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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
Form 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2005
Commission file number 0-26123

ONLINE RESOURCES CORPORATION
(Exact name of registrant as specified in its charter)

Delaware 52-1623052
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification Number)
4795 Meadow Wood Lane, Suite 300 20151
Chantilly, Virginia (Zip code)

(Address of principal executive offices)

(703) 653-3100
(Registrant s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:
None

Securities registered pursuant to Section 12(g) of the Act:

Title of Each Class
Common Stock, $0.0001 par value per share

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined by Rule 405 of the Securities
Act. Yeso Nop

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Exchange Act. Yeso Nop

Indicate by check mark whether the registrant is a shell company (as defined by Rule 12b-2 of the Exchange
Act). Yeso Nobp

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the

Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yesp Noo
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Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of the registrant s knowledge, in definitive proxy or information
statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. b

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer or a non-accelerated filer.
See definition of accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act.
Large Accelerated Filer o Accelerated Filer p  Non-accelerated filer o

The aggregate market value of the registrant s voting and non-voting common stock held by non-affiliates of the
registrant (without admitting that any person whose shares are not included in such calculation is an affiliate)
computed by reference to $11.31 as of the last business day of the registrant s most recently completed second fiscal
quarter was $283 million.

As of March 10, 2006, the registrant had 25,372,966 shares of common stock outstanding.
DOCUMENTS INCORPORATED BY REFERENCE
The following documents (or parts thereof) are incorporated by reference into the following parts of this Form 10-K:

Certain information required in Part III of this Annual Report on Form 10-K is incorporated from the Registrant s
Proxy Statement for the Annual Meeting of Stockholders to be held on May 4, 2006.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

In addition to historical information, this Annual Report on Form 10-K contains forward-looking statements that

involve risks and uncertainties. These statements relate to future events or our future financial performance. In some

cases, you can identify forward-looking statements by terminology such as may, will, should, expect, anticipate,
intend, plan, believe, estimate, potential, continue, the negative of these terms or other comparable terminolo

statements are only predictions. Actual events or results may differ materially from any forward-looking statement. In

evaluating these statements, you should specifically consider various factors, including the risks outlined under Risk

Factors in Item 1 of Part I.

Although we believe that the expectations reflected in the forward-looking statements are reasonable, we cannot
guarantee future results, levels of activity, performance or achievements. Moreover, neither we nor any other person
assumes responsibility for the accuracy and completeness of the forward-looking statements. We undertake no
obligation to update publicly any forward-looking statements for any reason after the date of this Annual Report on
Form 10-K.
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PART 1
Item 1. Business Overview

Online Resources provides outsourced, Internet financial technology services, branded to over 800 financial services
provider clients nationwide. We have over 4 million active consumer and business end-users of our services. An
estimated 39 million additional members or customers of our clients are eligible to register for the services we
provide. End-users may access and view their accounts online and perform various web-based self-service functions.
They may also make electronic bill payments and funds transfers, utilizing our unique, real-time debit architecture.
Additionally, we believe our value-added relationship management services reinforce a favorable user experience and
drive a profitable and competitive Internet channel for our clients. Multi-year service contracts with these clients
provide us with a recurring and predictable revenue stream that grows with increases in users and transactions. We
currently derive 15% of our revenues from account presentation, 60% from payments and 25% from relationship
management and professional services and other revenues.

We provide the following specialized product offerings for three vertical financial services markets banks and credit
unions, credit card issuers and payment acquirers:

Our Quotien®™ product line is designed for banks, credit unions and other depository financial institutions. We
provide a fully integrated suite of web-based banking and payment services, giving clients a single point of
accountability, an enhanced experience for their users and the marketing processes to drive Internet channel
adoption. We also offer our electronic bill payment services on a stand-alone basis. Our bill payment service
uses our patented payments gateway, which leverages the nation s real-time electronic funds transfer, also
known as EFT, infrastructure. By debiting end-users accounts in real-time, we are able to improve the speed,
cost and quality of payments, while eliminating the risk that bills will be paid against unavailable funds. We
process over $15 billion in bill payments annually.

Our Incurrent™™ product line is designed for credit card issuers and processors. Cardholders may access their
account information, view transactions, set up payments and perform other self-service functions. Additionally,
we offer card issuers a low-cost, web-based inquiry service, which allows cardholders to clearly identify
merchants in disputed card transactions. We also offer a web-based tool that improves collections of late and
delinquent funds in a private, non-confrontational manner. Incurrent Solutions, Inc. ( Incurrent ), which we
acquired in December 2004, developed our credit card services. We plan to adapt and offer our payment and
relationship management services to credit card issuers and processors as well.

Our CertnFunds®™ product line has been recently introduced and is designed for e-commerce providers,
primarily payment acquirers and large online billers. These services, which enable real-time debit for a variety
of web-originated consumer payments and fund transfers, use our patented EFT payments gateway. This
gateway has operated for over 10 years as the backbone for our bank and credit union bill payment business. By
routing their web-originated consumer payments through our CertnFunds platform, payment acquirers and
billers can lower their transaction costs, and increase the speed and certainty of collections.

We believe our domain expertise fulfills the large and growing need among both smaller financial services providers,
who lack the internal resources to build and operate web-based financial services, and larger providers, who choose to
outsource niche portfolios in order to use their internal resources elsewhere. We also believe that, because our
business requires significant infrastructure along with a high degree of flexibility, real-time solutions, and the ability
to integrate financial information and transaction processing with a low tolerance for error, there are significant
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barriers to entry for potential competitors.

We are headquartered in Chantilly, Virginia. We also maintain operations facilities in Parsippany, New Jersey,
Woodland Hills, California and Pleasanton, California and a data center facility in McLean, Virginia. We were
incorporated in Delaware in 1989.
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The Internet continues to grow in importance as an account presentation and payments channel for consumers and
small businesses, driven in part by the 24 hours a day, seven days a week access to financial services providers that it
makes available. Offering services through this channel allows financial services providers to enhance their
competitive positions and gain market share by retaining their existing end-users, aggressively attracting new ones and
expanding the end-user relationship. As referenced in its January 21, 2004 Online Banking Report, Jupiter Media
Metrix, a technology research and advisory firm, supported this growth proposition for the bank and credit union
market when it estimated that the number of U.S. households banking online will grow from 31.4 million in 2003 to
54.6 million in 2007.

Financial services providers are also increasing access to their services through the Internet in order to increase
profitability. The advantages provided by a web-based channel include the opportunity to offer financial services to
targeted audiences while reducing or eliminating workload, paper and other back office expenses associated with
traditional distribution channels. The Boston Consulting Group, a financial research and advisory firm, conducted a
study in 2003 of the depository financial institution market. It concluded that online bill payment customers of
depository financial institutions were up to 40 percent more profitable at the end of a 12-month period compared to
those customers who did not pay bills online, because the online bill payment customers:

generate significantly higher revenues than offline customers by using more banking products and services and
maintaining higher account balances;

cost less to serve because online users tend to utilize more self-service functions and therefore interact with the
more costly retail branch and call center service channels less frequently than offline customers; and

are less likely to move their accounts to other financial institutions than offline customers.

This further supported the conclusions published in Bank of America s 2002 control group study, in which it reported
that online bill payers were 31% more profitable for the bank than non-bill payers. Bank of America also concluded
that online bill payers were less likely to move their accounts to other banks. Consequently, Bank of America and
many other large financial institutions have eliminated their monthly end-user fees for online bill payment and
launched aggressive marketing campaigns to promote adoption of the online channel. A rapidly growing segment of
smaller financial institutions has also eliminated online bill payment fees and responded with similar marketing
campaigns. This represents a positive trend for us because the elimination of online bill payment fees has generated
significant increase in end-user adoption, more than offsetting any volume pricing discounts we may extend to our
clients.

The largest U.S. financial services providers typically develop and maintain their own hosted solution for the delivery
of web-based financial services. By contrast, the majority of small to mid-sized providers, including the
approximately 18,000 banks and credit unions in the U.S. with assets of less than $20 billion, prefer to outsource their
web-based financial services initiatives to a technology services provider. These smaller providers understand that
they need to provide an increasing level of web-based services, but frequently lack the capital, expertise, or
information technology resources to develop and maintain these services in-house.

Many of the factors driving the outsourcing of web-based financial services in the depository financial institution
market are also driving the outsourcing of similar services in the credit card issuer and processor market. For example,
credit card issuers are reducing operating costs while increasing cardholder loyalty as greater numbers of cardholders
use the web to manage their credit card accounts. FiSite Research, a market research firm, reports that 53% of online
consumers are using the Internet to manage their credit card accounts while almost one-third of these consumers use
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the Internet to pay their credit card bills. Moreover, FiSite reports that almost two-thirds of those managing their credit
card accounts online rate this experience as very to extremely satisfying. Such high satisfaction suggests increasing
consumer adoption and usage of the online channel to manage credit card accounts. Additionally, large credit card
issuers are often outsourcing web-based services for smaller niche card offerings in order to devote their internal IT
resources to their core offerings.
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Although the majority of financial services providers offer varying degrees of web-based services, and continue to
look to technology to further improve operations and overall results, they are facing new obstacles created by
technology adoption, including:

managing multiple technology vendors to provide account presentation, payments and other services;
providing integrated end-user support to an increasingly sophisticated client base;

understanding how to evaluate and enhance channel profitability; and

maximizing the value of the channel by increasing adoption.

As a technology services provider, we assist our clients in meeting these challenges by delivering outsourced account
presentation, payments and relationship management solutions.

Our Solution

We provide proprietary account presentation, payments and relationship management services that enable our clients
to maintain a competitive and profitable web-based channel. As an outsourcer, we bring economies of scale and
technical expertise to our clients who would otherwise lack the resources to compete in the rapidly changing, complex
financial services industry. We believe our services provide our clients with a cost-effective means to retain and
expand their end-user base, deliver their services more efficiently and strengthen their end-user relationships, while
competing successfully against offerings from other financial services providers. We provide our services through:

Our Technology Infrastructure. We connect to our clients, their core processors, their end-users and other financial
services providers through our integrated communications, systems, processing and support capabilities. For our
account presentation services, we employ both real-time and batch communications and processing to ensure reliable
delivery of current financial information to end-users. For our payment services we use our patented process to ensure

real-time funds availability and process payments through a real-time EFT gateway. This gateway consists of over 50
certified links to ATM networks and core processors, which in turn have real-time links to virtually all of the nation s
consumer checking accounts. These key links were established on a one-by-one basis throughout our history and
enable us to access end-user accounts in order to draw funds to pay bills as requested. This gateway infrastructure has
improved the cost, speed and quality of our bill payment services for the banking and credit union community and is a
significant differentiator for us in our marketplace. We believe this infrastructure is difficult to replicate and creates a
significant barrier to entry for potential payment services competitors.

Our Operating and Technical Expertise. After more than a decade of continuous operating experience, we have
established the processes, procedures, controls and staff necessary to provide our clients secure, reliable services.
Further, this experience, coupled with our scale and industry focus, allows us to invest efficiently in new product
development on our clients behalf. We add value to our clients by relieving them of the research and development
required to provide highly competitive web-based services.

Our Integrated Marketing Process. We use a unique integrated consumer management process that combines data,
technology and multiple consumer contact points to activate, support and sell new services to our bank and credit
union end-users. This proprietary process not only provides, in our opinion, a superior end-user experience, it also
creates new sales channels for our clients products and services, including the ones we offer. This enables us to
increase adoption rates of our services. Using this process, we are able to sell multiple products to consumers, which
ultimately makes them more profitable for our clients. For example, the success of our proprietary process is evident
in our ability to cause the users of our account presentation services to add bill payments to their services at
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approximately twice the estimated average industry rate.

Our Support Services. Our clients can purchase one or more of a comprehensive set of support services to
complement our account presentation and payments services. These services include our web site design and hosting,
training, information reporting and analysis, and other professional services.

6
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Our objective is to become the leading supplier of outsourced account presentation and payments services to banks
and credit unions, credit card issuers and payment acquirers. Our strategy for achieving our objectives is to:

Grow Our Client Base. Our clients have traditionally been regional and community-based depository financial
institutions with assets of under $10 billion. These small to mid-sized financial services providers are compelled to
keep pace with the service and technology standards set by larger financial services providers in order to stay
competitive, but often lack the capital and human resources required to develop and manage the technology
infrastructure required to provide web-based services. With our June 2005 acquisition of Integrated Data Systems, Inc.
( IDS ), we have obtained relationships with larger depository financial institutions along with the highly customizable
applications and professional services expertise to support expansion in this market segment. With our December
2004 acquisition of Incurrent, we have entered the credit card market, servicing mid-sized credit card issuers,
processors for smaller issuers and large issuers who use us to service one or more of their niche portfolios. We believe
that both our depository and credit card financial services providers can benefit from our flexible, cost-effective
technology, and we intend to continue to market and sell our services to them under long-term recurring revenue
contracts. As of December 31, 2005, we had 829 financial services provider clients, up 15% from December 31, 2004,
at which time we had 723 financial services provider clients.

Increase Adoption Rates. Our clients typically pay us either usage or license fees based on their number of end-users
and volume of transactions. Registered end-users using account presentation and payments services are the major
drivers of our recurring revenues. Using our proprietary marketing processes, we will continue to assist our clients in
growing the adoption rates for our services. At December 31, 2005, 29.0% of the 2.0 million checking accounts and
17.3% of the 16.3 million estimated active credit card accounts eligible to use our account presentation services were
enrolled to do so. Additionally, at December 31, 2005, 9.6% of the 10.2 million checking accounts eligible for
payments services were using these services.

Extend Target Markets. We believe that many of our services have application in new markets. We continue to look
for opportunities to offer both our payments and funds transfer services and our value-added relationship management
services to new market segments. For example, our recently introduced CertnFundss™ product line extends the
payments services we offer to banks and credit unions though our EFT payments gateway to e-commerce providers
such as payment acquirers and large online billers. We will continue to pursue opportunities, either through
acquisition or product extension, to enter related markets well suited for our proprietary services and technologies.

Provide Additional Products and Services to Our Installed Client Base. We intend to continue to leverage our

installed client base by expanding the range of new products and services available to our clients, through internal
development, partnerships and alliances. For example, in May 2003, we introduced Money HQ™, a product that
integrates account aggregation, bill presentment and money movement capabilities across multiple financial
institutions. In the credit card market, we have recently introduced a collections support product that allows credit card
issuers to direct past due end-users to a website where they can set up payment plans and schedule payments. We also
introduced a service that provides a profile of recognizable merchant names, logos, business descriptions, customer
service contact information, and customer service policies to help resolve cardholders transaction issues. Additionally,
we intend to adapt and offer our payment and relationship management services to the credit card market.

Maintain and Leverage Technological Leadership. We have a history of introducing innovative web-based financial
services products for our clients. For example, we developed and currently obtain real-time funds through a patented
EFT gateway with over 50 certified links to ATM networks and core processors. We were awarded additional patents
covering the confidential use of payment information for targeted marketing that is integrated into our proprietary
marketing processes. Our technology and integration expertise has further enabled us to be among the first to adopt an
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account presentation capability, and we pioneered the integration of real-time payments and relationship marketing.

We believe the scope and integration of our technology-based services give us a competitive advantage and with 75
personnel working on research and development, we intend to continue to maintain our technological leadership.

Pursue Strategic Acquisitions. To complement and accelerate our internal growth, we continue to explore acquisitions
of businesses and products that will complement our existing institutional client offerings, extend our target markets
and expand our client base.

Leverage Growth Over Our Relatively Fixed Cost Base. Our business model is highly scaleable. We have invested
heavily in our processes and infrastructure and, as such, can add large numbers of clients and end-users without
significant cost increases. We expect that, as our revenues grow, and as we begin to encounter the price pressures
inherent to a maturing market, our cost structure will allow us to maintain or expand our operating margins.

Our Services

We provide our financial services provider clients with account presentation, payments, relationship management and
custom solutions services that they, in turn, offer to end-users branded under their own names. Bank and credit union
providers can purchase established service offerings in all four of our service lines. Established account presentation
and custom solutions services are available for credit card providers, along with a new collections support service in
the payments line and a new transaction dispute resolution service in the relationship management line. We are also
now offering new payments services for payment acquirers and billers, with the first service being real-time account
debit for online bill payment. The following chart depicts the services we now offer and plan to offer for the three
markets we serve:

Our bank and credit union clients select one of two primary service configurations: full service, consisting of our
integrated suite of account presentation, bill payment, customer care, end-user marketing and other support services;
or stand-alone bill payment services. Our credit card clients use us for account presentation services, and we are
offering our new payments and relationship marketing services to these clients and other card providers, either with or
without account presentation services. We recently introduced real-time payment services for payment acquirers and
billers.

Table of Contents 14



Edgar Filing: ONLINE RESOURCES CORP - Form 10-K

Table of Contents

Our clients typically enter into long-term recurring revenue contracts with us. Most of our services generate revenues
from recurring monthly fees charged to the clients. These fees are typically fixed amounts for applications access or
hosting, variable amounts based on the number of end-users or volume of transactions on our system, or a
combination of both. Clients also separately engage our professional services capabilities for enhancement and
maintenance of their applications.

In the banking market, our clients generally derive increased revenue, cost savings, account retention, increased
payment speed and other benefits by offering our services to their end-users. Therefore, most of our clients offer the
account presentation portion of our services free-of-charge to end-users and an increasing number are eliminating fees
for bill payment services as well. In the credit card market, account presentation services are also typically offered to
end-users free-of-charge, while usage based convenience fees may apply to certain payments services. Payment
acquirers and billers also often charge convenience fees to their end-users for certain payment services.

Account Presentation Services. We currently offer account presentation services to banking and credit card markets.
These services provide a comprehensive set of online capabilities that allow end-users to:

view transaction histories and account balances;

review and retrieve current and past statements;

transfer funds and balances;

initiate or schedule either one-time or recurring payments;
access and maintain account information; and

perform many self-service administrative functions.

In addition, we offer our banking clients a number of complementary services. We can provide these clients with

either of two business banking services, a full cash management service for larger end-users and a basic business
offering for small business end-users. Our web design and hosting capabilities give clients an integrated, outsourced
solution for their informational web site. Money HQS™ allows end-users to obtain account information from multiple
financial institutions, see their bills, transfer money between accounts at multiple financial institutions, make
person-to-person payments and receive alerts without leaving their financial institution s web site. We also offer access
to check images, check reorder, Quicken® interface, statement presentment and other functionality that enhances our
solution.

Payments Services. For our banking clients, our web-based bill payment services may be bundled with our account
presentation services or purchased as a stand-alone service integrated with a third-party account presentation solution.
Our payments services are unique in the industry because they leverage the banking industry s ATM infrastructure
through our real-time EFT gateway, which consists of over 50 certified links to ATM networks and core processors.
Through this patented technology, our clients take advantage of existing trusted systems, security, clearing, settlement,
regulations and procedures. End-users of our web-based payment service benefit from a secure, reliable, real-time
direct link to their accounts. This enables them to schedule transactions using our intuitive web user interface. They
can also obtain complete application support and payment inquiry processing through our customer care center.
Additionally, clients offering our web-based payment services can enable their end-users to register for Money HQ™.

Our remittance service is an attractive add-on service for banking providers of all sizes that run their own in-house
online banking system, or for other providers of web-based banking solutions that lack a bill payment infrastructure.
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Our remittance service enhances their systems by adding the extra functionality of bill payment processing, backed by
complete funds settlement, payment research, inquiry resolution, and merchant services. End-users provide bill
payment instructions through their existing online banking interface, which validates the availability of funds on the
date bills are to be paid. On a daily basis, we receive a file of all bill payment requests from the financial institution.
We process and remit the bill payments to the designated merchants or other payees and settle the transactions with

our financial institution clients.
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For our credit card clients, we offer the ability to schedule either one-time or recurring payments to the provider
through our account presentation software. We do not currently process those payments, but have plans to do so in the
future. We have also recently introduced a new collections support product for credit card providers that allows them
to direct past due end-users to a specialized website where they can review their balances, calculate and set up
payment plans and make or schedule payments.

We have recently introduced our first service targeted toward billers and payment acquirers. Our real-time account
debit allows billers and acquirers to accept payments from their customers at their web sites, and receive those funds
immediately. This represents a significant advantage over other methods of payment, which can take one to three days
to deliver the funds, especially in the case of past due or other high-risk payments.

Relationship Management Services. Our relationship management services consist of the customer care services we
maintain for our bank and credit union clients, and the marketing programs we run on their behalf. Our customer care
center, located in Chantilly, Virginia, responds to end-users questions relating to enrollment, transactions or technical
support. End-users can contact one of our more than 50 consumer service representatives by phone, fax or e-mail

24 hours a day, seven days a week.

We view each interaction with an end-user or potential end-user as an opportunity to sell additional products and
services, either our own or those offered by our clients. We use an integrated consumer management process as a
significant service differentiator that is unique in the industry. It allows our traditionally small to mid-size financial
institution client base to offer not only comprehensive support solutions to its consumers but also creates a sales
channel and increases adoption of web-based services. This p