regarding ttsaendredssedNate® ment of th

As discussed in Note 1 to the Financial Statementéugnust15, 2008, GlobalSCAPE and its Board of Directors,
after consultation with Global SCAPEG6s independent regi st
amend its Annual Report oRorm10-K for the year endeBecembe1, 2007 and restate its financial statements and
financial information for the year end&gcembeBl, 2007. The restatement adjustments correct federal income tax
receivable, goodwill, defeed tax assets and liabilities, equity, and the income tax provision for the yeaiDawadbeB1,

2007. The errors wer caused by the Companyds failure to
stock by its employeeswhohadx er ci sed options and subsequently sold sha
Companyb6s failure to calculate deferred taxes on identif

Availl, Inc. The errors have been corrected. Assult of the restatement federal income tax receivable has increased by
$817,343, deferred tax assets have decreased by $360,588, equity increased by &602n4¢88ne tax provision has
increased by $280,242lated to the correct calculation of the &ffect on the exercise of employee stock options and the
subsequent sale of shares of stock. Goodwill and deferred tax liability increased by $1,288,82(¥50,637, respectively
related to the correct calculation of deferred taxes on identifiedgillerassets related to the Availl acquisition.

For the convenience of the reader, thism 10-K/A sets forth the OrigindForm10-K, as amended hereby, in its
entirety. However, thiform 10-K/A amends and restates only Iltems 1A, 6, 7, 8, 9A, and fedDriginalForm10-K, in
each case solely as a result of and to reflect the adjustments discussed above and more fully in Note 1 of the accompanying
financial statements, and no other information in the Oridtoan 10-K is amended hereby.

As requiredby Rule12b-15 under the Securities Exchange Act of 1934, as amended, new certifications by
Gl obal SCAPEGs principal executive of fi ceRormaOKdA apExhibitsci p al
31.1,and32.1 In addition, Exhibi23.1 has been amended to contarturrentlydated consent of independent registered
public accounting firms.
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Preliminary Notes

GlobalSCAPE, CuteFTP, CuteFTP Pr8, CuteM»®, CuteSITE Builde?, PureCMS, CuteZIF®?, CuteHTML® and
CuteMAP? are rgistered trademarks of GlobalSCAREc. GlobalSCAPE Secure FTP Serléy GlobalSCAPE Transfer
EnginéM, and GlobalSCAPE Enhanced File Transfer SéMare trademarks of GlobalSCAPIc. Other trademarks and
tradenames in this Annual Report are thepprty of their respective owners.

In this report, we use the following terms:

AHTTPO or Hyper Text Transfer Protocol is a protocol
web server and a web browser.

AS/ Keyo i s a s eltaonetinteghalengsespense passwokd schesne is used to authenticate access
to data. The purpose of S/Key is to eliminate the need for the same password to be sent over a network each time a passworc
is needed for access.

ASSH20 or S e mtogolehatProvideslenciymed aetwprk communications between two computers.
ASSLO or Secure Socket Layer uses cryptography to enc
Forward-Looking Statements

This Annual Report ofrorm10-Kandthed cument s i ncorporated by -lsoknfger ence
statement so0 wi Bdttiom7Atohtte Senearines Achofi1938fas amended, Section21E of the Securities
and Exchange Act of 1-8dkidg,statenentsa meamned e dh.o s efi BSadraweernie nt s t hat
describe management 6s beliefs and e x plekng stateéments$n.this AnhMeal hav e
Report by wusing words such as dammay, @ afl ex peditbed i &@wve, i mi
believe these beliefs and expectations are reasonable, our operations involve a number of risks and uncertainties, including
those described in the ARiIi sk Fact or tfiledsviththe $eountiessahd t hi s An
Exchange Commission. Therefore, Global SCAPE®ds actual re
Report.

PARTI

Item 1. Business
Company Overview

We develop and distribute secure managed filestex, or MFT, software for individuals and business users to
safely send files over the internet. We have also developedMaieFile System, or WAFS, collaboration and Continuous
Data Protection, or CDP, software which further enhance the abilityate simd backup files within the infrastructure of a
companyb6s wide and | ocal area networks, or WAN and LAN a
privacy of critical information such as financial data, medical records, customer files andiwiteardocuments. In
addition, these products ensure compliance with government regulations relating to the protection of information while
allowing users to reduce IT costs, increase efficiency, track and audit transactions and automate procas%€sS and
CDP products provide data replication, acceleration of file transfer, sharing/collaboration and continuous data backup and
recovery to our customers. We believe that we are uniquely positioned to provide secure transfer, sharing, and eéplication
files that need to be transmitted inside the usagadds fire
trading partners.

Our initial product, CuteFTP, a file transfer protocol client program used mostly by individuasafid
businesses, was first distributed in 1996 over the internet and has achieved significant success and popularity. We built on
this success by steadily adding complementary products such as the enterprise versions of our file transfer programs, Secure
FTP Server and Enhanced File Transfer Server, and establishing an internal sales organization and reseller network. We
believe we now have a reputation as a provider of-tasge, affordable file transfer and collaboration software for
individual, smallbusiness and enterprise users. Since 2000, we have focused on enhancing our portfolio of products to meet
the increasing demand for data security, overcoming the challenges of latency and bandwidth limitations for supporting
branch offices and geographlty distributed locations, allowing enterprises to backup data across their LAN and WAN as
changes are made, and offering solutions that permitnerc hni c a | personnel to contribute
Web sites. Our software is used worldwiacross a wide range of industries. Through the end of 2007, we had distributed
over 1.9 million software licenses to our customer base which includes individual consumers, small tesizedium
businesses, as well as some of the largest corporatitimes world.



Recent Developments

In March2008, we announced the retirement of our President and Chief Executive Officer, Charles FDiRogle.
the fall of 2007, the Board of Directors began having discussiondWritRoole, relating to his potentiagtirement or
reduction in his dayo-day role aDecembeB1, 2008, when his current contract expires, and the necessary steps for
succession of the CEO positioht this time, the Board also began focusing on some leteger projects designed to
contihnuete he Companyds growth and profitability. We believe t
our ability to improve our current products and to introduce new products, through research and development, innovations by
our employees, sitegic partnerships, and acquisitomss a result of the | onger term nat
2008 andMr.Po ol ebés wi shes, it became apparent to the Board the
shareholders thdr. Poole not spearhead our more proefocused initiatives if he were not available to see them through
implementation. As a result, darch7, we accepteMr.Pool eés deci sion to retire early.

named interim President dnve began to accelerate the searciMorPoo | eds r epl acement .

[

Industry Background

The internet has become an integral part of operations for companies of all sizes, not cobynfianexce, but also
as a means of managing information between cemnithtemote locations and with employees, partners and suppliers.
Corporate information managers must protect business assets, ensure that policies and processes meet regulations governing
the management of sensitive information, and ensure that the eigbliephave access to the right information at the right
time. Global operations, diverse business partners and networks further emphasize the need for common standards to ensure
compatibility, scalability and costffective integration.

Organizations thause the internet for data transfer are also faced with a daunting array of security challenges
stemming from various regulatory and business requirements for data privacy and confidentiality. Regulatory and privacy
requirements include legislation suafithe Health Insurance Portability and Accountability Act (HIPAA), California Senate
Bill (SB) 1386, and the GramiieachB | i | ey Act ( GLBA) in the US, and the Eur
which impose severe penalties for improper disclostimmnfidential information. Additionally, industry bestactices and
selfimposed business requirements include intellectual property and trade secrets protection and controls regarding
disclosure of proprietary information to minimize corporate niskfthe devastating consequences of security breaches. As
corporate Web operations mature, we believe we will see an increasing demand for solutions to facilitate secure §le transfer
on the internet and for products that provide data replication, aatiefeof file transfer, sharing/collaboration and
continuous data backup and recovery.

Products
Our products include WindoWsbased, Mac based, browdsased and server software applications.
FTP Client Programs

File transfer protocol, or FTP, is tlenguage used for file transfers from computer to computer across the internet.
FTP is most commonly used to download a file from a server using the internet or to upload a file to a server.

CuteFTP. Cut e FTP issi dae ofi cplrioegnrta mermitee aser io mequedt dnfite from ot serul a file to
an FTP server or host computer. The user base for this program ranges from corporate IT professionals who use it to transfer
data between locations via the internet, to individual Web site operdtorsse it to upload their Weiagedo their Web
hosting provider. CuteFTP simplifies use of file transfer protocol by hiding the technical processes behifidesmdiser

graphical interface, which al | ows.CutsFgR hasworoseviérdliaveagls, n dr op
including the CNet Editorsd Choice award, and has been f
PC Magazine, WindowsNT, Yahoo Internet Lif e, werfGiNeasstdd s Do wn

use file transfer protocol program available. We offer CuteFTP in German, French, Spanish, Japanese and Traditional and
Simplified Chinese. CuteFTP was first releaseBebruaryl 995 by its original author, and was first distributed as a

commercial product by GlobalSCAPE April 1996. InOctober2003, GlobalSCAPE released CuteFTP Mac, our-&asy

use FTP client for the Macintosh operating system. CuteFTP Mac incorporates many of the popular features of CuteFTP for
Windows, while adherig t o A p pihterféce and upabiity guidelines.

CuteFTP Pra CuteFTP Pro is a secure FTP client program designed for advanced users and information
technology professionals. CuteFTP Pro incorporates standards for encrypting data during ttadspiodst, accelerating
transfer of large files, and automating common file transfer tasks. It includes various features attractive to advanced users
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such as multpart and concurrent file transfers to maximize transfer speed, scheduled file trandfermted site backups

and scripting ability for automating FTP tasks. CuteFTP Pro has been favorably reviewed by leading online publications
including CNetbdés Download. com, ZDNetMaxh2001lBand CiReEWiIMAGPro Cu't
was released iApril 2004.

File Transfer Servers

FTP transfers require two software programs: a client program to start a transfer and a server to accept the
connection. Our file transfer server programs are designed to provide business with inceaggded speedier file
transport when compared tenail.

Secure FTP ServerSecure FTP Server complements CuteFTP Pro and other professional FTP clients by enabling
encrypted transfers using SSL, SSH2 and advanced S/KEY password encryption. WheithuSateFTP Pro, Secure FTP
Server offers a complete digital certificate management system, giving system administrators the ability to create, sign,
import, export and add digital certificates, as well as kick off auk processes. The latter funotdity can be used as a
partial or total replacement for more complex entergasel electronic data interchange systems, or (EDI). Additional
features include full remote management capability, the ability to operate multiple FTP sites with unijoeyditeuctures
from a single server and manage user accounts with advanced restriction settings for maximum security and control. Secure
FTP Server has been favorably reviewed by leading online publications including Server Watch and File Forum.
GlobalSCAPE Secure FTP Server was first releaselhituary2002.

Enhanced File Transfer ServerEnhanced File Transfer Server, EFT, is an enterprise file server, building on the
base features of Secure FTP Server by providing digital certificate managemakiple secure protocols, remote
administration, flexible authentication choices, extensive automation and advanced security options. The latest version, EFT
Server 5, helps customers achieve regulatory compliance with Payment Card Industry, or PE2cDxdiya Standard, or
DSS, by providing hardened security settings and compliance reporting options. EFT also offers modules that can be
integrated into the base software such as DMZ Gateway, which provides dienedtisecurity solution for traversing
network walls; OpenPGP, a ddety encrypted storage solution; Securetat, which is an alternative solution teneil
for sending large file attachments; and auditing and reporting of server transactions.

Data Replication Products

Businesses with mufile locations have a need to access data in a timely, efficient manner and to be able to move
and share data throughout their organizations. Our data replication products allow users to maintain and synchronize their
live data files in multiple remote sar locations and to restore data to any point in time.

Wide Area File System (WAFS)Our Wide Area File System product delivers a unified and accelerated file access
system, instant filsharing and servep-server mirroring across any distance, with €oherency and at LAN access speeds.
WAFS delivers a true wide area file solution for any distance, and any humber and any complexity of files. Continuous, real
time multidirectional acceleration and mirroring technology ensures that data existtiplerplaces simultaneously and in
complete synchronization, no matter where a change in any file is made. The data mirrors between servers on the LAN,
virtual private network, or VPN, or crossing firewalls in real tinhe addition, users can leverafijle locking capabilities
across the LAN and WANDur WAFS ensures bandwidth efficient WAN utilization; that users have access to the most
recent data. The offne mode ensures continued data access in the event of WAN or server outage. Our WAKS isoftwa
easy to deploy and manage remotely.

CDP. Our continuous backup software inexpensively delivers truetirealcontinuous data protection. Our
softwareonly solution supports the ability to backup any number of branch servers or remote laptepstonore centrally
located systems.CDP transparently and continuously captures data from local and remote servers, eliminating the backup
window and restoring data rapidly. Bandwidth requirements are minimal since only file differences are traiostieered
backup system.

Enterprise Enterprise is designated for companies that need both WAFS ordinatttional mirroring and redime
backup. It includes all the features of the entire WAFS and CDP product line.



Internet Products

We offer a varity of software products that can be purchased and downloaded directly from our automated website.
These products range in price from $3.99 to $249.00 for a single license. These products are easy to install and use, making
them good products to attractars to our website.

Maintenance and Support

We offer maintenance and support contracts for all of our products which includes content, upgrades and technical
support. Standard technical supperimited to the reporting and correction of product defeand installation and
configuration assistance. CuteFTP, EFT Server, and Secure Server support is available 8:00 AM to 6:00 PM US Central
Time, MondayFriday, excluding major US holidays. WAFS and CDP support is available 8:00 AM to 5:30 US Eastern
Time, MondayFriday, excluding major US holidays.

Strategy

Our goal is to build upon our successful market position in FTP, WAFS and CDP, to provide business users with
secure and efficient solutions for their growing file access, file transfer, and diitatiep and protection needs. For
example, in 2007, we introduced upgrades to EFT 5.0, CuteFTP 8.0, the Secure Ad Hoc Transfer module, éP@lthe HS
module ensuring compliance with DSS. We continue to enhance and develop high quality, affordede 8wdt enables
organizations and individuals to easily create, move and manage Web dabébkdata in a secure, collaborative
environment. We have successfully established a brand in the market for internet software productivity tools with our file
management products, CuteFTP and CuteFTP Pro. We believe that our continued growth will come not only through the
further development of our SecureFTP Server and Enhanced File Transfer products and the growing demand for file security
when transferringnformation across the internet, but also through the aggressive sales and marketing of our WAFS and CDP
products, which we believe represent two high growth markets. Based upon estimates bylGartaed other consulting
groups in our markets, we @le that the WAN optimization/WAFS market is currently $300 million annually and growing
at 20%- 30% per year, and the CDP market is of similar size but in the early stages of adoption and growing rapidly. In
addition, we believe that the WAFS and CDBducts are highly complementary to our traditional Secure File Transfer
products facilitating cross sales and new customer penetration.

GlobalSCAPE believes that our products represent a low cost solution for businesses for their access, secure file
trarsfer, and data replication and protection requirements because we do not require the purchase of a whole suite of
products. Our Secure FTP Server, Enhanced File Transfer, WAFS and CDP products offer modules to form the
comprehensive solutions needed byibeisses to solve their particular needs. Maintenance and support agreements are
purchased with most of our highend server products by businesses. We will also continue to market our content
management solutions that help stenhnical professionals magmya&@ t hei r or gani zati onds Web si
information technology professionals.

Key elements of our strategy are:

Continue to enhance and develop our productSorporate and individual users are increasingly concerned with
security and dateeplication and protection. We have added the EFT enterprise solution to our product line for businesses to
meet the needs of security issues when transferring files in and out of their servers across the internet and we aiiquired Ava
in 2006 in orderd offer customers a data replication and protection solufitenbelieve that the future success of our
business will be dependent upon our ability to improve our current products and to introduce new products, through research
and development, innovatioby our employees, strategic partnerships, and acquisitfdesntend to accelerate the
development and improvement of our current products throughout 2008 to meet the demand for file transfer security and data
replication and protection through Enhanéélé Transfer Server, WAFS and CDP and to consumers and smaller businesses
through our other well known FTP products, CuteFTP Home and CuteFTP Professional and Secure FTP Server.

Pursue strategic product and acquisition opportunitieg/e will continue tdook for opportunities to develop,
acquire or add synergistic products or technologies that enhance the success of these products. In 2005, we added modules
and further developed our Secure FTP Server and EFT produ&gptiembeR006, we acquired AwWhwhich allowed us to
add our WAFS and CDP products. We continue to seek potential acquisitions and strategic patnerships.

Continue to develop a more robust reseller channBluring 2007, we continued our emphasis on the development
of third party resker channels by hiring sales people with reseller sales backgrounds and developing relationships with new
resellers. Il n parti cteldadre,d owe eadsisttmedessgntomsalthaetsa c h fAval ue
We believe sales will be significantly emtteed if we are able to recruit numerous resellers who have existing relationships
with prospective customers.



Increase our maintenance and support busineddaintenance and support contracts are an important part of our
product offering for our Enhancédle Transfer Server, WAFS and CDP. Our maintenance and support revenues increased
by 171% from 2005 to 2006, and 112% from 2006 to 2007.

Develop internal sales staffDuring 2007, we continued the development of our internal direct sales force to bette
sell more complex products, such as Enhanced File Transfer, Secure FTP Server, WAFS and CDP. We intend to continue to
develop our sales staff through additional employees, further training and certification.

Continue to develop online marketing capaltiéis We believe we have significant expertise in driving online sales
via online marketing activities, including product placement on third party sites such as search engines and refanal sites,
electronic mail campaigns. This type of sales actisgifyarticularly well suited to certain lower priced products because of
the lower cost of sale. We intend to continue to leverage our established Web presence to drive online sales as well as
supporting direct and reseller sales efforts.

Sales and Markging

Since 2003, we have increased our emphasis on developing our internal sales staff and reseller channels to capture
those sales that require personal attention, such as sales of our more complex products Enhanced File Transfer Server, WAFS
and CDP, das to larger enterprises and sales of maintenance and support contracts. We require training, testing and
professional development of our sales people to insure that they are capable of meeting the needs of our customers.

We also sell our FTP Client Pnagms, Secure FTP Server and our internet prodigtsownload from our Web
site,www.globalscape.com Prospective buyers may use our software products free during an evaluation period of up to
thirty days. The programs are automatically disabled denbe is not purchased by the end of the trial period. Our current
products typically range in price from $39.99 to $2,400 per license. Prior to 2006, the majority of our software sales had
been made online using a credit card. While we continue tpreellicts over the internet, this has become a less important
sales channel as we have grown our internal sales organization and reseller network. Our software is also available for
download from a variety of independent internet software sites such@es GNs Downl oad. com, as well

Europe, Canada, Australia, and Asi a. We distribute a |1

United States and through numerous international resellers. We provide free cusstppmet via a searchable knowledge

base on our Web site and sell Alived support and mainten
Customers

We had one customer, the Army Contracting Agency ITEC4, whose purchase of $2.8 million dollars accounted for
14.5% of our sales in 200The order was comprised of Secure FTP Server with SSH Add On module, CuteFTP Pro, and the
associated maintenance and support covering first year installations. While the purchase of the product would not be
recurrent in the same volume, first year maiatee and support will increase until all software installations have been
completed and thereafter in the form of renewals.

Seasonality

Our products are marketed to individuals as well as large organizai®as.esult of this mix within our customer
base, we did not experience seasonality in our sales during 2007, nor do we expect seasonality to have a significant impact on
sales in 2008.

Network and Equipment

We have contracted with various network providers for internet access. Our arrangemadésfpr redundancy
in the event of a failure, and also for rapid expansion of available bandwidth in the event that there is a dramatinincrease
demand. To protect critical customer dat a, yptloobWaha®eCAPEDSHS
dedicated servers on and off site and expansion plans in place to allow rapid and cost effective scalability.

Research and Development
Our internal software engineers are responsible for software design, managing the developmentgstoweasd

guality assurance. We utilize offshore developers for a large portion of the coding phase of software development. All
phases of development, including scope approval, functional and implementation design, object modeling and programming,



are subject to internal quality assurance testing. Our use of external developers allows us to tap into a highly skilled labor
pool, maintain a 24hour development schedule, decrease time to market, and minimize programming costs.

For the years 2005, 20@&d 2007, GlobalSCAPE spent approximately $869,155, $1,230,400 and $1,919,253,
respectively, on research and development, all of which were expensed. We expect to increase our research and development
spending in 2008 as we focus on improving our cumpendiucts and introducing new products.

Competition

The file management, content management and Web development software market sectors are intensely
competitive, subject to rapid change and are significantly affected by new product introductions aadtietties of market
participants. Our primary competitors vary by product and are listed below.

CuteFTP. CuteFTP exists in a highly competitive environment with several hundred FTP software utilities
available on the internet. We believe our primamynpetitors are WS_FTP from Ipswitdhc. and FTP Voyager by Rhino
Software Inc. CuteFTP was the second Windetsed FTP client to market and is consistently the most frequently
downloaded FTP client on popular download sites. CuteFTP Mac, our i€fiPfol the Macintosh platform, competes with
Fetch, by Fetch Softworks, Interachry, Btairways Software Pty Ltd., and Transmit FTP, by Panic Inc.

CuteFTP Pra CuteFTP Professional competes in the higher end of the same market as CuteFTP, taegeting th
securityminded IT professional. CuteFTP Professional is positioned as one of the only secure FTP client programs that
support a wide range of security standards related to the FTP protocol. Competitors in the general FTP market offer products
that support a smaller subset of these security standards and address a narrower segment of the secure FTP market.
Competitors include Van Dykénc., Ipswitch Inc., and Rhino Softwarénc.

Secure FTP Server Secure FTP Server competes against a limited nuofilsecure Windowdased FTP servers.
We believe our primary competitors are WS_FTP Server and -$en&ecure FTP Server has the advantage of leveraging
the success of CuteFTP Pro through product integration, offering proprietary extensions to phet&da?, and cross
marketing efforts to an existing customer base.

Enhanced File Transfer ServerEnhanced File Transfer Server competes in the managed file transfer server
market. We believe our primary competitors are Tumbleweed, Sterling, Pregined, SSHé6és Tecti a. Enha
Server has the advantage of being very cost effective in its market while leveraging and extending the security and file
management features of our other FTP products.

WAFS. WAFS competes in the Wide Area Filessgm/Storage markeiVe believe our primary competitors are
Riverbed, Packeteer and Cisco, who are delivering proprietary based appllfebslieve that WAFS has the advantage
of being a software only solution which leverages corporate infrastruatdreninimizes the total cost of ownership.

CDP. Continuous Data Protection competes in the highly competitive CDP market. We believe our primary
competitors are CA XOsoft, Doubletake and Symantec/Veritas. We believe that CDP has the advantagarehtiaiesyl
continuously capturing data from local and remote servers, eliminating the backup window and restoring data rapidly.

CuteHTML. CuteHTML exists in a highly competitive environment with approximately one hundretaest
HTML editors. CuteHML 6 s competi tion incl,ind€st éldmBIISOs eadvamt@Ageai s
add extraneous code to Web pages, an attribute preferred by many professional Web masters.

CuteHTML Pro. Cut eHTML Pro faces hea¥Ygl WoGpeddittiomms fgwarh v
by Microsoft, Dreamweaver, by Macromedia Inc, and competition from other direct editohsas Homesite, also by
Macr omedia | nc. CuteHTML Probdés advantage i s ubaleditorsanppeal

favor of the extra features and added control provided by direct editors such as CuteHTML Pro.

CuteMAP. CuteMAP competes against approximately 65 iraigg@ping utilities, which exist in a niche market.
Primary competitors include Coffee@lmage Mapper, Ulead Smart Saver and MapEdit. CuteMAP has the advantage of
being able to leverage the success of CuteHTML through product integration antharketing efforts to an existing
customer base.

CuteZIP. CuteZIP exists in the highly comjitate file compression utility market, competing against several
hundred file compression utilities. I'ts main competitor

6



main advantage is that it is one of the only compression utitiffesing 128bit encryption to secure compressed files. In
addition, userscancreateselix t r acti ng encrypted archives that recipient
installed.

We have |l imited infor mat isharesinthegraespedtive gategoties. Manyofdourc t s 6 r
competitors have substantially greater financial, technical, sales, marketing, personnel, and other resources, asteell as gre
name recognition and a larger customer base than we do. Significantitiompgéaracterizes the markets for our products
and we anticipate that we will face increasing pricing pressures from competitors in the future. Moreover, given that there
are low barriers to entry into the software market, and the market is rapidNyngvand subject to rapid technological
change, we believe that competition will persist and intensify in the future. We have experienced price declines on some
products over the last several years. A reduction in the price of our products wouldehegéfiact gross margins as a
percentage of net revenues, and would require us to increase software unit sales, in order to maintain net revemggs at existi
levels. For more discussion on the risks associated with our competition, you should read theniaft i on under AR
Factorsd- Ri sks Rel ated to Operations. 0

Governmental Regulation

All of our products are subject to U.S. export control laws and applicable foreign government import, export and/or
use requirements. Minimal U.S. export restrictionglapo all products, whether or not they perform encryption functions.

The Export Administration Regulations of the U.S. Department of Commerce regulate the export of most
commercial products with encryption features. Under regulations issued by thénbegaf Commerce idanuary2000,
encryption products of any key length may be exported, after-iraedechnical review, to negovernmental endsers
around the world, except for embargoed countries and specific prohibitagersd Encryption prodtecmay be exported to
governmental endsers under special Encryption Licensing Arrangements or individual export licenses that may be issued at
the discretion of the Department of CommerceOttober2000, the Department of Commerce further revised KpoE
Administration Regulations to relax some reporting requirements and to remove the export licensing requirement for
shipments to governmentalends er s i n 23 countries, including most of th
June2002, the Degartment of Commerce amended the encryption regulations again to conform them to the control lists
implemented by other countries that are also members of the Wassenaar Arrangement. We believe that we have completed
the necessary technical reviews of thedurcts and services we currently export, but new products that we acquire or develop
may require technical review before we can export them. For the export of some of our products, we are subject to various
postshipment reporting requirements.

The changs to the export regulations allow our products to be exported more quickly and with more strength and,
therefore, be more competitive with products from foreign producers. However, the export regulations may be modified at
any time. In light of the ongoindiscussions regarding astérrorism legislation in the U.S. Congress, there may be an
increased risk that export regulations may be modified in the future. Modifications to the export regulations could reduce or
eliminate our ability to export some ot af our products from the U.S. without a license in the future, which could put us at
a disadvantage in competing for international sales compared to companies located outside of the U.S. that would not be
subject to these restrictions.

Intellectual Property

We regard some of the features of our internal operations, software, and documentation as proprietary and rely on
copyright, patent, trademark and trade secret laws, confidentiality procedures, contractual arrangements, and other measures
to protectour proprietary information. Our intellectual property is an important and valuable asset that enables us to gain
recognition for our products, services, and technology and enhance our competitive position.

As part of our confidentiality procedures, wengeally enter into nowisclosure agreements with our employees,
distributors, and corporate partners, and we enter into license agreements with respect to our software, documentation, and
other proprietary information. These license agreements are dgmenatransferable and have a perpetual term. We also
educate our employees on trade secret protection and employ measures to protect our facilities, equipment, and networks.

Our trademarks, copyrights and technology are central to our business. ‘A& puotintellectual property rights
through a combination of licenses, trademarks, service marks, copyrights, trade secret laws and restrictions on disclosure.

We have U. S. federal trademark registrations for GlobalSCAPE, CuteFTP, CuteFTrteMy, PureCMS,
CuteHTML, CuteZIP, CuteMAP, CuteSITE Builder and design, SnapEdit and pending U. S. federal trademark applications
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for Availl and Enhanced File Transfer Services. We have obtained tmengyJnited States copyright registrations for all
but the nost recent versions of our software applications, and have applied for registration for the most recent versions.

We seek to protect our software, documentation and other written materials under trade secret and copyright laws,
which afford only limited potection. Despite our efforts to protect our proprietary rights, unauthorized parties may attempt
to copy aspects of our products or to obtain and use information that we regard as proprietary. Policing unauthorized use of
our products is difficult, and/hile we are unable to determine the extent to which piracy of our software products exists,
software piracy can be expected to be a persistent problem. In selling our products, we rely primarilyaaglidenses
that are not signed by licenseesdanay be unenforceable under the laws of certain jurisdictions. In addition, the laws of
some foreign countries do not protect our proprietary rights to as great an extent as do the laws of the United States. In
addition, the number of patents applied &nd granted for software inventions is increasing. Consequently, there is a
growing risk of third parties asserting patent claims against us. We have received, and may receive in the future,
communications from third parties asserting that our produfttege, or may infringe, the proprietary rights of third parties,
seeking indemnification against such infringement or indicating that we may be required to obtain a license or royalty from
such third parties.For more discussion on the risks asso@i@tedur intellectual property, you should read the information
under ARi sk Factors, o0 especially fARisks Related to Legal

Employees

As of March1, 2008, we had 66 futime and partime employees organized within eight functional areae Th
employee distribution according to function is as follows:

Number of
Department Employees

Management and AdMINISration...........ccoovvriviiiiiir e eeee e

Research and DevelopmEeNL...........coooiiiiiiiieeriie e 1
QUAILY ASSUIANCE......eeiiieiiiiieiiee e reeee sttt s b e e rmeee st e e e e s s nabreeeaeeeans

MAIKELING. ... .eeeeeeiie et e s

INfOrMAtiON SEIVICES......coi oo eee e e e e eeeee s

WOk~ oo oo

Sl ..ottt ————————————— 17
(OFN1S] (0] 41T g ST U1 o] o0 o WP 12
TOTAL e a e e 66

None of our employees are covered by collective bargaining agreements and we believe our employee relations are
good.

Available Information

We file annual, quarterly and current reports, gretatements and other information with the Securities and
Exchange Commi ssi on. You may read and copy any document
100 F Street, NERoom1580, Washington, D.C. 20549. Please call the SECBADISEG0330 for information on the
public reference room. The SEC maintains an internet web site that contains annual, quarterly and current reports, proxy
statements and other information that issuers (including GlobalSCAPE) file electronically with the BEC. SEC086s web
is www.sec.gov.Our Annual Report &orm10-K, Quarterly Reports oRorm10-Q, Current Reports oRorm8-K and other
reports and amendments filed with the Securities and Exchange Commission are available free of charge on our web site a
www.globalscape.com in the Investor Relations section as soon as practicable after such reports are filed. Information on ou
website is not incorporated by reference into Fusm10-K and should not be considered part of this report or any other
fili ng that we make with the SEC.

Iltem 1A. Risk Factors

We have described below risks that we are aware of that could have a material adverse effect on your stock
ownership and our business.



Risks Related to Operations

If we are unable to develop new amshhanced products and services that achieve widespread market acceptance, or if we
are unable to continually improve the performance, features, and reliability of our existing products and services, our
business and operating results could be adverselgetid.

Our future success depends on our ability to respond to the rapidly changing needs of our customers by developing
or introducing new products, product upgrades, and services on a timely basis. We have in the past incurred, and we believe
that we will continue to incur, research and development expenses as we strive to remain competitive. New product
development and introduction involves a significant commitment of time and resources and is subject to a number of risks
and challenges including:

Managing the length of the development cycle for new products and product enhancements, which has frequently been
longer than we originally expected.

Adapting to emerging and evolving industry standards and to technological developments by our compktitors a
customers.

Extending the operation of our products and services to new platforms and operating systems.
Entering into new or unproven markets with which we have limited experience.

Managing new product and service strategies, including integratmgaaous security and file replication technologies,
management solutions, customer service, and support into unified enterprise security and file replication solutions.

Incorporating acquired products and technologies.
Developing or expanding efficiestiles channels.

Obtaining sufficient licenses to technology and technical access from operating system software vendors on reasonable
terms to enable the development and deployment of interoperable products, including source code licenses for certain
products with deep technical integration into operating systems.

If we are not successful in managing these risks and challenges, or if our new products, product upgrades, and
services are not technologically competitive or do not achieve market acceptarum®)ld have expended substantial
resources and capital without realizing sufficient revenues in return, and our business and operating results could be
adversely affected.

Fluctuations in demand for our products and services are driven by many factotsaadecrease in demand for our
products could adversely affect our financial results.

We are subject to fluctuations in demand for our products and services due to a variety of factors, including
competition, product obsolescence, technological changlgeh constraints of our actual and potential customers, level of
broadband usage, awareness of security threats to IT systems, and other factors. While such factors may, in some periods,
increase product sales, fluctuations in demand can also negatiypalgt our product sales. If demand for our products
declines, our revenues and gross margin could be adversely affected.

If we fail to manage our sales and distribution channels effectively or if our partners choose not to market and sell our
products b their customers, our operating results could be adversely affected

We sell our products to customers primarily through our direct sales force and through resellers. Sales through these
different channels involve distinct risks, including the following:

Direct Sales.A significant portion of our revenues is derived from sales by our direct sales forceusezad
Special risks associated with this sales channel include:

Longer sales cycles associated with direct sales efforts.



Difficulty in hiring, retaining, and motivating our direct sales force.

Substantial amounts of training for sales representatives to become productive, including regular updates to cover new
and revised products.

Indirect Sales ChannelsA significant portion of our revengds derived from sales through indirect channels,
including distributors that sell our products to arsgrs and other resellers. This channel involves a number of risks,
including:

Our lack of control over the timing of delivery of our products to-esets.

Our resellers and distributors are not subject to minimum sales requirements or any obligation to market our products to
their customers.

Our reseller and distributor agreements are generally nonexclusive and may be terminated at any timauwgtout ¢

Our resellers and distributors frequently market and distribute competing products and may, from time to time, place
greater emphasis on the sale of these products due to pricing, promotions, and other terms offered by our competitors

Our productsare complex and operate in a wide variety of computer configurations, which could result in errors or
product failures.

Because we offer very complex products, undetected errors, failures, or bugs may occur, especially when products
are first introduced owhen new versions are released. Our products are often installed and usedsocdErgemputing
environments with different operating systems, system management software, and equipment and networking configurations,
which may cause errors or failun@sour products or may expose undetected errors, failures, or bugs in our products. Our
customersd computing environments ar e o f-dtaadard cohfiguratoos er i z e
that make preelease testing for programming compatibility errors very difficult and timeonsuming. In addition, despite
testing by us and others, errors, failures, or bugs may not be found in new products or releases until after commencement of
commercial shipments. In the past, we have disx)/software errors, failures, and bugs in certain of our product offerings
after their introduction and have experienced delayed or lost revenues during the period required to correct these errors.

Errors, failures, or bugs in products released by uklagsult in negative publicity, product returns, loss of or delay
in market acceptance of our products, loss of competitive position, or claims by customers or others. Many afsaur end
customers use our products in applications that are crititaétobusinesses and may have a greater sensitivity to defects in
our products than to defects in other, less critical, software products. In addition, if an actual or perceived breach of
information integrity or availability occurs in one of ouremgerc u st omer 6 s sy st ems, regardl ess
attributable to our products, the market perception of the effectiveness of our products could be harmed. Alleviating any of
these problems could require significant expenditures of our capitaitbedresources and could cause interruptions, delays,
or cessation of our product licensing, which could cause us to lose existing or potential customers and could adversely affec
our operating results.

We have grown, and may continue to grow, througtgaisitions that give rise to risks and challenges that could adversely
affect our future financial results.

We have in the past acquired, and we expect to acquire in the future, other businesses, business units and
technologies. Acquisitions involve amber of special risks and challenges, including:

e Complexity, time, and costs associated with the integration of acquired business operations, workforce,
products, and technologies into our existing business, sales force, employee base, product lines, and
technology.

e Diversion of management time aattention from our existing business and other business opportunities.

e Loss or termination of employees, including costs associated with the termination or replacement of those
employees.

e Assumption of debt or other liabilities of the acquired bussnencluding litigation related to alleged
liabilities of the acquired business.
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e The incurrence of additional acquisitioglated debt as well as increased expenses and working capital
requirements.

o Dilution of stock ownership of existing stockhotdeor earnings per share.
e Increased costs and efforts in connection with complianceSeithion404 of the Sarbaneédxley Act.

e Substantial accounting charges for restructuring and related expensesgffofta-process research and
developmentimpairment of goodwill, amortization of intangible assets, and stasled compensation
expense.

If integration of our acquired businesses is not successful, we may not realize the potential benefits of an acquisition
or undergo other adverse effects thatcurrently do not foresee. To integrate acquired businesses, we must implement our
technology systems in the acquired operations and integrate and manage the personnel of the acquired operations. We also
must effectively integrate the different cultsrof acquired business organizations into our own in a way that aligns various
interests, and may need to enter new markets in which we have no or limited experience and where competitions in such
markets have stronger market positions.

Any of the foreging, and other factors, could harm our ability to achieve anticipated levels of profitability from
acquired businesses or to realize other anticipated benefits of acquisitions. In addition, because acquisitions of high
technology companies are inherenibky, no assurance can be given that our previous or future acquisitions will be
successful and will not adversely affect our business, operating results, or financial condition.

We wutilize Aopen sourceo software in some of our product

The open sourceoftware community develops software technology for free use by anyone. We have relied on open
source technology for the encryption features in our CuteFTP Pro and Secure FTP Server products. Our reliance on open
source code software may impose limitai@m our ability to commercialize our solution and may subject us to possible
intellectual property litigation.

We incorporate a limited amount of open source code software into our products, and we may use more open source
code software in the future. ®p source code may impose limitations on our ability to commercialize our products because,
among other reasons, open source license terms may be ambiguous and may result in unanticipated obligations regarding our
solution, and open source software car®protected under trade secret law. In addition, it may be difficult for us to
accurately determine the developers of the open source code and whether the acquired software infripgetyg third
intellectual property rights. As a result, we could be suthifesuits by parties claiming ownership of what we believe to be
open source software. Claims of infringement or misappropriation against us could be costly for us to defend and could
require us to seek to obtain licenses from third parties in ordentmae offering our solution, to +engineer our solution or
to discontinue the sale of our solution in the evergmgineering could not be accomplished on a timely basis. If this occurs,
our business and operating results could be harmed.

In addition,from time to time there have been claims challenging the ownership of open source software against
companies that incorporate open source software into their products. We use a limited amount of open source software in our
solution and may use more operugce software in the future. As a result, we could be subject to suits by parties claiming
ownership of what we believe to be open source software. Any of this litigation could be costly for us to defend, hurt our
results of operations and financial cai@h or require us to devote additional research and development resources to change
our solution.

If we lose key personnel we may not be able to execute our business plan.
Our future success depends on the continued services of key members of ounmeahsegm. These individuals
are difficult to replace because of the intense competition for similarly skilled people. In addition, new members of the

management team may not be productive for weeks or months as they learn about our products anddtiatashmitihin
GlobalSCAPE.
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We may not be able to compete effectively with larger, beaitesitioned companies, resulting in lower margins and loss of
market share.

We operate in intensely competitive markets that experience rapid technological devegminanges in industry
standards, changes in customer requirements, and frequent new product introductions and improvements. If we are unable to
anticipate or react to these competitive challenges or if existing or new competitors gain marketsshaoé aur markets,
our competitive position could weaken and we could experience a drop in revenues that could adversely affect our business
and operating results. To compete successfully, we must maintain a successful research and developmeietvetfot to
new products and services and enhance existing products and services, effectively adapt to changes in the technology or
product rights held by our competitors, appropriately respond to competitive strategy, and effectively adapt to technological
changes and changes in the ways that our information is accessed, used, and stored within our enterprise and consumer
markets. If we are unsuccessful in responding to our competitors or to changing technological and customer demands, we
could experience aggative effect on our competitive position and our financial results.

We compete with a variety of companies who have significantly greater revenues and financial resources than
GlobalSCAPE as well as greater personnel and technical resources. For eartghd P and CuteFTP Pro compete with
products offered by Ipswitctinc. and Microsoft Corporation, EFT competes with products from Sterling Commerce and
several other vendors, and WAFS competes with Riverbed Technology which recently completed pobhifitiaffering.

Large companies may be able to develop new technologies more quickly than we can, to offer a broader array of products,
and to respond more quickly to new opportunities, industry standards or customer requirements. For example, Sterling
Commerce receives approximately $50 million in maintenance contract revenue annually, providing them with significant
resources for product development and marketing. Some competitors may also be able to adopt more aggressive pricing
strategies. For exarg Ipswitch gives an older version of its file transfer protocol program away for free for non

commercial use, and Microsoft includes file transfer protocol functionality in its internet browser, which it distributes for
free. Increased competition mayuodt in lower operating margins and loss of market share. Additional competitors may enter
the market and may have significantly greater capabilities and resources than we do.

It may be difficult for us to recruit software developers and other technigadl ananagement personnel because we are a
relatively small company.

We compete intensely with other internet software development and distribution companies internationally to recruit
and hire from a limited pool of qualified personnel. Some qualifiedidates prefer to work for larger, better known
companies.. In order to attract and retain personnel in a competitive marketplace, we believe that we must provide a
competitive compensation package, including cash and elgastyd compensation. The volayilin our stock price may
from time to time adversely affect our ability to recruit or retain employees. In addition, we may be unable to obtaih requir
stockholder approvals of future increases in the number of shares available for issuance undiy cormgapnsation plans,
and recent changes in accountinfgsrequire us to treat the issuance of employee stock options and other forms of equity
based compensation as compensation expense. As a result, we may decide to issue felwasediitgentiveand may be
impaired in our efforts to attract and retain necessary personnel. If we are unable to hire and retain qualified employees, o
conversely, if we fail to manage employee performance or reduce staffing levels when required by market conditions,
business and operating results could be adversely affected.

Key personnel have left our company in the past and there likely will be additional departures of key personnel from
time to time in the future. The loss of any key employee could resugrifisant disruptions to our operations, including
adversely affecting the timeliness of product releases, the successful implementation and completion of company initiatives,
the effectiveness of our disclosure controls and procedures and our internal aeer financial reporting, and the results of
our operations. In addition, hiring, training, and successfully integrating replacement sales and other personnelroeuld be ti
consuming, may cause additional disruptions to our operations, and mayubeasstul, which could negatively impact
future revenues.

Our ability to develop our software will be seriously impaired if we are not able to use our foreign subcontractors.

We rely on foreign subcontractors to help us develop our software. If thegaproers decided to stop working
for us, or if we were unable to continue using them because of political or economic instability, we would have difficulty
finding comparably skilled developers. In addition, we would likely have to pay considerably mtre $ame work,
especially if we used U.S. personnel. If we could not replace the programmers, it would take us significantly longer to
develop our products.
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We may incur losses as we attempt to expand our business.

We intend to expand our business #mefefore expect to expend significant additional resources on developing our
sales force, developing a more robust reseller program, research and development, marketing and product development. As a
result, we may need to expend significant resourcesdmnaplish these goals. If we fail to successfully develop and market
new products or improve our direct and channel sales results, we may not be able to achieve the necessary revenue growth
and may not be profitable.

Our operations are vulnerable to sedty breaches that could harm the quality of our products and services or disrupt our
ability to deliver our products and services.

Third parties may breach our system security and damage our products and services or misappropriate confidential
customer iformation. This might cause us to lose customers, or even cause customers to make claims on us for damages to
them. In addition, we may be required to expend significant resources to protect against security breaches and/or to address
problems caused by slu breaches.

Increased customer demands on our technical support services may adversely affect our relationships with our customers
and our financial results.

We offer technical support services with many of our products. We may be unable to respkiyceqoiegh to
accommodate shoetérm increases in customer demand for support services. We also may be unable to modify the format of
our support services to compete with changes in support services provided by competitors or successfully integrate support
for our customers. Further customer demand for these services, without corresponding revenues, could increase costs and
adversely affect our operating results.

Our products may expose customers to invasion of privacy, causing customer dissatisfaction.

Our Secure FTP Server and Enhanced File Transfer are
computer, making the customer vulnerable to security breaches, which could result in the loss of their privacy or property.
Customers suffering invasis of privacy or other harm could result in customer dissatisfaction and possible claims against us
for any resulting damages.

Risks Related to Stock Ownership
Our stock price is/may be volatile.

The trading price of our common stock has been and caultinue to be subject to wide fluctuations in response to
certain factors, including:

Quarterto-quarter variations in results of operations;

Our announcements of new products;

Our competitorsd announcements of new product s;
Our product development oelease schedule;

General conditions in the software industry; and

Investor perceptions and expectations regarding our products, plans and strategic position and those of our competitors
and customers.

In addition, the public stock markets experiencgeame price and trading volume volatility, particularly in high
technology sectors of the market. This volatility has significantly affected the market prices of securities of manyggechnolo
companies for reasons often unrelated to the operating perfoensé the specific companies. The broad market fluctuations
may adversely affect the market price of our common stock.
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Accounting charges may cause fluctuations in our quarterly financial results.
Our financial results may be affected by raash and dier accounting charges, including:
Amortization of intangible assets, including acquired product rights
Impairment of goodwill
Stockbased compensation expense
Restructuring charges
Impairment of longlived assets
For example, in connection with oacquisition of Availl in 2006, we have recorded approximately $5.2 million of
acquired product rights and other intangible assets andv@iligh of goodwill. We have recorded and will continue to
record future amortization charges with respect to dqgodf these intangible assets. In addition, we will evaluate our long
lived assets, including property and equipment, goodwill, acquired product rights, and other intangible assets, whenever
events or circumstances occur which indicate that these adgatdmimpaired.

We do not pay dividends on our common stock.

We have not paid a dividend on our common stock and have no plan to do so in the near future. In addition, the
terms of our revolving credit facility prohibit the payment of dividends.

Anti-takeover provisions in our charter and Delaware law could inhibit others from acquiring us.

Some of the provisions of our certificate of incorporation and bylaws and in Delaware law could, together or
separately:

discourage potential acquisition proplssa
delay or prevent a change in control; and
limit the price that investors may be willing to pay in the future for shares of our common stock.

In particular, our certificate of incorporation and bylaws prohibit stockholders from voting by writteentans
calling meetings of the stockholders. We are also subj&x#¢tion203 of the Delaware General Corporation Law, which
generally prohibits a Delaware corporation from engaging in any of a broad range of business combinations with any
interested stckholder, as defined in the statute, for a period of three years following the date on which the stockholder
became an interested stockholder.

Our directors and executive officers continue to have substantial control over us

Our directors and executiwdficers, together with their affiliates and related persdreneficially own, in the
aggregate, approximately 46% of our outstanding common stadécatmbeB1, 2007. As a result, these stockholders,
acting together, would have the ability to contrddlISCAPE and direct its policies including the outcome of matters
submitted to our stockholders for approval, sucthaslection of directors and any merger, consolidation or sale of all or
substantially all of our assets. In addition, our certificdt@corporation and bylaws provide for our Board of Directors to be
divided into three classes of directors serving staggeredyBaraerms.As a result, approximately o+third of our Board
of Directors will be elected each year.

St oc k hol dskipof dur stnek mayrbe significantly diluted, affecting the value of the stock.
There were options for,960,328shares outstanding under our employee stock option pldiarat 1, 2008, of
which 971,493were vested as dflarch1, 2008. We have filed eegistration statement under the Securities Act, covering

stock issued upon the exercise of options by-aifiliates, and we may file a registration statement covering options held by
affiliates as well. If we do not file a registration statement cogeaffiliates, affiliates who exercise their options may choose
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to sell the stock under an exemption from registration, suuksl44 under the Securities Act. The exercise of these
options and sale of the resulting stock could depress the value abokir s

Risks Relatal to Legal Uncertainty

We are vulnerable to claims that our products infringe thigghrty intellectual property rights particularly because our
products are partially developed by independent parties.

We may be exposed to future littgan based on claims that our products infringe the intellectual property rights of
others. This risk is exacerbated by the fact that some of the code in our products is developed by independent parties or
licensed from third parties over whom we have tEs#rol than we exercise over internal developers. In addition, we expect
that infringement claims against software developers will become more prevalent as the number of products and developers
grows and the functionality of software programs in the etaricreasingly overlaps. Claims of infringement could require
us to reengineer our products or seek to obtain licenses from third parties in order to continue offering its products. In
addition, an adverse legal decision affecting our intellectual propmrthe use of significant resources to defend against this
type of claim could place a significant strain on our financial resources and harm our reputation.

We may not be able to protect our intellectual property rights.

Our software code, and traded service marks are some of our most valuable assets. Given the global nature of the
internet and our business, we are vulnerable to the misappropriation of this intellectual property, particularly in foreign
markets, such as China and Eastern Europereaviaws or law enforcement practices are less developed. The global nature of
the internet makes it difficult to control the ultimate destination or security of our software making it more likely that
unauthorized third parties will copy certain portiadur proprietary information or reverse engineer the proprietary
information used in its programs. If our proprietary rights were infringed by aphity, and we did not have adequate legal
recourse, our ability to earn profits, which are highly aelesit on those rights, would be severely diminished.

Other companies may own, obtain or claim trademarks that could prevent limit or interfere with our use of our
trademarks.

Our various trademarks are important to our business. If we were to lose thieauy of our trademarks, our
business would be harmed and we would have to devote substantial resources towards developing an independent brand
identity. Defending or enforcing our trademark rights at a local and international level could resutbipehditure of
significant financial and managerial resources.

Item 1B. Unresolved Staff Comments

None.
Item 2. Properties

Our corporate office is located in a technical park in northwest San Antonio called University Park Tech Center Il
Our leasdor the 14,700 square foot facility expiresSeptembeR008. Our annual rent is approximately $191,000. By
June2008, the corporate office will relocate to a new 21,495 square foot facility also located in northwest San Antonio. The
annual rent on thdeven year lease for this facility will average $584,08@ill is located in an office park in Andover,
Massachusetts called Brickstone Square. Our lease for the 3920 square foot facility epiteber?009. Our annual
rent is approximately $90,80 We believe these facilities will be suitable for our current business needs and that suitable
additional space will be available on acceptable terms when needed.
Item 3. Legal Proceedings

We are not currently involved in any material pending legatgedings, but may become subject to legal
proceedings in the ordinary course of our business. Such claims may result in the expenditure of significant financial and
managerial resources.

Item 4. Submission of Matters to a Vote of Security Holders

None.
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Item 4A. Executive Officers of the Company

Kelly E. Simmons. Mr.Si mmons serves as Gl obal SCAPE®Gs interim Pr
Corporate Secretarile is a Texas CPA and has over 27 years experience in financial managemdirtgrastgounting,
SEC reporting, mergers and acquisitions, information systems, and investor relatioms1988 to 200Qyir. Simmons held
various positions, including CFO, with two affiliated public companies, US Long Distance and Billing Conceptgnehich
from revenues of $2 million in 1988 to over $500 million in 1999 with over 1,200 emploBeésre joining GlobalSCAPE,
he was CFO of Sino Swearingen Aircraft Corporation, a manufacturer of light business jets from 2005 to 2007.
Mr. Simmons holds 8.S. degree in Finance from Louisiana State University.

Jeffrey Gehring Mr.Gehr i ng serves as Global SCAPEG6s Vice Presi de
sinceNovember2004 in that capacit(Mr.Ge hr i ng i s r esponsi blsaesfcarporate dales anddhemp any 6
reseller programMr. Gehring was employed by Nextel Partners as Director of Sales in 2004, where he coordinated sales
across the country. From 2003 to 2004, Gehring was Sales Manager for GlobalSCAPE, performing thescheie
presently holds. From 2002 to 2008;. Gehring was a principal in a start up business, ConnectOne Telecom, where he got
the business off the ground from the organizational stage to operations. Prior tM20B2hring was Director of Sales and
Marketing at UDP, aelecommunications billing, order management and customer sepfigeare company. In addition to
his UDP experience, he has more than 20 years of operational and sales management experience in large @&imkthedium
businesses, includindnisys, Bell South and Metrocall. His experience includes strategic planning and implementation for
companies that require rapid growth, as well as establishing processes and policies that fosttassmédes organizations.

Timothy J. Barton Mr.Bar t on serves as Gl obal SCAPEbds Vice Presidel
product definition, development, and testing, and for the GlobalSCAPE IT infrastructure and web site development.
Mr. Barton joined GlobalSCAPE ikarchof 2006 as the Vicer@sident of Product Development and Quality Assurance.
Prior to joining GlobalSCAPE, he served as Chief Architect of Secure Logix Corporation, where he was responsible for
requirements definition and product desilylr. Barton was employed by Secure Lofixm 1998 to 2006 and held positions
of Director of Software Engineering and ETM Development Manager prior to becoming Chief Architect in 2005. Prior to
Secure LogixMr. Barton held positions of Research Analyst and Senior Research Analyst at SouttsgastiRnstitute
where he developed software for the US Military and NABIA.Barton holds a B.S. in Computer Science from Slippery
Rock University.

Gregory Hoffer. Mr. Hoffer serves as Vice President and Chief Technology Officer and has been employed b
GlobalSCAPE sincéay 2000.Mr. Hoffer is responsible for overseeing all software development and Web development at
GlobalSCAPE. Before joining GlobalSCAPHYy. Hoffer held software development positions at the consulting firm of
Marotz Inc. Prior to hat,Mr. Hoffer managed the IT department and was head of the computer science department at Saint
Marybés Hall, a privatevMrHolidelr rec®8awveldAntaomiacheToxds. degr
Trinity University and is pursuinghima st er 6 s degree i n computer science.

K. EarlPosey.Mr.Pos ey ser ves as -Résidebtafllngetidk Rétafioss/BUsinese Operations. In
this capacity he is responsible for mergers and acquisitions, investor relations and human rédoltces.e y 6 s bac kgr c
includes time spent with Black and Decker and Nortel Networks in various positions in human resources and manufacturing.
In addition, he has been a professor at the university level teaching courses in management and labor relat@islymme
prior to joining GlobalSCAPBMr. Posey was managing principal and founder of Gossyppia Partners, a consultancy that
specialized in the development of strategic plans for corporatitm$0sey did his graduate and pgsaduate work at
VanderbiltUniversity.

Douglas Conyers.Mr. Conyers serves as Vice President of Professional Services and has been employed by
GlobalSCAPE sinc#arch2007.Mr. Conyers is responsible for total customer satisfaction as they look to enhance and
customize GlobalSCAPEo | uti ons based on their companyds requirement
as Chief Architect, Director of Systems Engineering and Senior Software Engineer for SecureLogix Corp. Previous to that,
he held software engineering positonith both the Southwest Research Institute and Paradigm Simulations. Conyers has a
B.S. in Computer Science from Trinity University.
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PARTII

tem5. Mar ket for Registrantdéds Common Equity, Rel ated Stockt

Ourcommon stock is listed on the American Stock Exchange under the symbol GSB and began tradintOon
2007. As ofbecembeBl, 2007, there were approximately 2,371 holders of record of our common stock. GlobalSCAPE
stock began trading dfebruaryl5,2002. The table below sets forth the quarterly high and low bid prices for our common
stock for the last two fiscal years.

Common Stock Price

2006 2007
High Low High Low
First Quarter (ending MarcBil)............ccc..coeueee.. $ 32C $ 1.0t $ 335 $ 2.6:
Second Quarter (ending JUB®).................cue.... $ 378 $ 221 $ 40C $ 2.1:
Third Quarter (ending Septemi@0)................... $ 328 $ 25C $ 590 $ 2.8t
Fourth Quarter (ending Decemt&t).................. $ 35C $ 21 $ 771 $ 3.8
ANNUALL ... $ 378 $ 10t $ 771 $ 2.1:

The closing price oMarch14, 2008 was $2.15. All prices listed above prioduty 19, 2007 are ovethe-counter
market quotations which reflect intdealer prices, without retail matkp, markdown, or commission and maytno
necessarily represent actual transactions.

We have never paid a cash dividend, and do not expect to do so in the foreseeable future. The terms of our
revolving credit facility prohibit the payment of dividends.

Iltem 6. Selected Financial Data

The séected financial data presented below for the years eDdedmbe31, 2003, 2004, 2005, 2006 and 2007 are
derived from our audited financial statements.

Statement of Operations Data:

2003 2004 2005 2006 2007
Revenues:
Software poduct revenues.................... 14,826,1
$ 4,734,100 $ 4,713,19. $ 6,096,04' $ 9,395,44! $ 7
Maintenance and support (net of deferr
TEVENUE).....evtieiiieeiirieeeirieee e seieee s 113,01 217,46! 582,57 1,578,23 3,5634,14.
Total revenues..........ceevvvveiniiiecieens 4,847,11 4,930,66! 6,678,61  10,973681  18,360,34
Operating expenses:
Cost of revenues (exclusive of deprecia
and amortization shown separately
DEIOW)...eii i 532,91( 371,24. 279,96 468,51! 250,43
Selling, general and administrative...... 3,613,75! 3,456,59 3,986,04 6,142,29'  10,049,43
Research and development................. 945,39! 727,42 869,15! 1,230,401 1,919,25
Depreciation and amortization............. 390,15- 171,83 98,07: 99,21: 279,57:
Total operating expenses.................. 5,482,21 4,727,009 5,233,23 7,940,422 12,498,69
Income (loss) from operations.................. (635,099 203,56 1,445,37 3,033,25: 5,861,64
Interest expense, nNet.........cccccvvvvvvvereennn. (5,016 (1,657 (620) (128,36 (34,899
Interest iINCOME........ccoovviiiiiei e, o} o} 10,68t 60,63¢ 95,80¢
Gain(loss) on sale of assets.........ccccee.... (1,486 o} 1,24; 61¢ 36&
Other income, Net........coecvvveeeeeiieeeene o) 0 o) 0 2,26¢
Income (loss) before provision for income
BAXES et e ettt (641,60)) 201,91. 1,456,68! 2,966,15! 5,925,19!
Total income tax provision (benefit)........ 1,400 1,48¢ 9,981 1,003,61! 2,282,92:
Net income (I0SS)....cccovvvrieriiieniiireeee e $ (643,00) $ 200,420 $ 1,446,70. $ 1,962,53. $ 3,642,26
Net income (loss) per common shatmsic  $ (0.05) $ 001 % 0.1C $ 012 % 0.21
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Net income (loss) per commohaze-
assuming dilution..............ccoeevvvereennee. $ (0.0 $ 0.01 % 0.0¢ $ 0.1z $ 0.2C
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Balance Sheet Data:

nanci

2003 2004 2005 2006 2007
Cash and cash equivalents...................... $ 342,430 $ 572,95¢ $ 2,029,47: $ 4,632,661 $ 5,214,47
Working capitdl.........ccccvvvveeeeeererieicecinnnnnn $ 19,200 $ 341,74¢ $ 1,741,35 $ 2,749,261 $ 5,073,50
Total @SSetS...ccioiiiiiiiiiie e 16,367,7 20,361,8
$ 91827t $ 971,85 $ 2,901,67 $ 9 % 8
Long term debt including capital lease
obligations, less current portian........... $ d $ o 3 0 $3076®8 $ 0
Cash dividends per common shate......... $ o $ o $ o $ o $ o)
ltem 7. Management 6s Di scussion and Analysis of Fi
The following Management ds Di scussi otnof@perdtions shauldpes i s

read in conjunction with our financial statements for the years dddeembe1, 2005, 2006 and 2007 and related notes

included elsewhere in this document.

Overview

We develop and distribute secure managed file transfer Fdr, Bbftware for individuals and business users to
safely send files over the internet. We have also developedAvateFile System, or WAFS, collaboration and Continuous
Data Protection or CDP, software which further enhance the ability to share ang filekwithin the infrastructure of a

companyo6és wide and |l ocal area

net wor ks, or WA N

privacy of critical information such as financial data, medical records, customer files and other sirnitaetsc In
addition, these products ensure compliance with government regulations relating to the protection of information while
allowing users to reduce IT costs, increase efficiency, track and audit transactions and automate processes. Our WAFS and

CDP products provide data replication, acceleration of file transfer, sharing/collaboration and continuous data backup and

and

L AN

o f

a

recovery to our customers. We believe that we are uniquely positioned to provide secure transfer, sharing, and réplication o
flestat need to be transmitted inside the usero

trading partners.
The following is a brief description of our products:

e File Management Producls Our Fi | e

Management product

s fi

S ar e

portion of our revenues are derived frtéoensing our File Management products. Some of our products
encrypt the transfers for security using technology similar to a Web browser. The products consist of three
product categories; client, server and compression transfer. Our File Managemecit [predocludes
CuteFTP Home, Cute FTP Professional, SecureFTP Server, and Enhanced File Transfer.

e Wide-Area File System (WAFS) Produdls Our WAFS products provide a file sharing and collaboration

solution over multiple sites.
access to the very latest version. Our W&Aproducts help ensure that no one can ever open an old file version

By keepi

ng al

without user conflicts. Changes made to data on any server are mirrored on all other servers.

e Continuous Data Protection (CDP) ProduEtOur CDP products consolidate remote backudife servers.

As files change, the

servers

backup in

real

ti

rewall

best
They primarily consist of products that help users securely move and copy files on the internet. A substantial

1

dat a

me

t o

remote location. The backup server can keep any number of past versions of each file (and deleted files) which
gives the custormémmediate restore, as well as the ability to perform poitime snapshots.

We believe that the future success of our business will be dependent upon our ability to improve our current
products and to introduce new products, through research andpgieegit, innovations by our employees, strategic
partnerships, and acquisitions. We intend to continue enhancing our file transfer products to meet the demands of both
individual and enterprise users, while improving the security features of our currdatplioe, and to expand into growing

markets through the acquisition of compatible companies and products and through strategic partnerships. For example, in

2007, we introduced upgrades to EFT 5.0, CuteFTP 8.0, the Secure Ad Hoc Transfer module;l&RiIGheodule
ensuring compliance with DS 2006, we acquired Availl, a leading provider of Willeea File System (WAFS)
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collaboration and continuous data protection (CDP) products as part of this strategy. This acquisition expanded our
technology bas into data replication, acceleration of file transfer, sharing/collaboration and continuous data backup and
recovery. We believe that these products have give us entry into two large and rapidly growing markets. Based upon
estimates by Gartnglinc., andother consulting groups in our markets, we believe that the WAN optimization/WAFS market

is currently $300 million annually and growing at 20%0% per year, and the CDP market is of similar size but in the early
stages of adoption and growing rapidiy. addition, we believe that the WAFS and CDP products are highly complementary

to our traditional Secure File Transfer products facilitating cross sales and new customer penetration. As described below,
our WAFS/CDP revenues have not increased as muglras gi nal ly anticipated due to man
aggressive marketing of those products to our existing customer base and to the market in general as we had initially planned
The amount of time required to make improvements to our WABSC&P products that we believe are necessary has been
greater than we had expected.

Liquidity and Capital Resources

The Company continues to enjoy a strong working capital position resulting from solid net profits from operations
over the last fifteen awecutive quarters, including the quarter eridedembe1, 2007. At DecembeB1, 2007, our net
working capital position was $5.0 million, which consists of current assets less current liabilities. We had cash dvailable o
$5.2 million and we continue generate cash in excess of our operational needs. In addition, the Company has a $750,000
line of credit with Silicon Valley Bank which is unused at this time. We rely heavily on cash flows from operations to fund
our business a a result of the profimhbistory of the company.

Our capital requirements principally relate to our need to enhance our existing products and to develop new
products, which primarily consist of research and development expenses and expenses for people and the elements that
support their work. By comparison, we do not spend large sums on capital equipment. Over the past three years, we spent
$103,304 in 2005, $150,926 in 2006 and $175,779 in 2007 for equipment. Capital expenditures will be higher in 2008 as a
result of the planreemove to new office space.

Our total revenues increased 67% in 2007 when compared to 2006. The principal drivers of our sales are the
enterprise level server products for MFT, which are EFT Server and SecureFTP Server. These products accounted for 68% of
our sales in 2007, not including maintenance and support agreements. Prior to 2006, we were largely dependent upon sales of
CuteFTP Home and CuteFTP Professional, which accounted foobt revenue in the year endedcembe31, 2005,
and representddrger percentages of sales in earlier years. The actual sales of these products have remained relatively flat
over the three years endBécembeB1, 2007 while becoming an increasingly smaller portion of our total revenue. In 2007,
sales of these prodctepresented approximately 19.3 % of our total revenues

Since our principal sources of capital are cash on hand and cash flow from operations, to the extent that sales
decline, our cash flow from operations will also decline. If sales decline or lifjoidity is otherwise under duress,
management could substantially reduce personnel and perselated costs, reduce or substantially eliminate capital
expenditures and/or reduce or substantially eliminate research and development expenditureshaWe $1&0,000 of
availability under our revolving line of credit and, if necessary, we may also sell equity securities or enter intodither cre
arrangements in order to finance future acquisitions or licensing activities.

Net cash provided by operatiagtivities was $1,549,636, $2,604,274 and $5,213,674 in 2005, 2006 and 2007,
respectively. This increase in cash for each year was generated from the profitable operations of our business. Some of the
major noncash items that were charged against regirime over this period are depreciation and amortization, -ttas&d
compensation and deferred revenues. While these items are expensed according to Generally Accepted Accounting
Principles, the cash impact from these charges has occurred or will ootheliraccounting periods and the difference
reflects a positive impact on cash in the Consolidated Statements of Cash Flows. There is also a recurring timing difference
between the time we record sales and the time we actually receive payment for gssEhgaincrease in Accounts
Receivables during this period serve to negatively impact the cash from operations in the Consolidated Statements of Cash
Flows, and the Deferred Revenues during this period serve to positively impact the cash from opetatisesstatements.

Our financing activities over the past three years have primarily related to funding the acquisition of Availl. In 2006,
we used $7.6 million in cash to acquire Availl. The cash used to make this acquisition came from a $5 millaamterm
from Silicon Valley Bank. We repaid $400,000 of the loan in 2006 and $4.6 million in 2007 from the cash generated from
our operations and a stock offering completeNavember2006. We have also sold stock through the exercise of employee
stock optons. We received cash from stock option exercises of $8,940, $28,968, and $681,656 for 2005, 2006, and 2007,
respectively. We also used our own cash for the repurchase of treasury our common stock, in the amount of $527,558 in
2007.
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At DecembeB31, 2007 our principal commitments consisted of obligations outstanding under operating leases as
well as royalty agreements with third parties, federal income tax and trade accounts payable. The commitments related to
royalty agreements are contingent on satdames. We plan to continue to expend significant resources on product
development in future periods and may also use our cash to acquire or license technology, products or businesses related to
our current business. We will move to a new facility in0&e will likely purchase significant fixed assets and lease hold
improvements in connection with moving into this facility.

In order to finance the cash portion of the purchase price in the merger with Availl, GlobalSCAPE entered into a
Loan and SecugtAgreement date8eptembeR2, 2006 with Silicon Valley Bank. The Loan Agreement with Silicon
Valley Bank provides for a $5.0 million term loan and a $750,000 revolving credit facility. We repaid the balance of the term
loan onMarch1, 2007. The eng&ramount of the revolving credit facility remains available. The borrowings under the
revolving credit facility bear i nt er eSeptemhaR2, 20080 hteésesa bov e t
payments are due on the first day of each calentnth. There have been no borrowings under the revolving credit facility.

The revolving credit facility is secured by substantially all of the assets of GlobalSQ@#&PHhe Loan Agreement
contains customary covenants including covenants relatinguiiataining legal existence and good standing, complying with
applicable laws, delivery of financial statements, maintenance of inventory, payment of taxes, maintaining insurance, and
protection of intellectual property rights. GlobalSCAPE is also prtgdifrom selling any of its assets other than in the
ordinary course of business, acquiring any other entities, changing the types of business they are engaged in, incurring
indebtedness other than that permitted by the Loan Agreement, incurring argnlignesr assets other than those permitted
by the Loan Agreement, making certain investments or paying any dividends on, or acquiring, any shares of its capital stock.
The Loan Agreement contains two financial covenants. GlobalSCAPE and its subsidigsiesaintain:

e aratio of(A) EBITDA less the sum dfi) cash taxes paid arfd) nonfinanced capital expenditures (excluding
non-cash stock options and taxes already accruedB)tthe sum ofi) principal plus(ii) interest paid to Bank,
of at leas 1.5 to 1.00; and

e aratio of total funded debt to EBITDA of not more than 2.00 to 1.00.

The loan agreement also contains customary events of default including the failure to make payments of principal and
interests, the breach of principal and intesethe breach of any covenants, the occurrence of a material adverse change,
certain bankruptcy and insolvency events, the breach of other agreements creating indebtedness of $50,000 or more and the
entry of a judgment of $50,000 or more against GlobalBE Ar any of its subsidiaries. Btarch21, 2008, we were in

compliance with these covenants.

The following table summarizes our contractual obligation3emembeB1, 2007, consisting of future minimum
capital lease payments and future minimum paymemier operating leases:

PaymentsDue by Fiscal Year

Contractual Obligations 2008 2009 2010 Thereafter Total

Operating Lease.........cccceeeevvevieviicceeneeennn. $ 578,18 $ 606,46! $ 53858 $ 4,939,94 $ 6,663,18
Equipment Leases..........ccccveevveeeeiennennn. $ 739 % 7392 $ 739 % 9,05¢ $ 31,23
Deferred Compensation.............cccceeeeeenns $ 119,71: $ o $ o 3 6 $ 119,71:
Total Cash Obligations..............cccccccvvnnnnns $ 705,28 $ 61385 $ 54597¢ $ 4,949,000 $ 6,814,12

Critical Accounting Policies
Use of Estimates

Management 6s DilysicotiFnancia GonditiondandAResalts of Operations is based upon the
Company6s financial statements, which have been prepared
the Unites States. The preparation of these financial statemeguires management to make estimates and assumptions that
affect the reported amount of assets and liabilities. On an ongoing basis, management evaluates its estimates and judgments,
including those related to revenue recognition, allowance for ddwafounts receivable, lodiyed and intangible assets,
valuation of stock based compensation, income taxes and contingencies. Management bases its estimates on historical
experience, observable trends, and various other assumptions that are belmveshsonable under the circumstances.
Management uses this information to make judgments about the carrying values of assets and liabilities that are not readily
apparent form other sources. Actual results may differ from the estimates under iffstemptions or conditions.
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Management believes the following critical accounting policies affect its more significant judgments and estimates
used in the preparation of its financial statements.

Revenue Recognition

Our revenue is generated primarily licensing our software products and providing support for those products.
Revenues are comprised of the gross selling price of the software, including shipping charges and the earned portion of
support and maintenance agreements. In periods wheredwevemnue from advertising, we recognized the net proceeds
received from advertisers as revenue. The Company recognizes revenue in accordance with the American Institute of
Certified Public Account anl, Softvdite ReventRecognition s mdtlifiesl bytSOP® 98, ( A SOP
Modification of SOP 92, Software Revenue Recognition, With Respect to Certain Transactions

Revenues from the sale of software products are recognized and completely earned upon shipment or electronic
delivery of tre product provided that persuasive evidence of an arrangement exists, collection is probable, payment terms are
fixed and determinable and no significant obligations remain. The majority of our sales are delivered electronically via
email.

Wealsosellec hni cal support and maintenance agreements (po
sometimes bundled with the softwadh en vendor specific objective evidence
elements in a multiple element arrangemenemnee is allocated to each element based on the relative fair value of each of
the elements. VSOE of fair value is established by the price charged when the same element is sold separately. eln a multipl
element arrangement whereby VSOE of fair valuallofindelivered elements exists but VSOE of fair value does not exist
for one or more delivered elements, revenue is recognized using the residual method. Under the residual method, the fair
value of the undelivered elements is deferred and the remauiaitign of the arrangement fee is recognized as revenue,
assuming collection is probable. Revenue allocated to PCS is recognized ratably over the contractual term, typically one
year. We sometimes sell installation and training services with our Pure8MEFT products. Revenue for installation
and training is recognized when performed.

The Company began selling technical support and maintenance services for some of its software products in 2001.
With higher priced support and maintenance for ourrprige class software products and our efforts to renew agreements
upon their expiration, sales of these agreements grew in 2005, 2006 and 2007 to $811,000, $2,032,000 and $4,486,000
respectively. Growth in the sales of maintenance and support agreemagntssult in the deferred recognition of a
significant amount of revenue in future periods.

Allowance for Doubtful Accounts

We provide credit, in the normal course of business, to a number of companies and perform ongoing evaluations of
our credit risk. We require no collateral from our customers and we estimate the allowance for uncollectible accounts based
on our historical experience and current credit evaluations. No single customer accounted for more than 2% of net revenues
in 2006. We had one stomer that accounted for approximately 2.7% of net revenues in 2005, and one customer that
accounted for 14.5% of net revenues in 2007.

Valuation of Long-Lived and Intangible Assets

The Company assesses the impairment of-lovagl and intangible assetghenever events or changes in
circumstances indicate that the carrying value may not be recoverable. Factors considered important which could trigger an
impairment review included the following: significant underperformance relative to historicaljectprbfuture cash flows;
significant changes in the manner of use of the assets or the strategy for the overall business; and significant nstygtive ind
trends. When management determines that the carrying value diMed@nd intangible assets magt be recoverable,
i mpairment i s measured based on the excess of the assets
recognized in 2005, 2006 or 2007.

StockBased Compensation

Effective Januaryl, 2006, we adopted the provis®of Statement of Financial Accounting Standdids123
(revised 2Bhlse)d, PmSMmernad 06 (SFAS No. 123R) r equibasedipgymaenthhat c o
transactions be recognized in the financial statements. The cost is measueegtant date, based on the calculated fair
value of the award, and is recognized as an expensd over
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of the equity award). Prior téanuaryl, 2006, we accounted for shdrased compensan to employees in accordance with
Accounting Principles Board Opinid0.2 5, fiAccounting for St dNo.R5),ammiselatedd t o Emp
interpretations. We also followed the disclosure requirements of Statement of Financial AccountinglSikonda3,

AAccount i ABgasfeadr Cotnopcekn sati ond, as amended by N&1i48t ement of
iAccount i ABgsed Comper&atihac kansi ti on and Di sc NaX3Rusinygthe Moeified d opt e d
prospective method dnaccordingly, financial statement amounts for prior periods presented Fothid 0-K have not

been restated to reflect the fair value method of recognizing compensation cost relating to stock options.

See noté to the financial statements underthe adi ng fASt ock Options and Stock |
Research and Development

Research and development expenses include all direct costs, primarily salaries for personnel and expenditures with
external development sources, related to the developmestroproducts and significant enhancements to existing products
and are expensed as incurred until such time as technological feasibility is achieved. For the years 2005, 2006 and 2007, we
spent approximately $869,000, $1,230,000 and $1,919,000, respediiveesearch and development. No research and
development expenses were capitalized in 2005, 2006 or 2007.

Income Taxes

GlobalSCAPE accounts for income taxes using the liability method in accordance with Statement of Financial
Accounting Standardsdo. 109, Accounting for Income Taxe§ he liability method provides that the deferred tax assets and
liabilities are recorded based on the difference between the tax bases of assets and liabilities and their carrying amount fo
financial reporting purposeas measured by the enacted tax rates and laws that will be in effect when the differences are
expected to reverse. Deferred tax assets and liabilities are carried on the balance sheet with the presumption theg they wil
realizable in future periods wh pretax income is generated. GlobalSCAPE had a deferred tax asset of $51,983, $8,724,
and $80,044 dbecembeBl, 2005, 2006 and 2007, respectively

Statement of Financial Accounting Standards (SHA&)109 requires a valuation allowance to reducedtferred
tax assets reported if, based on the weight of the evidence, it is more likely than not that some portion or all akthe defer
tax assets will not be realized. After consideration of all of the evidence, both positive and negative, macizgemeaendd
thatno allowance was considered necessaBesembe1, 2005, 2006 or 2007.

Comparison of Year EndedDecember31, 2007 to Year Endedecember31, 2006

2007 2006 $ Change % Change
Software product revenues.................. $18,360,34 $10,973,68 $ 7,386,66! 67.31%
Cost of revenues..........ccuvveeeeeeeeeeieeas 250,43 468,51! (218,076 (46.55%
Selling, general and administrative..... 10,049,43 6,142,29' 3,907,13. 63.61%
Research and development expenses 1,919,25. 1,230,401 688,85! 55.9%
Depreciation and amortization............. 279,57. 99,21: 180,36( 181.7%
Total operating eXpense........ccccceeeeee... 12,498,69 7,940,42 4,558,26! 57.41%
Income from operations........................ 5,861,641 3,033,25. 2,828,39: 93.2%
Other Income (eXpense)..........ccuueeveeee. 63,54¢ (67,109 130,65: (194.70%
Income tax expense........ccccveveeeevvennnens 2,282,92 1,003,61: 1,279,311 127.4%
Net INCOMe.......ccoovvieiieeee e $ 3,642,260 $ 1,962,53 $ 1,679,73 85.5%%

Revenue.We derive our revenues primarily from software sales. Revenue is comprisedyobsis selling price of
software, including shipping charges and the earned portion of support and maintenance agreements. Revenues increased
from $10,973,681 in 2006 to $18,360,341 in 2007. The increase of $7.4 million, or approximately 67%, in neasribes
result of increased sales of our WAF Systems, Secure FTP Server Systems and EFT products. In aidiyi@00n, we
received a substantial order from the U.S. Army for Secure FTP Server, SSH Module and CuteFTP Professional software
licenses, wh maintenance, starting at an initial purchase of $2.5 million in software licenses and $300,000 in initial
maintenance and support revenue. The fully deployed contract has maintenance and support valued at $1 million annually
This sale represented appioately 14.5% of our revenues in 2007.
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The following table reflects revenue by product including the related maintenance and support for each product:

Revenuefor the Year Ending December31,

Product 2007 2006
CuteFTP Professional ......................... $ 2,438,08! 13.2¢% $ 2,405,97 21.92%
CuteFTPHOME. ... 1,102,45 6.0(% 1,044,59: 9.52%
Enhanced File Transfer. . ...................... 6,691,98: 36.45% 4,170,93! 38.01%
SecureFTP Server ............co .. 5,769,02! 31.4% 2,521,99 22.9%
Wide-Area File Systems. . ...................... 2,711,60¢ 14.7% 600,37 5.4%%
Continuous Data Protectian.................... 187,99¢ 1.02% 34,29¢ 0.31%
AllOthers . ... 411,27 2.20% 649,21¢ 5.92%
Deferred Revenue adjustment. . ................ (952,079 (5.19% (453,70) (4.19%
Total Operating Revenues .. ................. $18,360,34 100.0% $ 10,973,68 100.0(%

Gross maintenance and support included above befi
recognition of the net adjustment to defer revenue $ 3,534,14. 19.2% $ 1,578,23 14.3%0

WAFS and CDP products accounted for approximately%%o8total revenue for 2007. There were only $683,934
in sales for these products in 2006 because we did not begin selling these products until after completing the Availl
acquisition inSeptembeR006. The WAFS/CDP revenues have not increased asonginadint i ci pated due to
decision to delay the aggressive marketing of those products to our existing customer base and to the market in general as
soon as we had initially planned. The amount of time required to make improvements to our WARSgmducts that
we believe are necessary has been greater than we had expected. We believe that good progress is currently being made on
the product improvements and we anticipate a more aggressive sales effort for these products in 2008.

Sales of ouSecureFTP Server and Enhanced File Transfer products grew by 86% in 2007 to $12.5 million, from
$6.7 million in 2006 This increase was the result of the continuing emphasis of our internal sales group to market and sell
these products to meet the neeflsusinesses to transfer files in a secure fashion using business or enterprise level software
as well as the $2.5 million sale to the US Army described abbviotal, our Secure FTP Server and Enhanced File Transfer
products represented approximateBg®of our total revenues in 2007 as compared to 61% in 2006. Revenues from
CuteFTP Home and CuteFTP Professional increased by 3% and accounted for approximately 31% and 19% of total revenues
2006 and 2007, respectiveljhose changes were the result @& tdontinuing maturity of CuteFTP and CuteFTP Pro, and the
availability of low cost alternatives to occasional users.

We believe that our reliance on the CuteFTP products will continue to decline as we emphasize sales of our more
complex enterprise prodigct In addition, because of the more complex nature of SecureFTP Server, Enhanced File Transfer,
WAFS and CDP, purchasers require increased maintenance and support. As a result, our maintenance and support revenues
increased by 124% from $1,578,236 0800 $3,534,144 in 2007, net of deferred revenue. Maintenance and support
pricing is reflective of the license cost of the products and the additional support it takes to maintain and suppauctlse pro
and customers. With higher maintenance and suppeenues, we will recognize additional deferred revenue as we earn the
revenue over the life of the maintenance and support agreement.

Cost of RevenuesCost of revenues consists primarily of royalties, a portion of our bandwidth costs as well as
production, packaging and shipping costs for boxed copies of software products. Cost of revenues decreased by
approximately 47% between periods from $468,515 in 2006 to $250,439 in 2007. Royalty expenses, the major component of
cost of revenues, declined ad the sale of some of our internet products primarily as the result of theenewal of the
third party software distribution agreement with Hannon Hill, whose products, Cascade Serve and Publish XML, had
previously generated a significant revenue dbation and related royalty expense. Royalties that we pay on software
products licensed from third parties, which we resell, are expensed as a cost of sales when the software product is sold or
earlier if the recoverability of any prepaid royalties isioubt. Cost of sales as a percent of total revenues was 4.3% and
1.4% respectively for 2006 and 2007.

Selling, General and AdministrativeSelling, general and administrative expenses consist primarily of personnel
and related expenses, marketing, costr support, professional fees, rent, bad debt and credit card transaction fees. Selling,
general and administrative expenses increased by approximately 64% from $6,142,299 in 2006 to $10,049,432 in 2007. As a
percentage of revenue, SG&A decreased #h 8 revenue in 2007 from 56% of revenue in 2006. A major portion of this
increase was attributable to increased wages and commissions which included a 12 person employee headcount increase.
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Another large portion of the SG&A increase was caused by semadbcompensation expense for 2007 required by SFAS
123R) totaling $937,546 in 2007 compared to $497,895 in 2006.

Research and DevelopmenResearch and development expenses increased by approximately 56% from
$1,230,400 in 2006 to $1,919,253 in 200#tually all of the increase was caused by increases in wages, fringe benefits and
contract labor. A major portion of the increased wages and fringe benefit cost was the result of reclassification of a Vice
President level employee from marketing to R&Ihcluded in the research and development expenses, external
development costs increased approximately 16% from 2006 to 2007, $469,565 to $545,183 respectively.

Depreciation and Amortization.Depreciation and amortization expense consists of depm@tiaxpense related to
our fixed assets. Depreciation and amortization expense increased by $180,360, or approximately 182%, year over year.
Depreciation expense has increased due to replacement of equipment at end of life cycle and as requireddtoyees. em

Other Income (Expense), Netin 2006, we had interest expense of $128,362 related primarily to the financing of
the Availl acquisition, interest income of $60,639 as a result of interest earned on excess cash balances and a gain of $619
saleof fully depreciated fixed assets. During 2007, we had interest expense of $34,893 primarily related to the financing of
the Availl acquisition, interest income of $95,808 as a result of interest earned on excess cash balances and a gain of $365
sale offully depreciated fixed assets.

Income Taxes.The provision for state income taxes in 2006 was $3,533 and the provision for federal income taxes

was $1,000, 085 in 2006. Gl obal SCAPEOGs effectpimardy i nc o me
because of state taxes. The provision for state income taxes in 2007 was $114,054 and the provision for federal income taxes
was $2,168,874 in 2007. Gl obal SCAPEOGs effective i ncome

because of prior period credits for EIE Exclusion, Reseé&dhevelopment and amended returns totaling $130,976.

Net Income. In 2007, net income was primarily the result of continued growth in our Enhanced File Transfer
product and our Secure FTP Serveydurct, resulting in an increase in revenue, while we continued to control expenses. In
addition, our 2007 income tax expense was reduced by taking advantage of R&deavatopment Credits and Extra
territorial Income Exclusion Credits for 2004, 2005¢ &006. In 2007, we paid an additional $1,279,310 in income taxes
and still increased net income by $1,679,735 over the prior year. The increase in net income was the result of continued
growth of sales of the Enhanced File Transfer and Secure FTP Ssydacts.

Comparison of Year EndedDecember31, 2006 to Year Endedecember31, 2005

2006 2005 $ Change % Change
Software product revenues...........cccceeeeeeevveeecnnnnnn. $10,973,68 $ 6,678,61 $ 4,295,06 64.31%
COSt Of FTEVENUES.......ovvveeeeeeiee e 468,51! 279,96¢ 188,55 67.35%
Selling, general and administrative expenses........ 6,142,29' 3,986,04 2,156,25: 54.0¢%
Research and development expenses.................... 1,230,401 869,15! 361,24! 41.5¢%
Depreciation and amortization...............ccc.eeeveeeenn. 99,21 98,07 1,142 1.1€%
Total operating eXPeNSE.........eeeeeeeeeeiieiieececiirineeeeen 7,940,42 5,233,238 2,707,19 51.7%
Income from operations...........ccccuvvvvmiiiieeennnninns 3,033,25 1,445,37 1,587,871 109.8(%
Other Income (EXPENSE)......ccvvveeeeiiiiiiiiiicieeeeeee, (67,109 11,307 (78,41) (693.47)%
INCOME taX EXPENSE.....coiiiiiiieiiireeee e 1,003,61! 9,981 993,63 9,955.2%
[N TS oo 1 4= $ 1,962,53: $ 1,446,700 $ 515,82¢ 35.6€%

Revenue.We derive our revenues primarily from software sales. Revenue is comprised of the gross selling price of
software, including shipping charges and thenedrportion of support and maintenance agreements. Revenues increased
from $6,678,615 in 2005 to $10,973,681 in 2006. The increase of $4.3 million or approximately 64% in revenues was the
result of increased sales of our Secure FTP Server Systems anuatdelects.
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The following table reflects revenue by product including the related maintenance and support for each product:

Revenuefor the Year Ending December31,

Product 2006 2005
CuteFTP Professional............ccccccoeviiiiicce e, $ 2,405,97 21.92% $ 2,285,41¢ 34.2%
CUteFTP HOME.....oiiiiiiiiciieie et 1,044,59: 9.52%  1,130,35 16.9%%
Enhanced File Transfer........cccccovviieiiiiiicccciiieeee e 4,170,93 38.01% 1,407,79. 21.0¢%
SECUrEFTP SEIVEL.......ccviiiie et 2,521,99 22.9¢%  1,503,53 22.51%
Wide-Area File SyStems..........cuvveeeeeeeeiiiecccciiinieeenen, 600,37 5.47% o} 0.0(%
Cortinuous Data Protectian.............cccveeveeviiceensiinnen. 34,29¢ 0.31% 0 0.0(%
Al ONEIS...eiiiiie ettt 649,21 5.92% 579,54t 8.6&%
Deferred Revenue adjustment............ccccooevvvvieeeenenn. (453,70 (4.19% (228,029 (3.41)%
Total Operating ReVENUES...........uuvvveeeeeeeieieecininnns $10,973,68 100.0% $ 6,678,61 100.0%
Gross matenance and support included above befo
recognition of the net adjustment to defer revenue $ 1,578,23! 14.3¢% $ 582,57( 8.72%

WAFS and CDP products accounted for approximately 5.8% of total revenue for 2006. There were only $634,671 in
salesfor these products in 2006 as we did not begin selling these products until after completing the Availl acquisition in
SeptembeR006.

Sales of our SecureFTP Server and Enhanced File Transfer products grew by 130% in 2006 to $6.7 million, from
$2.9 million in 2005.This increase was the result of an increased emphasis of our internal sales group to market and sell
these products to meet the needs of businesses to transfer files in a secure fashion using business or enterprisedevel softw
These producteepresented approximately 61% of our total revenues in 2006 as compared to 44% in 2005. Revenues from
CuteFTP Home and CuteFTP Professional increased by 1% and accounted for approximately 51% and 31% of total revenues
2005 and 2006, respectiveljhose tanges were the result of the continuing maturity of CuteFTP and CuteFTP Pro, and the
availability of low cost alternatives to occasional users.

We believe that our reliance on the CuteFTP products will continue to decline as we emphasize sales ef our mor
complex enterprise products. In addition, because of the more complex nature of SecureFTP Server and Enhanced File
Transfer product purchasers require increased maintenance and support. As a result, our maintenance and support revenues
increased by 1® from $582,570 in 2005 to $1,578,236 in 2006, net of deferred revenue. Maintenance and support pricing
is reflective of the license cost of the products and the additional support it takes to maintain and support the ptoducts an
customers. With higher aintenance and support revenues, we will recognize additional deferred revenue as we earn the
revenue over the life of the maintenance and support agreement.

Cost of RevenuesCost of revenues consists primarily of royalties, a portion of our bandwodth as well as
production, packaging and shipping costs for boxed copies of software products. Cost of revenues increased by
approximately 67% between periods from $279,964 in 2005 to $468,515 in 2006 due to an increase in royalty expenses
related to ousoftware distribution agreements with third parties. Royalties that we pay on software products licensed from
third parties, which we resell, are expensed as a cost of sales when the software product is sold or earlier if th#ityecoverab
of any prepal royalties is in doubt. Cost of sales as a percent of total revenues was 4.2% and 4.3% respectively for 2005 and
2006.

Selling, General and AdministrativeSelling, general and administrative expenses consist primarily of personnel
and related expenseawarketing, customer support, professional fees, rent, bad debt and credit card transaction fees. Selling,
general and administrative expenses increased by approximately 54% from $3,986,047 in 2005 to $6,142,299 in 2006. A
major portion of this increage attributable to increased wages and commissions which included the employee headcount
increase of fifteen, most of which was associated with the Availl acquisition. Another large portion of the SG&A increase
was caused by compensation expense for 28@6ired by the adoption of SFAS 1B3otaling $497,895 which had no
effect on expenses in the prior years.

Research and DevelopmenResearch and development expenses increased by approximately 42% from $869,155
in 2005 to $1,230,400 in 2006. Virtakll of the increase was caused by increases in wages, fringe benefits and contract
labor. A major portion of the increased wages and fringe cost was the result of reclassification of a Vice President level
employee from marketing to R&D. Includedtire research and development expenses, external development costs
decreased approximately 1% from 2005 to 2006.
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Depreciation and Amortization.Depreciation and amortization expense consists of depreciation expense related to
our fixed assets. Depreciati and amortization expense increased by $1,142, or approximately 1%, year over year.
Depreciation expense has declined due to a slowdown in additions to fixed assets in current periods relative to prior periods

Other Income (Expense), Netln 2005, wehad interest expense of $620 related primarily to the financing of
insurance premiums. During 2005, we had interest income of $10,685 as a result of interest earned on excess cash balances,
and a gain of $1,242 on the sale of fully depreciated fixedsa$3ering 2006, we had interest expense of $128,362 related
primarily to the financing of the Availl acquisition, interest income of $60,639 as a result of interest earned on dxcess cas
balances and a gain of $619 on sale of fully depreciated fixedasset

Income Taxes.The provision for state income taxes in 2005 was $1,065 and the provision for federal income taxes
was $8,916 in 2005. Gl obal SCAPEOGs effective income tax
a change in th valuation allowance for deferred tax assets. The Company utilized remaining net operating loss
carryforwards in 2005 to substantially reduce its Federal income tax expense. The provision for state income taxes in 2006
was $3,533 and the provisionfe@fl er al i ncome taxes was $1,000, 085 in 2006.
34.5% and differs from the federal rate primarily because of state taxes.

Net Income. In 2005, net income was primarily the result of the introduction of our Enhdilecdransfer product
and the features added to our Secure FTP Server product, resulting in an increase in revenue, while we continued to control
expenses. In addition, our 2005 income tax expense was minimized by the use of loss carry forwards fyeargrior
Without loss carry forwards in 2006, we paid an additional $993,637 in income taxes and still increased net income by
$515,828 over the prior year. The increase in net income was the result of continued growth of sales of the Enhanced File
Transker and Secure FTP Server products.

Iltem 8. Financial Statements and Supplementary Data
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders of
GlobalSCAPEInc.

We have audited the accompanying consolidated balance sheets of Globa®@AREe Company) as decembe1,

2006 and 2007, and the related consolidated statements o
endedDecembeB 1, 2005, 2006 and 2007. These consolidated finan
maragement. Our responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standartequire that we plan and perform the audit to obtain reasonable assurance about whether the
consolidated financial statements are free of material misstatement. The Company is not required to have, nor were we
engaged to perform, an audit of its interoahtrol over financial reporting. Our audit included consideration of internal

control over financial reporting as a basis for designing audit procedures that are appropriate in the circumstandes, but not
the purpose of expressing an opinion on tlieefc t i veness of the Companyds internal
Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts
and disclosures in the consolidated financial statememssssiag the accounting principles used and significant estimates

made by management, as well as evaluating the overall consolidated financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, tke consolidated financial statements referred to above present fairly, in all material respects, the consolidated
financial position of GlobalSCARHNc. as ofDecembeB1, 2006 and 2007, and the results of its operations and its cash

flows for the years efedDecembeB1, 2005, 2006 and 2007, in conformity with accounting principles generally accepted in
the United States of America.

As discussed in Note 12 to the financial statements, the Company restated certain amounts previously reported as of and for
the year endeBecembeBl, 2007.

PMB Helin Donovan, LLP

March21, 2008 August28, 2008 as to Note 12 and the effects of the restatement)
Austin, Texas
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GlobalSCAPE, Inc.

Consolidated Balance Sheets

As of December31,

2006 2007
(Restata)
A S S S, ettt — e ettt e e e e aaaa e e e e e e e e e e e eeanrraraaans
Current assets:
Cash and cash equIValenLts..............coocciiiiieee e $ 4,632,660 $ 521447
Accounts receivable (net of allowance for doubtful accounts of $59,458 and
$113,201 in 2006 and 2007, reSPectively)........ccccovruriiiiiiecce s 1,592,841 2,232,92
Federal incom taxX reCeivable...........cooiiiiiiiiiiie e 73,52¢ 940,32
Prepaid EXPENSES....uuiiiiiiiiiiiiee et e e e e e e 115,75: 87,65«
L] = U e BTG =T g B T =Y £ PR 6,414,79. 8,475,38
FiXEO ASSELS, NBL.....iiiiiii i ettt e e e e e s e et e e e e eabn e e e s eeeneeban s 232,17¢ 262,74!
INtANGIDIE ASSELS, NEBL...oiiiiiiiiii e e o] 5,071,64i
L€ 0T o 1V 1| PR 9,653,05! 6,392,07!
DEFEITEA TAX ASSEL.....evtiiiiiieiiee ettt e e e e e reree et e e e s st s e e s eebansnaneeeeens 8,72¢ 80,04
(@] 1 oY G- T Y= (T 58,99¢ 79,96,
TOtAl ASSEES...viiitiiiiie it e et e reeett e st e e st e st e e ste e e s e ne e s beesbeesrbe e atbeessbeenneste e e teeenree e $ 16,367,74 $ 20,361,85
Liabilities and .St.o.c.khol.der.sd.. . Eqg.ui.t.y
Current liabilities:
ACCOUNLS PAYADIE.........oiiiiiiiii e $ 371,090 $ 329,81
F oo U= To D o L= ] P 377,94( 742,94t
Current portion of long term debl.............ovvviiiiiiicceei s 1,539,45! o}
Deferred rEVENUE.......cii it 1,377,03 2,329,11
Total current IabilItIES.........eeiiiiiiee e 3,665,52! 3,401,88
Long-term liabilities, net of current Portion............oevvvviiiiiccciicccie e 3,129,18! 119,71:
Deferred tax lability....... ... o] 1,750,63
B0 ] ez |- o1 (=TSR 6,794,711 5,272,222
Stockhol dersdé equity:
Preferred stock, par value $0.001 per share, 10,000,000 authorized, no share:
OF OUESTANTING. ...ttt ettt ree et e e e e e e e s rmeee e naes o} o}
Commonstock, par value $0.001 per share, 40,000,000 authorized, 16,490,14
17,432,352 shares outstanding at DecerBthie006 and 2007, respectively... 16,49( 17,43
Treasury Stock, 159,873 shares at DecerBheR007..........eveeveeiieiieiiiiiiieeieeeeee. o} (527,399
Additional paidin Capital...........ccoooiiiiiiiii e 6,363,52 8,764,30i
Retained @arNiNGS. ......oii it 3,193,02! 6,835,29i
Tot al stock.hol.der.s.Q..eg.Ui b Y. 9,573,03! 15,089,63

Tot al l' iabilities..an.d..s.t.o.ck.hal.de.r.s.b $ 16,367,74 $ 20,361,85

See accompanying notes.
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GlobalSCAPE, Inc.

Consolidated Statements of Operations

Operating revenues:

Software ProduCt FEVENUES............uvivieiiiiiieeeiiie e
Maintenance and support (net of dedel revenues)......................
TOtAl FEVENUES......utiiiiieiiieiiiee ettt

Operating expenses:

Cost of revenues (exclusive of depreciation and amortization shc

separately DeIOW).........ccovvviiiiiiiiices e
Selling, general and administrative eXpenses............cccevevvvvveen.
Research and development eXpenses..........ccceevvvvvvieeeeeeeeveeennnnns
Depreciation and amortization..............cceeeveeivveeciiiiinieeeeeeeeeeeeennns

Other income (expense):

INTEIEST EXPENSE. ... it
INEEIrEST INCOME.....eviiiiiiiii e ee e e e eaaans
Gain 0N Sale GASSELS.......cooviiiiiei e
(@)1 g 1T g aTol0] 1 41T
Total other iINCOME (EXPENSEY)......uvviei i ireeee ettt
Income before INCOME taXeS.......ooeeeiiiiiiiiiiieeeee e
Total INCOME tax ProViSION.........uvviiiiiiiiiii e
LY Vo0 3 =R

Net income per common shade basiC...........ccvvevveiiiiiiiiiceceie e,
Net income per common shade assuming dilution...............cccceeeenns
Weighted average shareststandingd basiC............cccccvvivieeeiieeenns

Weighted average shares outstandingssuming dilution.................

See accompanying notes.
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For the Year Ended December31,

2005 2006 2007
(Restated)

6,096,04 $ 9,39544! $ 14,826,19
582,57( 1,578,23 3,534,14.
6,678,61 10,973,68 18,360,34
279,96« 468,51! 250,43
3,986,04 6,142,29! 10,049,43
869,15! 1,230,401 1,919,25
98,07: 99,21 279,57:
5,233,23 7,940,422 12,498,69
1,445,37 3,033,25. 5,861,64!
(620) (128,36)) (34,897
10,68t 60,63¢ 95,80¢
1,24: 61¢ 36&

0 o) 2,26¢

11,30" (67,109 63,54¢
1,456,68 2,966,15! 5,925,19
9,981 1,003,61! 2,282,92:
1,446,700 $ 1,962,53. $ 3,642,26
0.1C $ 0.1 $ 0.21

0.0¢ $ 01z $ 0.2(
13,778,98 14,744,63 17,199,61
15,442 52 16,160,83 18,289,15




Balances at Decembald,

Exercise of Options...........
Balance at Decembél,

Stock Compensation
(FAS123R)....ccevveeinnnnnen.

Common shares and warra
issued for cash..............

Common shares issued in
acquisition of Availl,Inc.

Exercise of Options...........
Balance at Decembéil,

Stock Compensation
(FAS123R)......covevenenn.

Shares issued for net share
settlement of warrants..

Tax benefit from exercise o
ISO stockoptions...........

Exercise of options...........
Treasury Stock..................

Balance at Decembérl,
2007 (Restated).............

See accompanying notes.

GlobalSCAPE, Inc.

Consolidated Statements of Stockholderé6 E qui t vy

Additional Retained
Common Stock paid in Treasury Earnings

Shares Amount Capital Stock (Deficit) Total
13,773,21 13,77: 675,36! (216,20 472,93:
o} o} o} 0 1,446,70. 1,446,70.
24,90( 25 8,91¢ o) 8,94(
13,798,11 13,79¢ 684,28 1,230,49 1,928,57
o} o} o} 0 1,962,53 1,962,53.
o} o} 497,89! 0 o} 497,89!
1,352,001 1,35z 3,153,71 0 o} 3,155,06!
716,84t 717 1,999,28: o} o} 2,000,001
623,18: 625 28,34t 0 0 28,96¢
16,490,14 16,49( 6,363,522 3,193,02! 9,573,03!
o} o} o} 0 3,642,26 3,642,26
o} o} 937,54t 0 o} 937,54t

35,00( 35 (35) K} 3 K}

o} o} 782,68( o} o} 782,68(
1,067,07 1,067 680,58¢ 0 o} 681,66
(159,87)) (160) 3 (527,39 3 (527,55
17,432,35 17,43 8,764,30! (527,399 6,835,29! 15,089,63
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GlobalSCAPE, Inc.

Consolidated Statements of Cash Flows

Operating Activities:
N 1= T g Lot L= U PTRU P
Adjustments to reconcile net inconeriet cash provided by operati
activities:
Bad debt @XPenSe........ooiiiiiiiiiiiiren e
Depreciation and amortization.............ocvveveeericeeesniieeee e,
(Gain) on disposition of asSets............coeeveciiiieenr e
Stockbased compensatiQn..............evviiiiieiceciiiii e
Deferred taXeS......ccccuueiiiiiiiiiiiieeee ettt
Changes in operating assets and liabilities:
ACCOUNLS receivable.............uuiiiiiiiiiiiieeeie e
Prepaid @XPENSES.....ciii i eieeeeeeeteeee et rnr e
Other @SSEIS...uiiiiiiiiiiieei e e
ACCOUNES PAYADIE. ...
ACCIUE EXPENSES ....tiiiieeiiiiiiie e e e reeee sttt e e ee e
Deferred reVENUES........coocoiiiiiiieiieees s eeeeenseeneeees
Other longterm labilities..........ccooiiiiiiiieiieen e
Net cash provided by operating acti®f...........cccccceeveeeiviiiicccieneenenn.
Investing Activities:
Proceeds from sale of property and equipment..........................
Purchase of property and equipment.............ccccceeiiieeciiieeeee e,
Purchase of AVAIllINC..........ciii e,
Cash acquired in purchase of Availl, Inc...............oiiiieccinnnnnn,
Net cash used in investing activitieS..............covvvvviivieere e
Financing Activities:
(0T o I o] o Tt 1= K-SR
Deferred 108N COSES.....ovviiiiiiiiiie i
Repayments ON l0@N.........ccooiiiiiiii i
Proceeds from exercise of stock options..........cccccovviiieeeieeeennne
Purchase of treasury StOCK...........ooooviiiiiiieere e
Proceeds from the PIPE, net of issuance COSIS............cccvveveeune.
Net cash provide by (used in) financing activities...........cccccccvvveeene..
Net increase iN Cash..........oooooiiiiiiieer e
Cash at beginning of period...........oocuvviiiiiiemn e,
Cash at end of periad.............ccoiiiiiiiien e,

Supplemental disclosure of cash flow information:

Cash paid during the year for:

INEErESt PAI......ci it
INCOME tAXES PAIL. .. .eeeiiieiiiiiiiiie et

Nonrcash activities:

Tax benefit from exercise of ISO stock options includedn adjustme
to additional paid in capital............oooooiiiiiiiii e

Deferred tax liability and goodwill resulting from reclass of intangibl
assets from goodwill............ooovieiiiiiiiii e,

See accompanying notes.
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For the Year endedDecember31,

2005

2006

2007

(Restated)

$ 1,446,700 $ 1,962,53. $ 3,642,26

8,231 48,21¢ 128,81
98,07 99,21 279,57
(1,242) (619) (365)

3 497,895 937,54
(51,98 (27,780 (117,00
(450,412 (496,54 (768,89)
25,82 (178,92) (56,02)

26¢ 6,57¢ (169,66
30,54¢ 246,60¢ (41,276
60,25¢ (46,96 365,00
382,46 453,70: 952,08

90€ 40,367 61,61¢
1,549,63 2,604,27. 5,213,67.
1,24z 61¢ 365
(103,309 (150,920) (175,779

3 (7,776,93) 3

3 181,27 3
(102,06)  (7,745,96) (175,419

3 5,000,001 3

3 (38,48 3

3 (400,670  (4,610,54)

8,94( 28,96¢ 681,65

3 3 (527,55

3 3,155,06: 3
8,04( 774488  (4,456,44)
1,456,51. 2,603,190 581,81
572,95 2,029,47; 4,632,66

$ 2,02947 $ 4,632,660 $ 521449

$ 62C $ 8932 $  29,71¢

$ 1,068 $ 1,162,228 $ 2,414,09.

$ 5 $ 3 $ 782,68(

$ 5 $ 5 $ 1,7%,32(



GlobalSCAPE, Inc.
Notes to Consolidated Financial Statements
December3l, 20@ and 2007 (Restated)

1. Overview of the Business and Significant Accounting Policies
Nature of Business

GlobalSCAPEInc. (GlobalSCAPE othe Company), founded ipril 1996, develops and distributes secure file
management software that enables users to safely send data over the internet. Our software is used worldwide across a wide
range of industries. Through the end of 2007, we had ggicbaimately 1.9 million software licenses and our customer base
includes individual consumers, small to medisired businesses, as well as some of the largest corporations in the world.

Ouir file transfer products provide for the privacy of critical infation such as medical records, financial data,
customer files and other similar documents. In addition, our products provide for compliance with government regulations
relating to the protection of information while allowing users to reduce IT costsase efficiency, track and audit
transactions and automate processes.

Through Availl Inc. (Availl), our whollyowned subsidiary, we also provide Wide Area Files Systems (WAFS) and
Continuous Data Protection (CDP) software. This addition expands Glob&##¥-6s t echnol ogy base int
acceleration of file transfer, sharing/collaboration and continuous data backup and recovery. We believe that our expanded
product offering uniquely positions us to provide comprehensive, secure transfary shad replication of files that need to
be transmitted inside the useroés firewal/l to di snem.i buted

During the year endeldecembel1, 2007, approximately 72% of our revenues weregded from customers
within the United States, with the remaining 28% concentrated mostly in Western Europe, Canada and Australia. Virtually all
of our 2007 revenues were derived from sales of software licenses and support agreements. The combinédte&l€r
Home and CuteFTP Pro accounted for 31% and 19% of our revenues in 2006 and 2007, respectively,. The combined sales of
our Secure Server and Enhanced File Transfer products grew from 61% of our revenues in 2006 to 68% in 2007.

Corporate Structue

Prior toSeptembeR 2 , 2006, al | of the Companyds operations wer
limited partnership. The partners of GlobalSCAPE Texas, LP were two Nevada limited liability companies, which were both
wholly-owned subsidiaes of GlobalSCAPHnNc., a Delaware corporation.

On SeptembeR?2, 2006, GlobalSCAPE acquired one hundred percent (100%) of the issued and outstanding capital
stock of Avalill, a privately held corporation based in Andover, Mass, pursuant to an Agreathetarmof Merger with
Availl and its stockholders. The initial purchase price was $9.65 million of which $7.65 million was paid in cash and $2.0
million was paid in shares of GlobalSCAPE common stock. Availl operated as a whaigd subsidiary of
GlobdSCAPE Inc. through the end of 2007.

Availl, Inc. and all other partnerships and Limited Liability Corporations mentioned above were either dissolved or
effectively merged into GlobalSCAREc. on Decembe31, 2007. The stock of GlobalSCAPEC. is qwted on the
American Stock Exchange. References to fiGl obal SCAPEO or
otherwise indicated.

Basis of Presentation
The preparation of financial statements in conformity with accounting prascg#nerally accepted in the Unites
States requires management to make estimates and assumptions that affect the amounts reported in the financial statements
and accompanying notes. Actual results could differ from those estimates.
Principles of Consoli@tion
The consolidated financial statements include all subsidiaries. Aldntapany transactions and balances have

been eliminatedAvaill became a subsidiary @®eptembeR2, 2006; therefore the consolidated financial statements only
i ncl ud sfindneia redults &nd activities from the date of acquisition.
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As discussed in Note 12 below, Angust15, 2008, GlobalSCAPE and its Board of Directors, after consultation
with Global SCAPEG6s independent r e g Glebal®GAREwoydrdstate its finmancial o u n t
statements and financial information for the year eridiecembe1, 2007.

Liquidity

The use of capital resources is driven principally by the need to enhance existing products and to develop or acquire
new produts. The amount of our expenditures has a direct impact on the ability to offer enhanced and new products to
customer s. The Companyds principal source of funds is ¢
sales revenue. Durirthe year endeBecembel, 2007, the Company generated $5.2 million of cash from operations,
which was used along with other funds in the repayment of debt and purchase of treasurptsbaa=mbe1, 2007, the
Company had cash available of $5.2 railliand we continue to generate cash in excess of our operational needs.

The Company entered into a new loan agreement with Silicon Valley Bag&miambeR2, 2006. The loan
agreement established a $750,000 revolving line of credit for two years at@@stimate of prime plus 1.00%.

As of DecembeB1, 2007, the Company had cash and cash equivalents of $5.2 million and had net working capital
of $5.0 million. Management believes this level of working capital, together with availability under the Gothgan r e v ol v i
credit facility with Silicon Valley Bank and the excess cash generated by the profitable operation of the businesstés adequa
to finance the Companydés current | evel of operations.

Reclassifications

Certain prior period amounts have beedlassified to conform to the current year presentation. These
reclassifications had no impact on operating income as previously reported.

Revenue Recognition

The Company recognizes revenue in accordance with the American Institute of Certified PablintAots
St atement of P-b Software Reven(ieiR8d0dhili@gs mAdified by SOP 98, Modification of SOP 92,
Software Revenue Recognition, With Respect to Certain Transactions

Revenues from the sale of software products are recogmziecbanpletely earned upon shipment or electronic
delivery of the product provided that persuasive evidence of an arrangement exists, collection is probable, payment terms are
fixed and determinable and no significant obligations remain.

The Companyalscesl | s techni cal support and maintenance agree.
which are sometimes bundled with the softwah en vendor specific objective evide
all elements in a multiple element arrangeineevenue is allocated to each element based on the relative fair value of each
of the elements. VSOE of fair value is established by the price charged when the same element is sold separately. In a
multiple element arrangement whereby VSOE of faiugalf all undelivered elements exists but VSOE of fair value does
not exist for one or more delivered elements, revenue is recognized using the residual method. Under the residual method,
the fair value of the undelivered elements is deferred and théniamaortion of the arrangement fee is recognized as
revenue, assuming collection is probable. Revenue allocated to PCS is recognized ratably over the contractual tgrm, typicall
one year.

The Company began selling technical support and maintenandeesdinr some of its software products in 2001.
In 2005, 2006 and 2007, sales of enterprise class products resulted in higher revenues from maintenance and support
agreements sold to customers and, as a result, deferred revBmoembe1, 2006 and 207 was $1,377,037 and
$2,329,117 respectively.

The outbound shipping charges charged to the customer are included in software product revenues and amounted to
approximately $17,673, $13,963 and $7,647 in 2005, 2006 and 2007, respectively. The caatedsgttthese shipping
charges are included in the software products cost of revenue.

Royalty Costs

Royalties that the Company pays on software products licensed from third parties, which it resells, are expensed as a
cost of sales when the softwan@guct is sold or earlier if the recoverability of any prepaid royalties is in doubt. The
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Company has distribution agreements with Hannon Hill Corp., Beehive Softwaré/isicom Media Inc., ComponentOne

LLC, and PGP Deutschland AG (formerly Glueckldfanja). The GlobalSCAPE software products associated with each of
the companies are Cascade Server (formerly PublishXML), Mac FTP, CuteHTML Pro and Enhanced File Transfer (EFT),
respectively. The Company incurred approximately $191,970, $392,494188d$9 in royalty expense in 2005, 2006 and
2007, respectively.

Concentrations of Credit Risk and Significant Customers

Financial instruments that potentially subject the Company to concentrations of credit risk consist principally of cash
and cash equalents, and accounts receivab(@ash is deposited in demand accounts in federally insured domestic
institutions to minimize risk.The Company provides credit, in the normal course of business, to a number of companies and
performs ongoing evaluation$ its credit risk. The Company requires no collateral from its customers. Management
estimates the allowance for uncollectible accounts based on their historical experience and credit evaluation. In 8005 we ha
one customer that accounted for 2.7% dfregenues, no single customer accounted for more than 2% of revenues in 2006,
and one customer accounted for approximately 14.5% of revenues in 2007.

Cash and cash equivalents, accounts receivable, employee advances, accounts payable, accruedderptases an
payable, related party are reflected in the accompanying financial statements at cost, which approximates fair value because
of the short term maturity of these instruments.

Other Concentrations

Sales in Foreign Marketdn 2005, 2006 and 200@pproximately 33%, 33% and 28%, respectively, of the
Companyb6s revenues were generated from sal e Howewr,@lust omer
revenues are received in U.S. dollars so there is no exchange rate risk with cedpestte of our product§.hese sales
were concentrated mostly in Western Europe, Canada, and Austrefi05, 2006 and 2007, the UK accounted for
approximately 9%, 8%, and 8%, respectively, of total revenues.

Labor. GlobalSCAPE utilizes offshorgevelopers for a large portion of the coding phase of software development.
If GlobalSCAPE were unable to continue using these developers because of political or economic instability, GlobalSCAPE
may have difficulty finding comparably skilled developersmay have to pay considerably more for the same work, which
would have a material adverse impact on results of operations.

Advertising Costs

The Company expenses advertising costs as incurred. Advertising expenses charged to operations for the years
endedDecembef31, 2005, 2006 and 2007 were approximately $159,000, $384,000, and $816,000, respectively, and are
included in selling, general and administrative expenses. Advertising costs are principally for the purchase of keywords for
internet searchea direct mail campaign for EFT, trade show participation and advertising in various publications.

Income Taxes

The Company accounts for income taxes using the liability method in accordance with Statement of Financial
Accounting Standardso. 109, Accaunting for Income TaxesThe liability method provides that the deferred tax assets and
liabilities are recorded based on the difference between the tax bases of assets and liabilities and their carrying amount fo
financial reporting purposes, as measduog the enacted tax rates and laws that will be in effect when the differences are
expected to reverse. Deferred tax assets and liabilities are carried on the balance sheet with the presumption the they will
realizable in future periods when g income is generated. GlobalSCAPE had a deferred tax asset of $51,983, $8,724 and
$80,044 aDecembeB1, 2005, 2006 and 2007 respectively.

Statement of Financial Accounting Standards (SHA&)109 requires a valuation allowance to reduce the deferred
tax assets reported if, based on the weight of the evidence, it is more likely than not that some portion or all of the deferred
tax assets will not be realized. After consideration of all of the evidence, both positive and negative, managemeetdetermin
thatno valuation was considered necessayetembe31, 2006 or 2007.

Massachusetts State Income Taxes incurred $3,533 and $21,337 for 2006 and 2007 respectively. The Margin Tax,

enacted by the State of Texas adarfuaryl, 2007, is based on 1% of rene less the greater of cost of sales or W2 Wages.
The Texas Margin Tax for 2007 was $92,717.
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Research and Development

Research and development expenses include all direct costs, primarily salaries for personnel and expenditures with
external developmersburces, related to the development of new products and significant enhancements to existing products
and are expensed as incurred until such time as technological feasibility is achieved. For the years 2005, 2006 &d 2007, th
Company expended approxitaly $869,000, $$1,230,000 and $1,919,000, respectively, on research and development.
Typically technological feasibility is achieved very late in the development cycle and as such no research and development
expenses were capitalized in 2005, 2006 017200

StockBased Compensation

Effective Januaryl, 2006, GlobalSCAPE adopted the provisions of Statement of Financial Accounting Standards
No.123 (revisedBa2@0d4Paym8manve ( SFAS No. 123R) requtibasedng t ha!
payment transactions be recognized in the financial statements. The cost is measured at the grant date, based cecthe calculat
fair value of the award, and is recognized as an expense
period of the equity award). Prior ttanuaryl, 2006, the Company accounted for sHaased compensation to employees in
accordance with Accounting Principles Board Opimfiam2 5, @A Accounting for St odNo.R5),l ssued
and related intergtations. We also followed the disclosure requirements of Statement of Financial Accounting Standards
No.123, HAAccoumrBtaisregd fCoormpStnoscakk i ono, as amended by Statemen
No.148, @ AccourBasech@mdemionT3taommsk ti on and Discl osurNe.d23R The Co
using the modified prospective method and, accordingly, financial statement amounts for prior periods presented in this
Form10-K have not been restated to reflect the fair value methogcofjnizing compensation cost relating to stock options.

There was compensation cost related to stock options recognized in operating results of $497,895 in 2006 and
$937,546 in 2007.

The fair value of each option award is estimated on the date ofugiagtthe BlackScholes optiofpricing model.
Expected volatility is based on historical volatility of GlobalSCAPE stock. The Company used the simplified method to
derive an expected term. The expected term represents an estimate of the time optigresta® ® remain outstanding.

The riskfree rate for periods within the contractual life of the option is based on the U.S. treasury yield curve in effect at the
time of grant. The following table sets forth the assumptions used to determine compersationour stock options
consistent with the requirements of SFNS. 123R.

Year Ended
December31,2007
Expected Volatility.............oovuuruiiiisieeeeiiiie e eeeeeeeee e 96%
Expected annual dividend yield..............ooovviiiccce e, 0%
Risk free rate of return..........coccccueiiiiiiiieeer e 3.45%
Expected option term (YEArS).........ccccuiurrieieiiece i 5.5-6.0

Under APBNo. 25 there was no compensation cost recognized for our stock options awarded in the year ended
DecembeBl, 2005 as these stock options had an exercise price equal to the market value of the underlying stock at the grant
date. The followingable sets forth pro forma information as if compensation cost had been determined consistent with the
requirements of SFANo0. 123.

Net income, as reported for year ended DeceBheRO00S. ..o $ 1,446,70.
Stock based compensation included in the detextioin of net income (loss) as reported, net of rel:

L6 R 1= Tod (3P PP TR TP PP PPPPPT o}
Stockbased compensation expense that would have been included in the determination of net

(loss) had the fair value based method been applied to all awards, net of relatéelcta............... (25,927)
el oI (o] g g F= W a1 AL To ] T $ 1,420,78.

Earnings (loss) per share:

2 F TS (o I 1S3 (=T o To] (T o PP PRPR PSRRI $ 0.1c
2T Y (oo T o] (o (0] 1 1 1 - VA $ 0.1C
[ 110} (=T o JR= L3N (= o o 1T o PP PEEERRRR $ 0.0¢
[ 110y (=T I TR o] o T (0] f o - VPSS $ 0.0¢
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Refer to NoteB - StockOptions and Stock Based Compensation for additional disclosures regarding our stock
compensation programs.

Cash and cash equivalents
Cash includes all cash and highly liquid investments with original maturities of three months or less.
Property and Egipment

Property and equipment is comprised of furniture and fixtures, software, computer equipment and leasehold
improvements which are recorded at cost and depreciated using the dinaighethod over their estimated useful lives.
Expenditures for matenance and repairs are charged to operations as incurred. Property and equipment acquired under
capital leases are depreciated over their useful lives or the respective lease term, if shorter. Depreciation peoiods used f
property and equipment ranffem three to five years.

Leasehold improvements are depreciated over the shorter of the lease term or the estimated useful life of the asset.
Sale / Disposal of Assets

During 2007, the Company disposed of equipment and software with an originafif2@,531 and accumulated
depreciation of $20,531. GlobalSCAPE recognized a gain of $365 related to the disposal of these assets. During 2006, the
Company disposed of equipment and software with an original purchase price of $15,362 and accumulaigtibdegfrec
$15,362. GlobalSCAPE recognized a gain of $619 related to the disposal of these assets. During 2005 the Company
disposed of equipment and software with an original purchase price of $29,949 and accumulated depreciation of $29,949.
GlobalSCAPEecognized a gain of $1,242 related to the disposal of these assets.

Goodwill

As of Decembef31, 2006 and 2007, GlobalSCAPE had goodwill in the amount of $9,653,059 and $6,392,075,
respectively, associated with the acquisition of Availl. This acqoisitias accounted for using the purchase method of
accounting. See Acquisitions note for a description of the acquisition. In accordance witiN8FIXR Goodwill and Other
Intangible Assetghe Company will assess the impairment of goodwill annuallgarfdaurth quarter, or more frequently if
other indicators of potential impairment arise. There was no goodwillRead@mbeB1, 2005.

No allocation had been made to intangible assets as Biettembe31, 2006. The Company obtained a valuation
reportof it 6 s ac q urc.svihidh determinedfthatAhe acquisition included purchased software, which is an
identifiable intangible asset. The purchased software had a market value of approximately $5,000,000 and this amount has
been allocated to pchased software from Goodwill effecti@toberl, 2007. The purchased software is being amortized
using the straightine method over its estimated useful life of 10 years.

Intangible Assets

The cost of purchased intangibles and the legal and prafeséses incurred related to patent filings and
trademarks are capitalized. Capitalized amounts are amortized to expense using thdistranghihod over the expected
useful life of the assets of three to fifteen years.

Capitalized Software Developme@osts

Capitalization of software development costs begins upon the establishment of technological feasibility and ceases
when the product is available for general release. The establishment of technological feasibility and the ongoing assessment
of recoverability of capitalized software development costs require considerable judgment by management concerning certain
external factors including, but not limited to, technological feasibility, anticipated future gross revenue, estimateit econom
life and clanges in software and hardware technologies. These software development costs were amortized using the
straightline method over a thregear period and are only those costs incurred in the development of products that are sold to
external customers andtused for internal purposes. No research and development expenses were capitalized in 2005,
2006 or 2007. These software development costs are not related to those costs incurred for the acquisition of software
products or titles. For the years 208806 and 2007, the Company spent approximately $869,000, $1,230,000 and
$1,919,000, respectively, on research and development.
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Other LongTerm Assets

Other assets include deposits for facilities, which are anticipated to be refunded to the Compaeymipatian of
the lease and deferred loan costs.

Deferred Compensation

The deferred compensation liability is related to an
deferred compensation is subject to certain terms and conditions rel&isctanned retirement Decembef008.

Other LongTerm Liabilities

Other longterm liabilities relate to deferred payments of rent expembe. total amount of base lease payments is
being charged to expense on the straigie method over the terof the lease.

Earnings Per Common Share

Basic and diluted net income per common share is presented in conformity with Statement of Financial Accounting
Standard®No. 128,Earnings Per SharéSFAS 128) for all periods presented. Basic earnings per ishiaased on the
weighted effect of all common shares issued and outstanding, and is calculated by dividing net income (loss) available to
common stockholders by the weighted average shares outstanding during the period. Diluted earnings per shateds calc
by dividing net income (loss) available to common stockholders by the weighted average number of common shares used in
the basic earnings per share calculation plus the number of common shares that would be issued assuming conversion of all
potentidly dilutive common shares outstanding. Awards of non vested options are considered potentially dilutive common
shares for the purpose of computing earnings per common share. In applying the treasury stock method to non vested options
the assumed proceedhclude the amount the employee must pay to exercise the option plus the amount of unrecognized cost
attributable to future periods less any expected tax benefits. Below is a reconciliation of the numerators and dendminators o
basic and diluted earning®r share for each of the following years:

Year endedDecember31,

2005(1) 2006(2) 2007(3)

NUMEIATOIS. ... et e e e e eaeans
Numerator for basic and diluted earnings per share:

= g Tt g1 USSP $ 1,446,700 $ 1,962,553 $ 3,642,26
DENOMINAOIS ...ttt ettt a e
Denominators for basic earnings per share:

Weighed average shares outstandiBpasic...............ccceevvvvviiiieanns 13,778,98 14,744,63 17,199,61
Dilutive potential common shares:
) (o 1e3 Qo] 0110 13U 1,663,53! 1,416,20. 834,49:
LAY =14 t= 1 g1 o] o] 255,04t
Denominator for dilutive earnings per share...........ccoccvveeieeaceennns 15,442,52 16,160,83 18,289,15
Net income per CommOoN SharL..........covcuuereiiieeece e $ 0.1C $ 0.1z % 0.21
Net income per commons shdrassuming dilution...............cccceoeeee.. $ 0.0¢ $ 01z $ 0.2C

(1) For the year ended Deceml&r, 2005, all options have been included in dilutive shares.

(2) For the year ended Deceml&dr, 2006, 100,000 options and 1,352,000 warrants have not been included in dilutiv
shares as the effect would be atitutive.

(3) For the year ended Deceml&dr, 2007, all options and warrants have been included in dilutive shares and 241,0(
options have not been included in dilutive shares as the effect would o atnte.

Recent accounting pronouncements
Effectiveatt he begi nning of the first quarter of 2007, the
for Uncertainty in Income Taxes, an interpretation of FASB Statedert 090 (fAiFI N 480) . -stetpl N 48 ¢

approach to recognizing and measurnimgertain tax positions accounted for in accordance with S¥03 0 9, fA Account
for I ncome Taxes. o0 The first step is to evaluate the ta

39



evidence indicates that it is more likely thawt that the position will be sustained on audit, including resolution of related
appeals or litigation processes, if any. The second step is to measure the tax benefit as the largest amount tha is more th
50% likely of being realized upon ultimate td&ment.

As a result of the implementation of FIN 48, the Company has not changed any of its tax accrual estimates. The
Company files U.S. federal and U.S. state tax returns. For state tax returns the Company is generally no longerasubject to t
examirations for years prior to 2003.

InSeptembe2 006, the Financial Accounting S8StabhdaridBaBoavYadl
Measurementso (AFAS 1570), which addresses how companies
val ue measure for recognition or disclosure purposes und
of FAS 157, there is now a common definition of fair value to be used throughout GAAP, which is expected to make the
measurementfdair value more consistent and comparable. The Company must adopt FAS 157 in fiscal 2008, and
management currently does not expect the impact to be material to its consolidated financial statements.

In February2006, the FASB issued SFA®.1 55, ftiagfar Gartain Hybrid Financial Instrumedtan
amendment of FASB Statemes.1 33 and 140, 0 to permit fair value remeas
that contains an embedded derivative that otherwise would require bifurcation in aceondgth the provisions of SFAS
No.133, MAAccounting for Derivative | nstr ume nNosl55anrfisgtalHe dgi n (
year 2007. SFAS 155 did not have a material impact on th

In February2007, the FASB issued SFA®.1 5 9, iThe Fair Value Option for Fi
Liabilitiesod, which permits entities to choose to hmeasur
objective is to improve fiancial reporting by providing entities with the opportunity to mitigate volatility in reported
earnings caused by measuring related assets and liabilities differently without having to apply complex hedge accounting
provisions. The statement amends SFAS.1 1 5 , ifiAccounting for Certain I nvestmer

In DecembeR006, the FASB issued the FASB Staff Position (FS®)EITF 00192, ( AFSPIQEAd)TF 00O
Accounting for Registration Payment untingfarregistateompaysnent Thi s F
arrangements. This FSP specifies that the contingent obligation to make future payments or otherwise transfer consideration
under a registration payment arrangement, whether issued as a separate agreement or inclumasi@s &f prfinancial
instrument or other agreement, should be separately recognized and measured in accordance with FASB\stdigement
Accounting for Contingencies. The guidance in this FSP amends FASB Stat®&neb®38, Accounting for Derivative
Instruments and Hedging Activities, ahbb. 150, Accounting for Certain Financial Instruments with Characteristics of both
Liabilities and Equity, and FASB Interpretatidlo. 4 5 Guarantordés Accounting and Disc
Guarantees, Including livéct Guarantees of Indebtedness of Others, to include scope exceptions for registration payment
arrangements. This FSP further clarifies that a financial instrument subject to a registration payment arrangement should be
accounted for in accordance witther applicable generally accepted accounting principles (GAAP) without regard to the
contingent obligation to transfer consideration pursuant to the registration payment arrangement. This FSP shall be effective
immediately for registration payment arrangents and the financial instruments subject to those arrangements that are
entered into or modified subsequent to the date of issuance of this FSP, or for financial statements issued for fiscal years
beginning afteDecembel5, 2006, and interim periodsthin those fiscal years.

The Company adopted FSP EITFD82 beginning in 2007. The adoption of this FSP did not have a material effect
upon the Companyés financi al Sstatement s.

In DecembeR007, the FASB issued SFA®. 141 (Revised 2007), Business Gaoimations- Revised 2007. SFAS
141 R provides guidance on improving the relevance, representational faithfulness, and comparability of information that a
reporting entity provides in its financial reports about a business combination and its effectd43RA&pplies to business
combinations where the acquisition date is on or after the beginning of the first annual reporting period beginningron or aft
Decembeil5, 2008. The Company is in the process of analyzing the effects SFAS 141R will have omfheaGoy 6 s
financial statements.

In Decembe007, the FASB also issued SFAS. 160, Noncontrolling Interests in Consolidated Financial
Statements, which establishes accounting and reporting standards to improve the relevance, comparability, andytransparenc
of financial information in its consolidated financial statements that include an outstanding noncontrolling interest in one
more subsidiaries. SFAS 160 is effective for fiscal years, and the interim periods within those fiscal years, beginning on or
afterDecembenl 5, 2008. Management of the Company does not expect the adoption of this pronouncement to have a
material impact on its financial statements.
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In February2007, the FASB issued Stateméld. 1 5 9The Fair Value Option for Financial AssetsdaFinancial
Liabilitieso ( i St aNem2Nad ) . Hd. B9 pemmisrentities to choose to measure many financial assets and
financial liabilities at fair value. Unrealized gains and losses on items for which the fair value option has been elected ar
reported in earnings. Stateméd. 159 is effective for fiscal years beginning afivemberl5, 2007. The Company is
currently assessing the impact of StatendMmt159 on its financial position, results of operations and cash flows.

2. Acquisitions

On SeptembeR2, 2006, the Company completed the acquisition of all of the issued and outstanding shares of Avalill, a
privately held provider of Wide Area Files Systems (WAFS) and Continuous Data Protection (CDP) software, for $7.65
million in cash and $® million in the form of 716,846 shares of GlobalSCAPE common stock. The Company incurred direct
acquisition costs of approximately $127,000. In connection with the acquisition, $850,000 of the cash consideration in this
acquisition was placed into an es& account for purposes of settling indemnification claims for the eighmwaenh period
following the closing. In accordance with EITF Is$ue. 99-12, Determination of the Measurement Date for the Market
Price of Acquirer Securities Issued in a PurchBssiness Combinationhe Company has used $2.79 as the per share
amount to value the common stock consideration paid to Availl shareholders (representing the average of the closing prices
of Gl obal SCAPE&6s common st oc kagfeement tatee&feptembeR2t2906)dRusuimnttoe f or e
the terms of the acquisition, the Company granted stock options to the former Availl stockholders who were also employees
under the GlobalSCARHnc. 2000 Stock Option Plan. Exercising the options utllerplan is contingent upon the

individual 8s continued employment with the Company and w

The Availl acquisition was accounted for using the purchase method of accounting. The purchase pagtavas
the SeptembeR2, 2006 closing date. The purchase price includes a provision for the former Availl stockholders to earn up
to an additional $100,000 in cash depending upon the achievement of certain revenue targets for Avalill for the third and
fourth quarters of 2006. Since the revenue targets were not attained, no additional payments were required.

Goodwill represents the excess of the purchase price over the fair value of the net identifiable assets acquired. This
premium paid for the acquisitios i s based on managementds belief that the
engineering talent were of strategic importance in the C
business is included in the consolidated statementgayhtions from the date of acquisition.

A summary of the purchase price allocation is as follows:

Availl

PUICNASE PIICE. ... .eeeiiie ittt e e

Cash Paid........cooiiie e e e e e e e $ 7,650,00

SEOCK ISSUB. ... ceeeeeeiieeeeee et e e e e e e e e eene 2,000,001

Legal and other acquisition COSES.........ccceeeeiiiiiiiiiiee e 126,93:
ACUISITION COSES..uuuuiiiiiiii it e e e e e e er e e e e e e e e e e e 9,776,93.
Net fair value of tangible assets acquired and liabilities assumed........ (123,879
Excess of cost over net fair value of tangible assets acquired.............. 9,653,05!
Purchase price adjustment in 2007...........coooiiiiiiiiicceee s 148,69¢
Adjusted access of cost oveirfaalue of tangible assets acquired and

liabilitieS ASSUMEM........uuiiiiiiiiiiiii i 9,801,75!
SOftWAre ACUINEM........uuiiiiiiiiiiiii ettt 5,000,001
Customer liSt ACQUIrEA.......eeeiiiiiiiiieei i 180,00(
Patent @COUITEM. .......uuuiiiiieiiiiiie ettt e e 26,00(
Deferred tax liability related to intangible assets.......cccccccooviiiiiiacnnn. 1,796,32
Goodwill at DecembeBl, 2007..........couvuuuiieeieieeeceeeiiieeeeeeeeeeeeeeeevaranens $ 6,392,07
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The net fair value of assets acquired and liabilities assumed of Availl at the acquisition date was as follows:

L0 1] o T PP SPR PP $ 191,27t
ACCOUNES reCeiVabIe, NEL.......coiiiiiiiie e 553,79¢
FIXEA ASSEES....ceeiiiiiiiieiee e 26,41
OtNEI ASSEES ...ttt et ettt e e et e et e e e e e e e sret et et e et e e e e e e e e e e e s e e s aammneees 13,55¢
Accounts payable and accrued eXPENSES..........uvveieeiiiiieemiiirieeeeeiiiieeee e (226,719
Deferred tax Hability............oeeiiiiiii e (71,697
DEferred MBVENUE........oeeiieiie ettt e e (362,75¢6)
Net fair value of assets acquired and liabilities assumed...........cccceevveeeee $ 123,87

Intangible assets represent amounts aeduim the acquisition of Availlnc. as consist of the following as of
DecembeBl, 2007:

GrossCarrying Accumulated
Amount Amortization Life (Years)

Amortized intangible assets:

Software acquired...........cccceeeveeeeereieennnn. $ 5,000,000 $ 125,00( 1C

Customer list acquired.........ccccoeeeeeeereenenns 180,00( 9,00( 5

Patent acquired...............oooeeiiiiiieene e, 26,00( 36C 18
TOtAl i $ 5,206,000 $ 134,36(
Estimated Amortization Expense................

For Yearended 12/31/2008...................... $ 537,44

For Yearended 12/31/2009...................... 537,44

For Yearended 12/31/2010Q...................... 537,44

For Yearended 12/31/2011...................... 537,44

For Yearended 12/31/2012...................... 528,44

Thereafter......ccooovevveveeeeiiiieee e, 2,393,422
Lo ] = | $ 5,071,641

The following unaudited pro forma finantiaformation presents the results of operations for the years ended
DecembeB1, 2005 and 2006 as if the acquisition had occurred at the beginning of each period presented. The pro forma
financial information has been adjusted for the effect of intemdtqn the term loan. The pro forma financial information
for the combined entities has been prepared for comparative purposes only and is not indicative of what actual results would
have been if the acquisitions had taken place at the beginning of eaxhgresented, or of future results.

Year Ended December31,
(in thousands,exceptper sharedata) 2005 2006
Pro forma net revenuES...........cooevvveeiiiviceeeeeene, $ 7,981 $ 12,08¢
Pro forma net inCome.........co.oeeeieiiiiiniceeeieeeeen, 89t 1,66¢
Pro forma net income per share:
BaASC . e $ 0.0e $ 0.11
DIlULEA.... e et $ 0.0e $ 0.1C

3. Accounts Receivable

Accounts receivable, which are primarily from sales of software licenses, are presented net of an allowance for
doubtful accounts. The act iubtful acgountsffor thelyears Enoledqembed162605,al | o wa
2006 and 2007 is presented in the following table:

Balanceat Chargedto Balance
Year Ended Beginning Income or End of
31-Dec of Period Expense Deductions(1) Period
2005, $ 10,19 $ 8,231 $ (6,159 $  12,27¢
2006 ..., $ 12,270 $ 4821 $ (1,029 $  59,45¢
2007 .. e $ 5945t $ 128,81t $ (75,079 $ 113,20:

(1) Represents amounts written off as uncollectible accounts receivable.
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4, Debt

On Septerber22, 2006, the company obtained a $5,000,000 term loan from Silicon Valley Bank. The term loan
was used to finance part of the cash portion of the purchase price of the Availl acquisition. The initial interesbféte is 9.
and is subjecttochange isée b anko6s prime rate changes. I nterest and pr
installments on the first day of each calendar month begir®atgberl, 2006. The Companyade a $3.2 million
repayment under the term loanJanuary2007 plus a $0./illion repayment irfFebruary2007. There was no loan balance
atDecembeBl, 2007.

The Loan Agreement contains customary covenants including covenants relating to maintaining legal existence and
good standing, complying with applicable laws, deliverfirdncial statements, maintenance of inventory, payment of taxes,
maintaining insurance, and protection of intellectual property rights. GlobalSCAPE and its subsidiaries are also prohibited
from selling any of their assets other than in the ordinaryseoof business, acquiring any other entities, changing the types
of business they are engaged in, incurring indebtedness other than that permitted by the Loan Agreement, incurring any liens
on their assets other than those permitted by the Loan Agreemakihg certain investments or paying any dividends on, or
acquiring, any shares of their capital stock. The Loan Agreement contains two financial covenants. GlobalSCAPE and its
subsidiaries must maintain:

e aratio of(A) EBITDA less the sum dfi) cashtaxes paid andi) nonfinanced capital expenditures
(excluding norcash stock options and taxes already accruedB)tthe sum ofi) principal plus
(i) interest paid to Bank, of at least 1.5 to 1.00; and

e a ratio of total funded debt to EBITDA abt more than 2.00 to 1.00.

The loan agreement also contains customary events of default including the failure to make payments of principal
and interests, the breach of any covenants, the occurrence of a material adverse change, certain bankrsphkegrand in
events, the breach of other agreements creating indebtedness of $50,000 or more and the entry of a judgment of $50,000 or
more against GlobalSCAPE or any of its subsidiaries. The Company failed the first of the two covdDectsrite31,
2006 and obtained a waiver from the Bank. The Company is in compliance with all of its debt covelztsrabell,
2007.

The loan agreement provides for a $750,000 revolving credit facility. The entire amount of the revolving credit
facility remains availald . Borrowings under the revolving credit facil
and mature oseptembeR2, 2008. Interest payments are due on the first day of each calendar month. The revolving credit
facility is secured by substaally all of the assets of GlobalSCAPE and its subsidiaries.

5. Commitments and Contingencies
Operating Leases

Minimum future lease payments on rcaincelable operating leases for office facilities are as follows for the years
endingDecembe1:

2008....cccciiiiiiiieieieiiie, $ 578,18:
2009......cciiiiiieiiie, 606,46!
{0 1 O T 538,58°
2011 .. 551,01!
2012, 565,67(
Thereafter..........cccoee... 3,823,26:
Total....ooovveeeeeeeeeeeee $ 6,663,18

Operating lease expense amounted to approximately $179,000 in 2005, $188,000 in 2006 and $235,000 in 2007.
Contingencies

The Company from time to time may be involved in litigation relating to claims arising out of its ordinary course of
business.There are no pending claims against the Company that would have a material adverse effect on the financial
statements of th€ompany.
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6. Income Taxes
The provision for income taxes on income before income taxes consists of;

Federal State Total

2005 it

U] (=Y o SO $ 9,981 % a $ 9,981

Deferred.........coovvvviiveiiiiiie e o) o)

TOtAlceieiiieeeeeeeeee e $ 9,981 $ a $ 9,981
2006 11

CUIMEBNT. .ottt $ 1,000,08 $ 3,53 $ 1,003,61

Deferred.........cooovviiiveiiiiice e o) o) o]

TOtAlceieiiieiceeee e $ 1,000,08 $ 3,53 $ 1,003,61
2007 it

CUIMEBNT. et $ 1,853,996 $ 114,050 $ 1,968,02

Deferred.........coooviiiveeiiiiiiee e 314,90! o) 314,90!

TOtAlcieiiieiieee e $ 2,168,87. $ 114,050 $ 2,282,92

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets
and liabilities for financial reporting purposes and the amounts used for income tax purposgga@igomponents of the

Companybs deferred tax assets and I|liabilities are
2005 2006 2007
Deferred tax liabilities:
Cash method to accrual adjustment..................... $ 0 $ (9188) $  (4594)
Intangible assets............ccooe i, o} 0 (1,750,63)
Depreciation.........cccccvvviiiiieeeieieeeeennnrnrersreeee e 0 0 (3,427)
Total deferred tax liabilities.............ccoceeeeevvvieennee. $ o $ (91,889 $ (1,800,000
Deferred tax assets:
AcCrued EXPENSES.......cccvvviuiiiiieieeeeceeiaieieeaeeaaaeenns 14,82¢ 20,32¢ 34,58
Allowance for doubtful accounts................cooouunn... 4,177 20,21¢ 38,48¢
Deferred compensation..............ceeeveeveeveeeeevvnnnnnn. 4,121 17,84¢ 56,33¢
Depreciation and amortizatian....................cceeee. 28,86. 7,491 0
Net operating loss carryforwards............ccceeeeennne 0 34,72¢ 0
Total deferred tax asSets.......ccocevvvveeeeeevvvemccieeeeeeen, 51,98: 100,60t 129,41
Valuation allowance for defexd tax assets.............. o] o] o}
Net deferred tax liabilities.............cccccovviviieeeeeennes $ 51,98: $ 8,72¢ $ 1,670,59

The net deferred income tax liability is classified in the balance sheets as follows:

2005 2006 2007
CUITENT ASSEIS. ...ttt e e $ 51,98 $ 8,72¢ % 80,04«
Long term liabilities.............ceveieeiiiiiiiiccciiiiieenee, o} o} (1,750,63)
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A reconciliation of income tax expense and the amount computed by applying the statutory federal income tax rate
(34%) to income before income taxes is as follows:

2005 2006 2007
Taxes compied at federal statutory rate.................. $ 49491 $ 1,007,28 $ 2,014,56
Increases in taxes resulting from:
State taxes, net of federal benefit..............cceeee.. 703 2,33: 75,27¢
Other nordeductible expenses.............ccccecvvves 5,65: 2,14z 19,71t
Chang in valuation allowance.................cccccvvveee (484,85) o} o}
Researcl& Development Credit............occvveeeeennns (20,000 17,167
Amortization of intangible Assets..........ccccvveeenn. o} o} 45,68:
Prior period adjustment for EIE Exclusion,
Researcl& Development Credit and Amended 1
REIUMNS. ...t o} o} (130,97¢)
Stock based compensation.................oeeeveeceee. o} 0 325,92!
(@1 01T PP (6,437) 1,85¢ (38,74
TOLAl e $ 9,981 $ 1,00361 $ 2,282,92

7. Employee Benefit Plan

The Company has a 4() plan that covers substantially all employees with at Isiasnonths of service. Under
the plan, employees may elect to contribute a percentage of their annual salary subject to the Internal Revenue Code
maximum limitations. The plan provides for employer matching and discretionary contributions, the arhalnth are to
be determined annually by the Board of Directors. The Company made contributions to the plan of $15,864, $16,296 and
$27,523 for the years endBdcembeB1, 2005, 2006 and 2007, respectively.

8. Stock Options and Stock Based Compensation

GlobalSCAPE has stodkased compensation plans available to grant incentive stock options to employees. Under
the GlobalSCAPEInc. 2000 Stock Option Plan (the Plan), which was approved by the Board of Directors and became
effective onMay 17, 2001, a mdmum of 3,660,000 shares of GlobalSCAPE common stock may be awarded. Through
DecembeB1, 2007 options have been granted for approximately 2,780,000 shares, net of granted and cancelled. There are
approximately 880,000 shares available for grant unde2@é Plan.

The exercise price, term and other conditions applicable to each stock option granted under the Plan are generally
determined by the Board of Directors. The exercise price of stock options is set on the grant date and may not bbdess than t
fair market value per share of our stock on that date. The options generally become exercisable owsa fheged and
expire after ten years.

There was $497,895 of compensation cost related to stock options recognized in operating resultarietidege
DecembeBl, 2006, and $937,546 recognized in 2007.
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The following table summarizes information about stock option activity through the yearedeabel1, 2007.

Weighted Weighted Average Aggregate
Number of AverageExercise Remaining Contractual Intrinsic
Options Price Term (years) Value ($M)
Outstanding at Decemb8d., 2004......... 1,970,07 $ 0.24 6.5C o}
2005..... s
Granted.........covveeeeiiiiiieeiieeeeeie e, 469,00( 0.32
EXPIred.....ccoooiiiiiiiiieeiieeeeee e 20,00( 0.1¢€
EXEercised.......ccoveeeieiiviiiiieiieeeeeeeeee, 24,90( 0.3¢
Outstanding at Decembad, 2005......... 2,394,17 % 0.2t 6.5C $ 2.0¢€
20086.......ceiieeeee s
Granted.....cccvvvvvieeeeiiicee e, 935,00t 2.81
EXercised............coevviiiniiiieeen e, 623,18: 0.0t
Lapsed or canceled................cceeeennee 225,35( 1.47
Outstanding at Decembad., 2006......... 2,480,64 % 1.1¢ 728 $ 43¢
2007,
L€ =1 ] (= To 456,00( 3.4k
EXEercised........cooeevieiiviiiiiiieeeeeeeee, 1,067,07 0.64
Lapsed or canceled.............cceeeeeeenneee 135,03 3.07
Outstanding at Decembad, 2007......... 1,734520 $ 1.94 764 $ 6.17
Exercisable at Decemb8i, 2007.......... 722,98 $ 0.9t 6.74 $ 3.2¢

The weighted average fair value of options granted during the year BedethbeB1, 2007 was $2.64. The total
intrinsic value of options (which is ¢hamount by which the stock price exceeded the exercise price of the options on the date
of exercise) exercised during the year endedembeB31, 2007 was $3,694,476. During the year eridecembeB1, 2007,
the amount of cash received from the exercfs#ark options was $681,656. The following table summarizes information
about nonvested stock option awards aBetembeB1, 2007 and changes for the year.

Number Weighted Average

Of Grant Date

Options Fair Value
Non-vested at Decemb@&fl, 2006..........cccoeeeeeeeiiiiiiiieeeeeeieeeeinnns 1,180,588 $ 1.52
LT =101 (=To [ 456,00 $ 2.64
RV =53 o SR (490,00) $ 152
FOrfeIted. ... e (135,03) $ 2.6(
Nonvested at Decemb@l, 2007..........cccoeevvveeeieeieercieeeeeeeennn, 1,011,54 $ 2.22

At DecembeB1, 2007, there was $1,504,345 of total unrecognized compensast related to newested stock
option awards which is expected to be recognized over a weightrdge period of 3 years. There were 490,004 options
that became vested during the year erldedembe1, 2007.

The following table shows informatiorbaut outstanding stock options¢cembeB1, 2007.

Options Outstanding Options Exercisable
Weighted
Average Weighted Weighted
Remaining Average Average
Rangeof Options Contractual Exercise Number of Exercise
ExercisePrices Outstanding Life Price Options Price
$.01- $1.0( 675,46: 64 $ 0.2¢ 518,48: $ 0.2¢
$ 1.01- $2.0( 100,00 7€ % 1.1C 33,000 $ 1.1C
$ 2.01- $3.0( 210,00( 8C $ 2.72 69,30 $ 2.72
$ 3.01- $4.2¢ 749,06 87 $ 3.32 102,20 $ 3.11
1,734,52 7€ $ 1.94 722,98" $ 0.9t
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9. Common Stock and Warrants

OnNovemberl3, 2006, the Company entered into a securities purchase agreement with accredited investors, who
paid us an aggregaté $3.4 million in gross proceeds in consideration for 1,352,000 shares of our common stock at a price
of $2.50 per share. The Company also granted warrants to purchase 1,352,000 shares of our common stock to the investors
with an exercise price of $3.1&r share.

The warrants have ayear term and will be exercisable beginnigy 15, 2007.As part of the securities purchase
agreement the Company was required to file a registration statement to register the common stock and warrants. This
registration was declared effective @pril 15, 2007.

During 2007, the Company issued 35,000 common shares in exchange for warrants for 85,000 shares on a net share
settlement for which the company received no proceeds.

There is an adjustment provision in whickth war r ant 6 s exerci se price can be
(which could reduce cash proceeds by $459,680 to $3,799,120) in the event tHdofremberl3, 2006 (the closing date)
to six months later (dvlay 13, 2007) the Company issues or is deerndédgdue additional shares of Common Stock for a
consideration per share less than the Exercise Price in effect immediately prior to the issuance of such shares, the Exercise
Price shall be reduced by the Company to the price equal to the consideratbarpeleceived or receivable.

10. Quarterly Financial Information (unaudited)
Fiscal Year 2006
1stQuarter 2nd Quarter 3rd Quarter 4th Quarter

TOtal FEVENUES.......ooeiieieeeeeeeeee e $ 2,41492. $ 2,445,32 $ 2,603,231 $ 3,510,19
Total Operéing eXPENSES.......cccovvveeeiiuieeeiiieeereeeecieee e $ 1,60551 $ 1,723,390 $ 1,792,000 $ 2,819,50
Other INCOME (EXPENSE).....vvvieeeiiiiiiie e e e e eeirere e $ 1435 $ 2290: $ 21,41: $ (125,77

Net income (loss) before provision for income taxes. $ 823,75¢ $ 74483 $ 832,64. $ 564,91
NEet iNCAME (I0SS).....eeeiiiiieeiiie et $ 548,93. $ 500,05¢ $ 538,088 $ 375,45¢
Net income (loss) per share:

BaSIC. . evviiiee ettt $ 004 $ 0.0: $ 004 % 0.0z

D101 1= o P SOUPRR $ 0.0: % 0.0: $ 0.0 % 0.0z
Weighted average shares outstanding:

BaSIC. . evviiiee ettt 14,284,34  14,379,06 14,484,31 15,821,57

D101 1= o P SOUPRR 15,971,01 15,081,66 15,891,29 17,251,21

Fiscal Year 2007
1stQuarter 2nd Quarter 3rd Quarter 4th Quarter

TOtal FEVENUES.......cevvveviiie e eeeeeeee et $ 3,623,14 $ 6,418,02! $ 3,900,301 $ 4,418,86!
Total operating EXPENSES........cccvvveereereiiieeniiieeeeeeeneeeens $ 2,826,21° $ 3,233,71' $ 3,098,060 $ 3,304,35
Other INCOME (EXPENSE)....uvvvieeeiiiiiiieeeeieeeeeeiieee e e e e $ (62,90) $ 9,747 $ 4154 $  38,82!

Net income before provision for income taxes............ $ 734,02¢ $ 3,194,040 $ 843,77 $ 1,153,34
NEt iNCOME (I0SS)...vvvveeiiiiiiiiieeiiieeniier e e $ 473,21« $ 2,11487 $ 702,87 $ 351,30(

BaASIC..eeeeieeeeeeeeeeee e, $ 0.0 $ 01z $ 004 $ 0.0z

DIlUtEA ... $ 0.0 $ 01z $ 004 $ 0.0z
Weighted average shares outstanding:

BaASIC.....coviiiiiciee e 17,183,55 17,204,92 17,161,51 17,293,94

DIlUtEA ... 17,972,11 18,036,35  18,108,82 18,872,91

11. Subsequent Events

In March2008, we announced the retirement of our ilezg and Chief Executive Officer, Charles R. Poblering
the fall of 2007, the Board of Directors began having discussiondvritRoole, relating to his potential retirement or
reduction in his dayo-day role aDecembe1, 2008, when his currentmivact expires, and the necessary steps for
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succession of the CEO positioht. this time, the Board also began focusing on some letager projects designed to
continue the Companyo6s growth and pr of inésawilibkdepepdentgen b el i
our ability to improve our current products and to introduce new products, through research and development, innovations by
our employees, strategic partnerships, and acquisitidas result of the longer term nature of B @ ar d6s ar eas of
2008 andMr.Pool eds wi shes, it became apparent to the Board t heé
shareholders thaflr. Poole not spearhead our more prodiocused initiatives if he were not availalib see them through
implementation. As a result, darch7, we accepter.Pool eés deci sion to retire early.
named interim President and we began to accelerate the seavbhfo ol e6s repl acement .

OnMay 22, 2007, te Company announced that its Board of Directors authorized the repurchase of up to $3 million of the
companyb6s outstanding common shares. The repurchase pl an
dilutive effect odtion@lane. bhe kst&kCrapRrEndse aushoriaatidn has an expiration dédg 22,

2008 with the repurchase activity tied to such factors as cash generation from operations, current stock price, and other
factors. GlobalSCAPE may repurchase shares from tintime on the open market or in private transactions, including

structured transactions. This program may be modified or discontinued at any timelafnoarmyl, 2008 througtMarch 19,

2008, the Company spent $978,382 under this program to acquie@@, s hares of the companyos
stock. Since the inception of the program, the Company has spent $1,505,884 under this program to acquire 423,581 shares
of the companyés outstanding common stock.

12. Restatement of Financial Statements

The Company has restated its 2007 financial statements from the amounts previously reported by the filing this amended
Annual Report ofrform10-K. The restatements include adjustmgajgo record a deferred tax liabilitgh) to decrease
previously recordedeferred tax asse(s) adjust income taxes arfd) adjust additional paid in capital. Following is a
summary of the restatement adjustments:

As As
Reported Adjustments Restated
2007 Summary Balance Sheet..........ccccoiiiiiiiceniiieie e
CUITENT ASSELS. ... it eeeee et e et e e et e e e e e e eeeees $ 7,65804< 817,34. $ 8,475,388
Property and equipment (NEL).........ooouueieieiiieeeniieee e 262,74! o} 262,74!
Intangible assets, NeL...........viiiii e 5,071,64i 0 5,071,64i
(€ ToTo o 11 1| PR PERR 4,595,75! 1,796,32! 6,392,07!
Deferred tax asSSeL.......oovuuiiiiiiiii e cceeie e 440,63: (360,589 80,04«
OthEI ASSEIS....iiiiiiiiiiie ettt e e et eneee e e e e s eeaeesane 79,96° 0 79,96"
TOtAl ASSEES..ceiiiiiiiiiiii ettt $ 18,108,78 $ 2,253,07! $ 20,361,85
Current Liabilities
ACCOUNLS PAYADIE..........oeiiiiiiiicie e $ 329,81 0 $ 32981
ACCTUEA EXPENSES .. .uuviiiiirirerieeeieeteeeetrrtrrrrrrrreereasaeaeesamanrereeaess 742,94¢ o} 742,94¢
Deferred reVENUE.........coviiii i 2,329,11 0 2,329,11°
Total current liabilities..........c.ovvviiiiiiiie e, 3,401,88 o} 3,401,88
Longterm HabilitieS.........cueiiiiiiiiree i iceeeree e 119,71: o} 119,71:
Deferred tax liability............uuvuiiiiiiiiiii e o) 1,750,63 1,750,63
Stockhol dersé equity
Preferred StOCK. ... ..t o} o} o}
(070]1 01 aT0] ] (0 1o3 <P 17,42 o] 17,43:
Treasury STOCK. .....c.uueiiii e (527,399 o} (527,39Y)
Additional paid in capital...........occveeiiiiiiii e 7,981,62i 782,68( 8,764,30i
Retained @arningS.........oouuaeaiiiiiiiic e 7,115,53! (280,24 6,835,29
Total Iliabilities..and..st.ockh $ 1810878 $ 225307 $ 20,361,85
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As As

Reported Adjustments Restated
2007 Summary Consolidated Statement of Operatians...................
Software Product REVENUES............ccocvvieiiieeeie e $ 14,826,19 $ o $ 14,826,19
Maintenance and support (net of deferred revenues)................... 3,534,14. o) 3,534,14.
Total REVENUES. ...ttt et e 18,360,34 18,360,34
OPperating EXPENSES.....uuuviieiiiiirireeesieeseettreeeesasstreeeessamneeeennssees
Cost of revenues (exclusive of depreciation and amortization shc
seperately BeIOW).........ccvvviiiiiiiiii e 250,43¢ o} 250,43¢
Selling, general and administrative eXpenses............cccccvvvvvieennn. 10,049,43 o} 10,049,43
Research and development EXPENSES........uuvvereereeieeeecivvrneeeeeeeenns 1,919,25. o} 1,919,25
Depreciation and amortization..............ccccvvvirimeeinsieeseeeeineeneenee 279,57. 0 279,57.
Total operating EXPENSES........ccceevieeieiiieeee e e e s s e 12,498,69 12,498,69
Income from OpPEerationS............oooeviiiiiiciiere e 5,861,64! 5,86164¢€
Other iINCOME (EXPENSE).......cuvuiuiiiiieieeeeeeeeri e ie e e e e e e e eeeeeieemaneees 63,54¢ o} 63,54¢
Income before iINCOME taXeS......ccoocevieeiiiiieeie e 5,925,19! 5,925,19!
INCOME taX PrOVISION....cciiiiiiiieeeee et ee e 2,002,68! 280,24 2,282,92!
N A Te0) 1 0 L= T $ 3,922,500 $ (280,24) $ 3,642,26
Basic per COmMmON SME...........ceiiiiieeeieiieiieeee e eren $ 0.2t $ 0.21
Diluted per common Shar€...........cccvevuieiirerenie e $ 0.21 $ 0.2C

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
None.

Item 9A (T). Controls and Procedures

Conclusion Regarding the Effectivenessf Disclosure Controls and Procedures

During a test by our independent auditors, PMB Helin Donovan, L.L.P., the independent auditors noted some
inconsistencies in the method that was used to account for stock option compensation expense which hadreedymae
third party firm hired to help us prepare our federal income tax refitlie. Company decided that in order to thoroughly
investigate the matter it should hire a new independent tax preparation firm to assist in the investigation of the proper
treatment of stock based compensation. In addition, as part of the engagement the new firm was tasked with reviewing the
entire tax provision calculation appearing in the Compan
based compension expense had previously not been treated properly for tax purposes and also that appropriate deferred tax
balances had not been established for the intangible assets acquired with Availl. Based upon these discoveries, we evaluated
the design and opation of our disclosure controls and procedures &ectmbeB1, 2007 to determine whether they were
effective in ensuring that we disclose the required information in a timely manner and in accordance with the Securities
Exchange Act of 1934, as amendedthe Exchange Act, and thdesand forms of the Securities and Exchange
Commission.Management, including our principal executive officer, supervised and participated in the evalQation.
principal executive officer and principal financial offic@ncluded based on their review that:

e We had previously not treated the recorded stock compensation expense as a permanent difference when
reconciling book income with taxable income which would have increased our income tax expense.

e We had previosly not taken the appropriate deductions allowed when an employee exercised his or her stock
options and then subsequently sold the shares of stock.

e The appropriate deferred tax liabilities were not calculated and booked at the time of the Availiacduis
2006.

Our review was concluded #ugust2008, after the filing of our & for the 2007 fiscal year and after the filing of our
10-Q for the quarter endddarch31, 2008 but before the filing of our 4D for the quarter endetine30, 2008. As a result
of our evaluation, we concluded that our yearend financial statements for 2007 would require approximately a $2.2 million
increase in total assets in our balance sheet and an increase in the income tax provision of approximately $280,000 on our
income statement-ollowing discussions regarding the matter with our independent auditors and our audit committee the
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amounts of the adjustment were deemed to be material based on quantitative factors by our independent auditors, but were
not deemed to bmaterial based on qualitative factotdowever, in order to provide the utmost transparency with respect to
our financial statements we decided to restate voluntarily our financial results for the yeabeoeethe31, 2007.

Subsequent to the end okteecond quarter of 2008, we also corrected our controls and procedures. The correction to
our controls and procedures was accomplished by hiring a new third party firm to assist in the preparation of our federal
income tax returns as well as a more thgtoreview of the tax schedules by internal accounting staff. Additional
procedures have also been added to keep track of when employees exercise their stock options and when and if they
subsequently sell the stock within a year of exercise.

Based uponhte corrective action taken, our restatement of our 2007 financial results through the filing of a report on
Form10-K/A, and the fact that corrections were made to subsequent financial results prior to their public disclosure, our
principal executive offier and principal financial officer were able to conclude that our financial statements for our year
endedDecembeBl, 2007, as included in our reportBorm 10-K, as amended, and the subsequent fiscal periods covered by
our quarterly reports oRorm10-Q, as amended, fairly present in all material respects the financial condition, results of
operations and cash flows of GlobalSCAPE.

As of the end of the period covered by this report, our principal executive officer and principal financial officer carried
out an evalwuation of the effectiveness of Global SCAPEOGS
Exchange Act of 193Rules13a15(e)and 15d.5(e)) and concluded that the disclosure controls and procedures, as corrected
in connetion with the review discussed above, were effective and designed to ensure that material information relating to
GlobalSCAPE which is required to be included in our periodic Securities and Exchange Commission filings would be made
known to them by othensithin those entitiesThere were no changes in our internal controls over financial reporting during
the period covered by this report that could materially affect, or are reasonably likely to materially affect, our financial
reporting.

There were no @nges in our internal control over financial reporting during the last fiscal year and/or up to and
including the date of this filing that we believe materially affected, or are reasonably likely to materially affeceroat int
control over financial ngorting, except for improvements in the internal controls to strengthen the process of calculating and
reporting deferred taxes and stock compensation expense.

Managements Report on Internal Control Over Financial Reporting

Our management is responsifide establishing and maintaining adequate internal control over financial reporting,
as such term is defined in Exchange Reles13a15(f) and 15d15(f). Under the supervision and with the participation of
our management, including our Chief Executiiicer and Chief Financial Officer, we conducted an evaluation of the
effectiveness of our internal control over financial reporting d3eafembeB1, 2007 based on the framework in Internal
Controb Integrated Framework issued by the Committee of Spamg@rganizations of the Treadway Commission
(COSO0). Based on that evaluation, our management concluded that our internal control over financial reporting was effective
as ofDecembeBl, 2007.

Because of its inherent limitations, internal control oveairfitial reporting may not prevent or detect misstatements.
Therefore, even those systems determined to be effective can provide only reasonable assurance with respect to financial
statement preparation and presentation.

This annual report does not include attestation report of our registered public accounting firm regarding internal
control over financi al reporting. Management s remport w
pursuant to temporamylesof the Securitesmd Exchange Commi ssion that permit us
in this annual report.

There were no changes in our internal control over financial reporting, other than those mentioned above, during the
last fiscal year and/or up to and inclngithe date of this filing that we believe materially affected, or are reasonably likely to
materially affect, our internal control over financial reporting.

None
Item 9B. Other Information

None.
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PARTIII
Iltem 10. Directors, Executive Officers andCorporate Governance

The information called for by Item 10 6brm10-K as to Directors is incorporated herein by reference to such
information included in our Proxy Statement for the 2008 Annual Meeting of Stockholders to be beteebn2008 under
the caption AEl ection of ParlofthisFormi0K. Dhe infétrhasiom called for by ltem i@ o4 A o f
Form10-K as to compliance witBection16(a) of the Exchange Act is incorporated herein by reference to such information
included n our Proxy Statement for the 2008 Annual Meeting of Stockholders to be hélmhef, 2008 under the caption
AfExecutive Officers. o

GlobalSCAPE has adopted a Code of Ethics that applies to all its employees, including its President (its chief
executive fficer) and its Vice President of Finance and Operations (its chief financial officéshal SCAPE will provide a
copy of its Code of Ethics to any person without charge upon written request to:

David L. Mann
President
GlobalSCAPEInc.
4500 LockhiltSdma, Suite150
San Antonio, Texag8249

ltem 11. Executive Compensation

The information called for by Item 11 6brm10-K is incorporated herein by reference to such information
included in our Proxy Statement for the 2008 Annual Meeting of Stockhdtrlbesheld odunel, 2008, under the caption
AExecutive Compensationo except for t ho ReporfoakExecativeunder t h
Compensationo.
Item 12. Security Ownership of Certain Beneficial Owners and Management and Relatl Stockholder Matters

The information called for by Item 12 8brm10-K is incorporated herein by reference to such information
included in our Proxy Statement for the 2008 Annual Meeting of Stockholders to be eidedn 2008, under the caption
iSeur ity Ownership of Certain Beneficial Owners and Manag
Iltem 13. Certain Relationships and Related Transactions, and Director Independence

The information called for by Item 13 Bbrm10-K is incorporated herein by reference to such information
included in our Proxy Statement for the 2008 Annual Meeting of Stockholders to be Heldedn2008, under the caption
ACertain Relationships and Rel adbd@BdaTrdan naetpiecondentasmd AEI
Item 14. Principal Accountant Feesand Services.

The information called for by Item 14 6brm10-K is incorporated herein by reference to such information

included in our Proxy Statement for the 2008 Annual Meeting of Stockhdtlbesheld ordunel, 2008 under the caption
APri ncciopuanit amct Fees and Services. o0
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PART IV

Item 15. Exhibits, Financial Statement Schedules

(@)(1)

Financial Statements and Schedules

The following financial statements of GlobalSCARIS. are included in Item 8:

Consolidated balance sheétsDecembeB1, 2006 and 2007

Consolidated statements of operatiénsyears ended Decemb@t, 2005, 2006 and 2007
Consolidated st at e meodnYearsanded Betembodk, R0D3, 2086rasd®00& q u i t
Consolidated statents of cash flon& Years ended Decembat, 2005, 2006 and 2007

Notes to consolidated financial statemaht®ecembel, 2007

(2) Schedules not listed above have been omitted because they are not applicable or required, or ttiennforma
required to be set forth therein is included in the Financial Statements or Notes thereto.
(3) Exhibits

Exhibit

Number Description

3.1 Amended Restated Certificate of Incorporation (Filed as ExBilbito FornB-Kfiled Novemberl7, 20®).

3.2 Amended and Restated Bylaws of the Company effective as of Nova@l2006 (Filed as Exhib&.2 to
Form8-K filed Novemberl7, 2006).

4.1 Specimen of Stock Certificate (Filed as Exhibit to Annual Report on Fort0-K filed April 2, 2001).

4.2 Registration Rights Agreement dated Novenit&r2006 by and between GlobalSCARE,. and the Purchase
signatory thereto (filed as Exhibitl to FornB8-K filed Novemberl7, 2006)

*10.1 1998 Stock Option Plan as amended M&8y1999 (Filed as Exhib#.2 to Forml0 filed May12, 2000).

*10.2 2000 Stock Option Plan dated M8y2000 (Filed as Exhib#.3 to FormilO0 filed May12, 2000).

*10.3 Formof 1998 Stock Option Plan Rights Termination Letter Agreement of Dietdohgree Not to Claim Any
Right of Adjustment dated Februaty 2000 (Filed as Exhib#.6 to Forml0 filed May12, 2000).

*10.4 Formof 1998 Stock Option Plan Rights Termination Letter Agreement for Employees and Consultants tc
Options datd Februaryg, 2000 (Filed as Exhib#.7 to Forml0, filed May12, 2000).

*10.5 Formof 1998 Stock Option Plan Rights Termination Letter of Officer to Agree Not to Claim Any Right of
Adjustment dated FebruaBy 2000 (Filed as Exhib#.8 to FormL0Ofiled May 12, 2000).

*10.6 Formof 1998 Stock Option Plan Rights Termination Letter Agreement of Officer to Agree Not to Exercist
Options dated FebruaB; 2000 (Filed as Exhib#t.9 to Forml0 filed May12, 2000).

*10.7 Formof 1998 Stock Optin Plan Reinstatement and Adjustment Letter for Employees dated DeceimRe00
(Filed as ExhibitL0.17 to Annual Report on Forh®-K filed April 2, 2001).

*10.8 Formof Release and Indemnity Agreement between GlobalSChieEand Employees dated Decemb@r
2000 (Filed as Exhibit0.18 to Annual Report on Forh®-K filed April 2, 2001).

10.9 Commercial Lease Agreement between ACLP University Park S.AHIl,and the Company dated Apt,

1999 (Filed as Exhibit0.1 to Forml0 filed May12, 2000).
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*10.10 Release and Indemnity Agreement between GlobalSCAeEand Sandra Poaclehristal dated Apri, 2001
(Filed as ExhibitL0.17 to Annual Report on Fo 10-K filed April 1, 2002).

*10.11 Formof Incentive Stock Option Agreement under GlobalSCAIRE., 2000 Stock Option Plan (Filed as
Exhibit 10.21 to Annual Report on Forh®-K filed April 1, 2002).

*10.12 Employment Agreement between Glob@SPE, Inc. and Charles R. Poole dated effective dulg005 (Filed a:
exhibit 10.1 on Form3-K filed June20, 2005).

*10.13 Incentive Stock Option Agreement between GlobalSCARE,and Charles R. Poole dated JBe 2005 (Filed
as Exhibit10.2 onForm8-K filed June20, 2005).

10.14 Securities Purchase Agreement dated NoverhBeP006 by and among GlobalSCAR., the Stockholders
named in Schedule | thereto and the Purchasers named therein (Filed aslBxhitmitForn8-K filed
Novembe 17, 2006).

10.15 Formof Common Stock Purchase Warrant (Filed as ExAibi2 to Forn8-K filed Novemberl7, 2006).

10.16 Loan and Security Agreement dated Septer@Be2006 by and between GlobalSCARE,. and Silicon Valley
Bank (filed asExhibit 10.1 to FornB-K filed SeptembeR7, 2006).

*10.17 Formof Non-Qualified Stock Option Agreement under the GlobalSCARE, 2000 Stock Option Plan (Filed :
Exhibit 10.2 to FormL0-Q filed Novembed 3, 2006)

*10.18 GlobalSCAPE]Nnc. 206 NonEmployee Directors Londerm Equity Incentive Plan (Previously filed as
Exhibit 10.1 to Current Report on For8K filed Juneb, 2007).

*10.19 Formof Non-Statutory Stock Option Agreement under GlobalSCARE, 2006 NorEmployee Directors Long
Term Equity Incentive Plan (Previously filed as Exhitit1 to Fornil0-Q filed Novembetn 4, 2007).

*10.20 Formof Employment Agreement for Executive Officers at Vice Presitiardl and above (Previously filed as
Exhibit 10.1 to Current Report oroFm 8-K filed January7, 2008).

14.1 Code of EthicgPreviously filed as Exhibit 14.1 to Form-K0filed March 27, 2008)

23.1 Consent of PMB Helin Donovan, LLP (filed herewith).

31.1 Rule13a14(a)/15d0 14(a)Certification ofDavid L. Mann, President (filed herewith).

32.1 Certificate pursuant to 18 U.S.C. Sect8b0, as adopted pursuant to Sec866 of the Sarbanedxley Act of

2002. (filed herewith).

* Management Compensatory Plan or Agreement
Signatures
Pursuant to theequirements oBection13 or 18d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, in San Antonio, Texas on
August28, 2008.
GlobalSCAPE, Inc.
By: /s/ David L. Mann

David L. Mann
President

Pursuant to theequirement®f the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant in the capacities indicatédgust28, 2008.
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Signature Title

/s/ Thomas W. Brown Chairman of the Board and Director
Thomas W. Brown

/s/ Charles R. Poole Director
Charles R. Poole

/s/ David L. Mann President and DirectoP(incipal Executive Officer
David L. Mann and Principal Financial Officer)
/s/ Phillip M. Renfro Director

Phillip M. Renfro

/sl Frank M. Morgan Director
Frank M. Morgan
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