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Event
We are upgrading our rating on VASCO to a Buy from a Hold. Our
price target is unchanged at $25.

Key Points
• Recent sell-off provides an attractive entry point. VASCO's

stock price has fallen 56% in the past month due to the company's
Q3 miss, a high multiple, heavy short interest and investor concern
regarding financial institution spending. Before reporting Q3, the
stock was trading at 47x our current '08 EPS estimate of 85c and
not properly accounting for some of these risks. However, we
believe the sell-off was an over-reaction and offers an attractive
entry point.

• European focus reduces risk. Conversations with VASCO
partners and other industry participants seem to indicate that the
company has not yet been materially impacted by the financial
industry's mortgage-related troubles. Although still at risk, we
believe that the small revenue contribution from North American
banks lessens VASCO's exposure to the sub-prime meltdown.
Europe, the company's most important geographic region, seems to
be less exposed to the problems, with industry bellwethers such as
Cisco and IBM recently reporting healthy European results.
Additionally, if the dollar continues to weaken, VASCO should
realize an FX benefit both to its top line and operating margin.

• Growth story remains intact. Vasco is a well-run company with a
dominant position in retail banking authentication. The company's
core European market continues to grow well, and the company
can still look forward to significant opportunities in the Asian and
North American markets that, to date, are largely unrealized.
Moreover, the company's corporate business has also performed
well, and may receive a boost from a recent deal with distributor
Azlan (Tech Data).

• Upgrade to Buy. The company is currently trading at 23x our '08
EPS estimate, compared to our expectation for '08 revenue growth
of 30% and EPS growth of 29%. At this valuation, we believe the
risks are priced into the stock and there exists an attractive
opportunity for upside if management can keep the company on
course. Our $25 price target is 29x our '08 EPS estimate.

Valuation/Risks
Our $25 PT is 30x our '08 EPS estimate of 85c. Vasco mgmt has
forecast at least 30% forward revenue growth. Investment risks
include: difficult competition from larger EMC/RSA (EMC, $24.25,
Buy), significant financial exposure, and potential pricing pressure.
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Rating Change

VASCO Data Security Int'l (NASDAQ: VDSI)
Sell-Off Offers Opportunity. Upgrade to Buy.

Investment Summary
After a 56% reduction in the price of VDSI over the past 4 weeks, we
are upgrading the stock to Buy. So far, we do not see signs of
weakness in demand in the large European banks, but today's
valuation does provide some cushion if demand eases in '08.

Rating: BUY
Previous: HOLD

Price: $19.64
Price Target: $25.00

Bloomberg: NASDAQ: VDSI

Market Data
52-Week Range: $44.25-$10.63
Total Entprs. Value (MM): $693.9
Market Cap. (MM): $730.6
Insider Ownership: 37.6%
Institutional Ownership: 47.1%
Shares Out. (MM): 37.2
Float (MM): 27.6
Avg. Daily Vol.: 1,420,730

Financial Summary

Net Debt (MM): ($36.7)
Net Debt/Capital: NM
Net Cash/Share: $0.96
Deferred Rev. (MM): $4.3
Long Term Growth Rate: 35.0%
Gross Margin: 66.6%
Operating Margin: 28.4%
PE/G: 0.66

USD 2005A 2006A 2007E 2008E
Rev. (MM) 54.6 76.1 124.0 161.6
EV/Rev. 12.7x 9.1x 5.6x 4.3x

EPS
Mar 0.04 0.03 0.13A 0.17
Jun 0.04 0.08 0.18A 0.20
Sep 0.05 0.09 0.15A 0.21
Dec 0.08 0.13 0.20 0.27
FY Dec 0.21 0.33 0.66 0.85
FY P/E 93.5x 59.5x 29.8x 23.1x
Consensus — — 0.66 0.88

Katherine Egbert
(415) 229-1438, kegbert@Jefferies.com

Jordan Roberts, CFA
(415) 229-1578, jroberts@Jefferies.com
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Recent sell-off provides attractive entry point. Over the past month, the stock has fallen 56% from a high of $44.25
to Friday's closing price of $19.64. The sell-off was triggered by the company's Q3 miss, and was intensified by a high
multiple, heavy short interest and investor concern regarding financial institution spending (VASCO has ~80%
exposure to banks) and 2008 tech spending in general. Before reporting Q3, the stock was trading at 47x our current
'08 EPS estimate of 85c and not properly accounting for some of these risks. However, we believe the sell-off was an
over-reaction. The stock currently trades at 23x our '08 EPS estimate, which compares to our expectation for revenue
growth of >30% in '08. At this valuation, we believe the risks our priced into the stock and there exists an attractive
opportunity for upside if management can keep the company on course.

September revenue and EPS were weak, but Q3 backlog and deferred revenue were OK. On October 25, VASCO
reported Q3 revenue/EPS of $30mm/15c, compared to the Street consensus expectations for $31mm/17c. Although
the revenue/EPS were disappointing for a company that was trading at 47x our current forward EPS estimate, the other
metrics came in OK. Backlog of $33mm represented the highest sequential jump in backlog dollars in company history,
and sets up the company to easily meet the $122mm midpoint of 2007 revenue guidance (60% y/y growth).
Additionally, deferred revenue grew a strong 38.7% q/q to $4.3mm.

European focus reduces risk. Conversations with VASCO partners and other industry participants indicate that the
company has not yet been materially impacted by the financial industry's mortgage-related troubles. We believe the
more significant test will come in 2008, as 2007 spending was largely based on budgets set against a more upbeat
economic background. Although still at risk, we believe that the small revenue contribution from North American banks
lessens VASCO's exposure to the sub-prime meltdown. Europe, the company's most important geographic region by
far, seems less exposed to the mortgage problems. Indeed, industry bellwethers Cisco and IBM recently reporting
healthy European results. Vasco received approximately 66% of Q3 revenue from EMEA, 16% from Asia, 8% from the
United States and 10% from the rest of the world. Additionally, if the dollar continues to weaken, VASCO should realize
a currency benefit to its top line and operating margin.

Growth story remains intact. Vasco is a well-run company, with leadership in the authentication industry, and a
dominant position in retail banking. The company's core European market continues to exhibit healthy demand, and
while opportunities in North America may be farther out, Asia is still largely untapped. Notably, Vasco has relationships
with 7 of 8 foreign banks that have been granted licenses to operate in China. Moreover, the company's corporate
business has also performed well, and may receive a boost from a recent deal with distributor Azlan (Tech Data).

Upgrade to Buy. VDSI shares are currently trading at 23x our '08 EPS estimate, compared to our expectation for '08
revenue growth of 30% and EPS growth of 29%. Our $25 price target is 29x our '08 EPS estimate.

Company Description
VASCO Data Security provides strong authentication security products to financial institutions, governments, and
enterprises worldwide. The company's two-factor solutions provide a more secure network log-in environment by
ensuring that only properly authenticated users may securely access network resources. The company's Digipass and
VACMAN products deliver a one-time password (OTP) to a token and/or to software embedded on a computing device
that is used as the basis for logging onto a network. VASCO's executive headquarters are in suburban Chicago, while
its operational offices are in Brussels, Belgium.

(NASDAQ:VDSI)
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VASCO Data Security International
Key Stats:

Q1/05 Q2/05 Q3/05 Q4/05 2005 Q1/06 Q2/06 Q3/06 Q4/06 2006 Q1/07 Q2/07 Q3/07

Vertical Breakout
Banking / Finance 9,736 10,637 11,148 15,242 46,763 11,226 16,105 15,714 21,632 64,677 22,444 28,416 23,982

% 85.1% 86.2% 84.0% 87.0% 85.7% 82.0% 87.0% 84.0% 86.0% 85.0% 85.0% 87.6% 80.0%
q/q growth 27.7% 9.3% 4.8% 36.7% -26.3% 43.5% -2.4% 37.7% 3.8% 26.6% -15.6%
y/y growth 115.1% 84.9% 81.5% 99.9% 95.0% 15.3% 51.4% 41.0% 41.9% 38.3% 99.9% 76.4% 52.6%

Enterprise (CNA) 1,708 1,708 2,124 2,277 7,817 2,464 2,407 2,993 3,521 11,385 3,961 4,026 5,995
% 14.9% 13.8% 16.0% 13.0% 14.3% 18.0% 13.0% 16.0% 14.0% 15.0% 15.0% 12.4% 20.0%

q/q growth 2.1% 0.0% 24.3% 7.2% 8.2% -2.3% 24.4% 17.7% 12.5% 1.6% 48.9%
y/y growth 14.3% 20.3% 68.8% 36.1% 32.1% 44.3% 40.9% 41.0% 54.6% 45.6% 60.7% 67.3% 100.3%

Geographic Breakout
Europe 10,001 9,806 7,963 11,387 39,158 9,583 11,477 10,850 15,846 47,757 16,107 21,087 19,785

% 87.4% 79.4% 60.0% 65.0% 71.7% 70.0% 62.0% 58.0% 63.0% 62.8% 61.0% 65.0% 66.0%
q/q 20.9% -59.6% -20.4% 16.1% -15.8% 19.8% -5.5% 46.0% 1.6% 30.9% -6.2%
y/y 103.1% 70.9% 49.5% 37.6% 61.5% -4.2% 17.0% 36.3% 39.2% 22.0% 68.1% 83.7% 82.3%

USA 740 766 1,327 876 3,709 821 2,592 1,122 2,767 7,302 2,376 2,595 2,398
% 6.5% 6.2% 10.0% 5.0% 6.8% 6.0% 14.0% 6.0% 11.0% 9.6% 9.0% 8.0% 8.0%

q/q 13.7% 3.5% 73.3% -34.0% -6.2% 215.5% -56.7% 146.5% -14.1% 9.2% -7.6%
y/y 18.6% 18.6% 12.1% 34.6% 19.5% 11.0% 238.3% -15.4% 215.9% 96.9% 189.3% 0.1% 113.7%

ROW (Australia, APAC, Lat Am) 703 1,773 3,982 5,256 11,713 3,286 4,443 6,735 6,540 21,003 7,922 8,759 7,794
% 6.1% 14.4% 30.0% 30.0% 21.5% 24.0% 24.0% 36.0% 26.0% 27.6% 30.0% 27.0% 26.0%

q/q 89.0% 152.2% 124.6% 32.0% -37.5% 35.2% 51.6% -2.9% 21.1% 10.6% -11.0%
y/y 48.6% 124.7% 348.4% 1313.1% 360.6% 367.4% 150.6% 69.1% 24.4% 79.3% 141.1% 97.2% 15.7%

(NASDAQ:VDSI)
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VASCO Data Security International Katheriine Egbert
Income Statement Jefferies & Company

(dollars in thousands, except EPS) (415) 672-0152

Mar-06 Jun-06 Sep-06 Dec-06 Mar-07 Jun-07 Sep-07 Dec-07 Mar-08 Jun-08 Sep-08 Dec-08
Q1/06 Q2/06 Q3/06 Q4/06 Q1/07 Q2/07 Q3/07 Q4/07E Q1/08E Q2/08E Q3/08E Q4/08E 2005 2006 2007E 2008E

Total revenue $13,690 $18,512 $18,707 $25,153 $26,405 $32,442 $29,977 $35,157 $34,089 $37,248 $40,323 $49,987 $54,580 $76,062 $123,981 $161,647
Total cost of revenue 4,239 6,650 5,922 7,548 8,875 11,755 10,009 11,953 11,931 13,037 14,113 17,495 20,141 24,359 42,592 56,576
Gross profit 9,451 11,862 12,785 17,605 17,530 20,687 19,968 23,204 22,158 24,211 26,210 32,492 34,439 51,703 81,389 105,071
Sales & marketing 3,977 4,466 4,570 6,469 6,090 6,659 6,246 7,559 7,363 8,008 8,669 10,247 14,765 19,482 26,554 34,288
Research & development 942 1,236 1,446 1,905 1,923 2,076 2,553 2,461 2,659 2,831 3,145 3,649 3,663 5,529 9,013 12,284
General & administrative 1,534 2,006 1,624 1,993 2,387 2,249 2,666 2,531 3,068 2,756 2,984 3,499 4,543 7,157 9,833 12,307
Restructuring costs - - - - - - - - - - - - (83) - -
Amort of purchased intangibles 98 72 169 254 258 253 250 100 100 100 100 100 560 593 861 400
Non-cash compensation - - - - - - - - - - - - 36 - - -
Income from operations 2,900 4,082 4,976 6,984 6,872 9,450 8,253 10,553 8,968 10,516 11,311 14,996 10,955 18,942 35,128 45,791
Interest income / (exp) 60 14 (58) 105 58 80 192 176 197 220 258 327 68 121 506 1,001
Impairment of investment (789) 189 - - - - - - - - - - - (600) - -
Other income / (exp) (27) 135 27 43 (37) (8) (289) - - - - - 506 178 (334) -
Income before taxes 2,144 4,420 4,945 7,132 6,893 9,522 8,156 10,729 9,164 10,736 11,569 15,323 11,529 18,641 35,300 46,792
Income tax exp / (benefit) 974 1,386 1,658 2,036 1,930 2,666 2,284 3,004 2,566 3,006 3,239 4,290 3,828 6,054 9,884 13,102
Net income 1,170 3,034 3,287 5,096 4,963 6,856 5,872 7,725 6,598 7,730 8,330 11,032 7,687 12,587 25,416 33,690
EPS 0.03$ 0.08$ 0.09$ 0.13$ 0.13$ 0.18$ 0.15$ 0.20$ 0.17$ 0.20$ 0.21$ 0.27$ 0.21$ 0.33$ 0.66$ 0.85$
FD WASO 37,712 37,690 37,712 37,970 38,094 38,228 38,387 38,771 39,159 39,550 39,946 40,345 37,278 37,771 38,370 39,750

Percent of Revenue Percent of Revenue
Gross margin 69.0% 64.1% 68.3% 70.0% 66.4% 63.8% 66.6% 66.0% 65.0% 65.0% 65.0% 65.0% 63.1% 68.0% 65.6% 65.0%
Sales & marketing 29.1% 24.1% 24.4% 25.7% 23.1% 20.5% 20.8% 21.5% 21.6% 21.5% 21.5% 20.5% 27.1% 25.6% 21.4% 21.2%
Research & development 6.9% 6.7% 7.7% 7.6% 7.3% 6.4% 8.5% 7.0% 7.8% 7.6% 7.8% 7.3% 6.7% 7.3% 7.3% 7.6%
General & administrative 11.2% 10.8% 8.7% 7.9% 9.0% 6.9% 8.9% 7.2% 9.0% 7.4% 7.4% 7.0% 8.3% 9.4% 7.9% 7.6%
Pro-forma operating margin 21.9% 22.4% 27.5% 28.8% 27.0% 29.9% 28.4% 30.3% 26.6% 28.5% 28.3% 30.2% 20.0% 24.9% 28.3% 28.3%
GAAP Operating margin 21.2% 22.1% 26.6% 27.8% 26.0% 29.1% 27.5% 30.0% 26.3% 28.2% 28.1% 30.0% 20.1% 24.9% 28.3% 28.3%
Income taxes 45.4% 31.4% 33.5% 28.5% 28.0% 28.0% 28.0% 28.0% 28.0% 28.0% 28.0% 28.0% 33.2% 32.5% 28.0% 28.0%

Year-year change Year-year change
Total revenue 19.6% 50.0% 41.0% 43.6% 92.9% 75.2% 60.2% 39.8% 29.1% 14.8% 34.5% 42.2% 82.6% 39.4% 63.0% 30.4%
Sales & marketing 19.9% 26.3% 34.9% 43.0% 53.1% 49.1% 36.7% 16.8% 20.9% 20.3% 38.8% 35.6% 61.2% 31.9% 36.3% 29.1%
Research & development 5.5% 36.7% 60.3% 97.6% 104.1% 68.0% 76.6% 29.2% 38.3% 36.4% 23.2% 48.3% 33.1% 50.9% 63.0% 36.3%
General & administrative 59.6% 81.9% 44.0% 47.5% 55.6% 12.1% 64.2% 27.0% 28.5% 22.6% 11.9% 38.2% 42.2% 57.5% 37.4% 25.2%
Income from operations 50.7% 78.6% 96.1% 66.0% 137.0% 131.5% 65.9% 51.1% 30.5% 11.3% 37.1% 42.1% 97.3% 72.9% 85.4% 30.4%
Net Income -16.0% 91.9% 87.7% 72.0% 324.2% 126.0% 78.6% 51.6% 33.0% 12.7% 41.9% 42.8% 154.4% 63.7% 101.9% 32.6%

Quarter-quarter change
Total revenue -21.9% 35.2% 1.1% 34.5% 5.0% 22.9% -7.6% 17.3% -3.0% 9.3% 8.3% 24.0%
Sales & marketing -12.1% 12.3% 2.3% 41.6% -5.9% 9.3% -6.2% 21.0% -2.6% 8.8% 8.3% 18.2%
Research & development -2.3% 31.2% 17.0% 31.7% 0.9% 8.0% 23.0% -3.6% 8.0% 6.5% 11.1% 16.0%
General & administrative 13.5% 30.8% -19.0% 22.7% 19.8% -5.8% 18.5% -5.1% 21.2% -10.2% 8.3% 17.3%
Income from operations -31.1% 40.8% 21.9% 40.4% -1.6% 37.5% -12.7% 27.9% -15.0% 17.3% 7.6% 32.6%

Key statistics: 69.3%
Token units shipped (000) 1,800 2,700 2,900 3,800 NA NA NA
ASP $7.61 $6.86 $6.45 $6.62 NA NA NA
DSO 76 80 64 70 79 66 54
Order backlog $16,000 $16,100 $21,500 $23,600 $28,000 $27,100 $33,400

Sequential change in backlog 25.0% 0.6% 33.5% 9.8% 18.6% -3.2% 23.2%

Fiscal 2007
October 25, 2007

Fiscal Year Ends December
Fiscal 2006 Fiscal 2008

(NASDAQ:VDSI)
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VASCO Data Security International
Balance Sheet & Cash Flow Statement

(dollars in thousands, except EPS)

Mar-06 Jun-06 Sep-06 Dec-06 Mar-07 Jun-07 Sep-07 Dec-07 Mar-08 Jun-08 Sep-08 Dec-08
Q1/06 Q2/06 Q3/06 Q4/06 Q1/07 Q2/07 Q3/07E Q4/07E Q1/08E Q2/08E Q3/08E Q4/08E 2005 2006 2007E 2008E

Revenue 13,690 18,512 18,707 25,153 26,405 32,442 29,977 35,157 34,089 37,248 40,323 49,987 54,580 76,062 123,981 161,647

Balance Sheet
Cash & equivalents 15,253 16,058 23,486 14,768 19,959 29,294 40,042 43,983 48,969 56,780 71,109 79,548 17,143 14,768 43,983 79,548
Accounts receivable 11,533 16,458 13,391 19,617 23,194 23,818 18,015 27,344 30,302 31,040 26,882 34,435 12,083 19,617 27,344 34,435
Other current assets 4,396 4,079 3,708 6,935 8,686 9,802 12,048 11,602 11,250 12,292 13,306 16,496 2,953 6,935 11,602 16,496

Total current assets 31,182 36,595 40,585 41,320 51,839 62,914 70,105 82,930 90,520 100,112 111,297 130,479 32,179 41,320 82,930 130,479

PPE, net 1,064 1,257 1,252 3,802 1,621 1,773 1,880 2,144 2,399 2,679 2,981 3,356 982 3,802 2,144 3,356

Other assets 7,672 10,331 10,684 17,524 19,482 19,274 19,838 20,079 20,454 20,486 22,177 21,994 8,344 17,524 20,079 21,994

Total Assets 39,918 48,183 52,521 62,646 72,942 83,961 91,823 105,152 113,373 123,277 136,455 155,830 41,505 62,646 105,152 155,830

Bank borrowings 776 3,088 3,079 2,154 3,137 3,265 3,320 3,000 3,000 3,000 3,000 3,000 3,173 2,154 3,000 3,000
Accounts payable 3,805 4,339 4,004 7,579 7,348 8,323 5,333 9,766 9,848 9,105 9,409 12,219 4,753 7,579 9,766 12,219
Deferred revenue 1,089 1,773 1,635 2,557 2,836 2,777 3,920 5,410 5,512 5,855 6,138 6,876 1,765 2,557 5,410 6,876
Other current liabilities 6,816 7,332 7,821 6,972 9,531 10,725 10,898 10,452 10,100 11,142 12,156 15,346 6,163 6,972 10,452 15,346

Total current liabilities 12,486 16,532 16,539 19,262 22,852 25,090 23,471 28,628 28,460 29,102 30,704 37,441 15,854 19,262 28,628 37,441
- - - -

Deferred warranty revenues 248 298 297 302 261 291 336 464 472 502 526 589 256 302 464 589
Other liabilities 248 298 454 1,178 1,258 1,428 1,763 1,258 1,258 1,258 1,258 1,258 256 1,178 1,258 1,258
Total stockholder's equity 27,973 31,353 35,528 42,206 48,832 57,443 66,589 75,267 83,655 92,917 104,494 117,131 25,395 42,206 75,267 117,131

- - - -
Total SE + Total Liabilities 40,707 48,183 52,521 62,646 72,942 83,961 91,823 105,152 113,373 123,277 136,455 155,830 41,505 62,646 105,152 155,830

Metrics
DSO 75.8 80.0 64.4 70.2 79.1 66.1 54.1 70.0 80.0 75.0 60.0 62.0 113.1 69.9 127.7 177.2
DPO 25.0 21.1 19.3 27.1 25.0 23.1 16.0 25.0 26.0 22.0 21.0 22.0 31.3 35.9 28.4 27.2
Deferred revenue 1,337 2,071 1,932 2,859 3,097 3,068 4,256 5,874 5,985 6,357 6,665 7,465 2,021 2,859 5,874 7,465

q/q change in defs (684) 734 (139) 927 238 (29) 1,188 1,618 111 372 308 801 - - - -
y/y change in defs (351) 332 549 838 1,760 997 2,324 3,015 2,888 3,289 2,409 1,592 1,249 838 3,015 1,592

Bookings 13,006 19,246 18,568 26,080 26,643 32,413 31,165 36,775 34,200 37,621 40,630 50,788 55,829 76,900 126,996 163,239
Bookings q/q growth -28.4% 47.98% -3.52% 40.46% 2.2% 21.66% -3.85% 18.00% -7.00% 10.00% 8.00% 25.00% - - - -
Bookings y/y growth 5% 55% 44% 44% 105% 68% 68% 41% 28% 16% 30% 38% 48.20% 37.74% 65.14% 28.54%
Cash and investments 15,253 16,058 23,486 14,768 19,959 29,294 40,042 43,983 48,969 56,780 71,109 79,548 17,143 14,768 43,983 79,548
Debt 776 3,088 3,079 2,154 3,137 3,265 3,320 3,000 3,000 3,000 3,000 3,000 3,173 2,154 3,000 3,000
Cash per share 0.38$ 0.34$ 0.54$ 0.33$ 0.44$ 0.68$ 0.96$ 1.06$ 1.17$ 1.36$ 1.71$ 1.90$ 0.37$ 0.33$ 1.07$ 1.93$

Cash Flow
Net Income 1,170 3,034 3,287 5,096 4,963 6,856 5,872 7,725 6,598 7,730 8,330 11,032 7,701 12,587 25,416 33,690
+ D&A 197 185 316 544 719 765 779 703 682 745 806 1,000 1,076 1,242 2,966 3,233
+ Other 741 460 319 (293) 436 585 300 300 300 300 300 300 24 1,227 1,621 1,200

Net income + non-cash charges 2,108 3,679 3,922 5,347 6,118 8,206 6,951 8,728 7,580 8,775 9,436 12,332 8,801 15,056 30,003 38,123
+ Change in A/R 733 (4,361) 3,099 (4,819) (3,396) (423) 5,803 (9,329) (2,957) (738) 4,158 (7,554) (7,114) (5,348) (7,345) (7,091)
+ Change in deferred revenue (689) 428 (148) 1,331 727 (69) 1,188 1,618 111 372 308 801 620 922 3,464 1,592
+ Change in A/P (1,019) (190) (353) 2,900 (103) 677 (2,990) 4,433 82 (743) 304 2,810 2,342 1,338 2,017 2,453
+ Change in other assets & liabilities (729) 242 665 (4,327) 395 26 (2,073) - - - - - 2,893 (4,149) (1,652) -

CFFO 404 (202) 7,185 432 3,741 8,417 8,879 5,449 4,816 7,666 14,206 8,389 7,542 7,819 26,486 35,077

Capex (165) (77) (140) (18) (309) (253) (225) (264) (256) (279) (302) (375) (500) (400) (1,051) (1,212)
Other 4 (1,652) 86 (7,921) (203) (41) - - - - - - (3,956) (9,483) (244) -

CFFI (161) (1,729) (54) (7,939) (512) (294) (225) (264) (256) (279) (302) (375) (4,456) (9,883) (1,295) (1,212)
- - - -

CFFF (2,324) 2,429 248 (600) 1,984 849 425 425 425 425 425 425 6,614 (247) 3,683 1,700
- - - -

Effect of exchange rates 187 300 241 (611) (22) 363 - - - - - - (876) 117 341 -

Metrics
D&A % of revenue 1.44% 1.00% 1.69% 2.16% 2.72% 2.36% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 1.97% 1.63% 2.39% 2.00%
Capex % of revenue 1.21% 0.42% 0.75% 0.07% 1.17% 0.78% 0.75% 0.75% 0.75% 0.75% 0.75% 0.75% 0.92% 0.53% 0.85% 0.75%

Free Cash Flow Calculation
Net income + non-cash charges 2,108 3,679 3,922 5,347 6,118 8,206 6,951 8,728 7,580 8,775 9,436 12,332 8,801 15,056 30,003 38,123
+ Change in assets/liabilities (1,704) (3,881) 3,263 (4,915) (2,377) 211 1,928 (3,279) (2,764) (1,109) 4,770 (3,943) (1,259) (7,237) (3,517) (3,046)

CFFO 404 (202) 7,185 432 3,741 8,417 8,879 5,449 4,816 7,666 14,206 8,389 7,542 7,819 26,486 35,077
- Capex (165) (77) (140) (18) (309) (253) (225) (264) (256) (279) (302) (375) (500) (400) (1,051) (1,212)

FCF 239 (279) 7,045 414 3,432 8,164 8,654 5,185 4,560 7,387 13,903 8,015 7,042 7,419 25,435 33,865
FCF per share 0.01$ (0.01)$ 0.19$ 0.01$ 0.09$ 0.21$ 0.23$ 0.13$ 0.12$ 0.19$ 0.35$ 0.20$ 0.19$ 0.20$ 0.66$ 0.85$
CFFO per share 0.01$ (0.01)$ 0.19$ 0.01$ 0.10$ 0.22$ 0.23$ 0.14$ 0.12$ 0.19$ 0.36$ 0.21$ 0.20$ 0.21$ 0.69$ 0.88$
FD WASO 37,712 37,690 37,712 37,970 38,094 38,228 38,387 38,771 39,159 39,550 39,946 40,345 37,278 37,771 38,370 39,750

Fiscal 2006 Fiscal 2007 Fiscal 2008
Fiscal Year Ends December
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ANALYST CERTIFICATIONS
I, Katherine Egbert, certify that all of the views expressed in this research report accurately reflect my personal views about the
subject security(ies) and subject company(ies). I also certify that no part of my compensation was, is, or will be, directly or indirectly,
related to the specific recommendations or views expressed in this research report.

I, Jordan Roberts, CFA, certify that all of the views expressed in this research report accurately reflect my personal views about the
subject security(ies) and subject company(ies). I also certify that no part of my compensation was, is, or will be, directly or indirectly,
related to the specific recommendations or views expressed in this research report.

Important Disclosures

As is the case with all Jefferies employees, the analyst(s) responsible for the coverage of the financial instruments
discussed in this report receive compensation based in part on the overall performance of the firm, including
investment banking income. We seek to update our research as appropriate, but various regulations may prevent us
from doing so. Aside from certain industry reports published on a periodic basis, the large majority of reports are
published at irregular intervals as appropriate in the analyst's judgement.

Bill Choi owns shares of EMC Corporation common stock.

Jefferies makes a market in VASCO Data Security International Inc.

Meanings of Jefferies & Company, Inc, Ratings
Buy - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 15% or more within a
12-month period.

Hold - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus or minus 15%
within a 12-month period.

Underperform - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 15%
or more within a 12-month period.

Our focus on mid-capitalization and growth companies implies that many of the companies we cover are typically more
volatile than the overall stock market, which can be amplified for companies with an average stock price consistently
below $10. For companies in this category only, the expected total return (price appreciation plus yield) for Buy rated
stocks is 20% or more within a 12-month period. For Hold rated stocks with an average stock price consistently below
$10, the expected total return (price appreciation plus yield) is plus or minus 20% within a 12-month period. For
Underperform rated stocks with an average stock price consistently below $10, the expected total return (price
appreciation plus yield) is minus 20% within a 12-month period.

NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance
with applicable regulations and/or Jefferies & Company, Inc. policies.

CS - Coverage Suspended. Jefferies & Company, Inc. has suspended coverage of this company.

NC - Not covered. Jefferies & Company, Inc. does not cover this company.

Speculative Buy - Describes stocks we view with a positive bias, whose company fundamentals and financials are
being monitored, but for which there is insufficient information for Jefferies & Company, Inc. to assign a Buy, Hold or
Underperform Rating. At the discretion of the analyst, a Speculative buy-rated stock could also include stocks with a
price under $5, or where the company is not investment grade to highlight the risk of the situation.

Speculative Underperform - Describes stocks we view with a negative bias, whose company fundamentals and
financials are being monitored, but for which there is insufficient information for Jefferies & Company, Inc. to assign a
Buy, Hold or Underperform Rating. At the discretion of the analyst, a Speculative underperform-rated stock could also
include stocks with a price under $5, or where the company is not investment grade to highlight the risk of the situation.

Restricted - Describes issuers where, in conjunction with Jefferies engagement in certain transactions, company policy
or applicable securities regulations prohibit certain types of communications, including investment recommendations.
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Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no
financial projections or opinions on the investment merits of the company are provided.

Valuation Methodology
Jefferies' methodology for assigning ratings may include the following: market capitalization, maturity, growth/value,
volatility and expected total return over the next 12 months. The price targets are based on several methodologies,
which may include, but are not restricted to, analyses of market risk, growth rate, revenue stream, discounted cash flow
(DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF, P/FCF, premium
(discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value,
dividend returns, and return on equity (ROE) over the next 12 months.

Risk which may impede the achievement of our Price Target
This report was prepared for general circulation and does not provide investment recommendations specific to
individual investors. As such, the financial instruments discussed in this report may not be suitable for all investors and
investors must make their own investment decisions based upon their specific investment objectives and financial
situation utilizing their own financial advisors as they deem necessary. Past performance of the financial instruments
recommended in this report should not be taken as an indication or guarantee of future results. The price, value of, and
income from, any of the financial instruments mentioned in this report can rise as well as fall and may be affected by
changes in economic, financial and political factors. If a financial instrument is denominated in a currency other than
the investor's home currency, a change in exchange rates may adversely affect the price of, value of, or income
derived from the financial instrument described in this report. In addition, investors in securities such as ADRs, whose
values are affected by the currency of the underlying security, effectively assume currency risk.
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Distribution of Ratings
IB Serv./Past 12 Mos.

Rating Count Percent Count Percent

BUY [BUY/ SB] 464 54.65 56 12.07

HOLD [HOLD] 362 42.64 33 9.12

SELL [SU/ UNPF] 23 2.71 3 13.04

OTHER DISCLOSURES
This material has been prepared by Jefferies & Company, Inc. a U.S.-registered broker-dealer, employing appropriate
expertise, and in the belief that it is fair and not misleading. The information upon which this material is based was
obtained from sources believed to be reliable, but has not been independently verified, therefore, we do not guarantee
its accuracy. Additional and supporting information is available upon request. This is not an offer or solicitation of an
offer to buy or sell any security or investment. Any opinion or estimates constitute our best judgment as of this date,
and are subject to change without notice. Jefferies & Company, Inc. and Jefferies International Limited and their
affiliates and their respective directors, officers and employees may buy or sell securities mentioned herein as agent or
principal for their own account.

Additional information for UK and Canadian investors
This material is approved for distribution in the United Kingdom by Jefferies International Limited which is authorized
and regulated by the Financial Services Authority ("FSA"). While we believe this information and materials upon which
this information was based are accurate, except for any obligations under the rules of the FSA, we do not guarantee its
accuracy. This material is intended for use only by a person or entity that qualifies as an authorised person or exempt
person within the meaning of section 19 of the UK Financial Services and Markets Act 2000 (the "Act") or qualifies as a
person to whom the financial promotion restrictions imposed by the Act does not apply by virtue of the Financial
Services and Markets Act 2000 (Financial Promotion) Order 2005, or is a person classified as an "intermediate
customer" for the purposes of the Conduct of Business Rules of the FSA. None of the investments or investment
services mentioned or described herein are available to other persons in the UK and in particular are not available to
"private customers" as defined by the rules of the FSA. For Canadian investors, this material is intended for use only by
professional or institutional investors. None of the investments or investment services mentioned or described herein
are available to other persons or to anyone in Canada who is not a "Designated Institution" as defined by the Securities
Act (Ontario).

This material does not constitute a personal recommendation or take into account the particular investment objectives,
financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation in
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this report is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax
advice. The price and value of the investments referred to herein and the income from them may fluctuate. Past
performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may
occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from,
certain investments.

Jefferies & Company, Inc. research reports are disseminated and available primarily electronically, and, in some cases,
in printed form. Electronic research is simultaneously available to all clients. This report or any portion hereof may not
be reprinted, sold or redistributed without the written consent of Jefferies & Company, Inc. Jefferies International
Limited has adopted a conflicts management policy in connection with the preparation and publication of research, the
details of which are available upon request in writing to: The Compliance Officer, Jefferies International Limited,
Bracken House, One Friday Street, London EC4M 9JA; telephone +44 (0) 20 7618 3500; facsimile +44 (0) 20 7618
3760.

© 2007 Jefferies & Company, Inc,

(NASDAQ:VDSI)


	PRESS RELEASE 

