
 

 Please refer to page 22 of this report to obtain analyst certification and important disclosure information. 

In
fo

rm
at

io
n 

S
ec

ur
it

y 
In

iti
at

in
g 

C
ov

er
ag

e 
Equity

Research

L O S  A N G E L E S  |  N E W  Y O R K  |  P A R I S  |  S A N  F R A N C I S C O  |  S E A T T L E  

Vasco Data Security Int’l (VDSI) 
Market Expansion Provides Solid Growth Opportunity; 
Initiating with $7 Price Target and Hold Based on Valuation  
 

52-Week Range $1.81 - $6.89 Total Debt -  
Shares Outstanding 35.2 million Debt/Capital (3Q04) n/m  
Insider/Institutional 35.1% / 2.2% ROE (3Q04) 27.4% 
Public Float 21.3 million Cash & Inv/Share (3Q04) $0.25  
Market Capitalization $225.1 million Book Value/Sh (3Q04) $0.33  

 
FYE DEC 2003A 2004E 2005E 
EPS($)* NEW NEW  NEW  
Q1 Mar  $0.01A  $0.02A -  $0.03E - 
Q2 Jun  0.02A  0.03A -  0.04E - 
Q3 Sep (0.01)A  0.03A -  0.04E - 
Q4 Dec   0.01A  0.03E -  0.05E - 
Year**  $0.03A  $0.10E -  $0.15E - 
P/E Ratio 234x  61x  - 42x  - 
Y/O/Y Change  283.0% - 46.1% - 

 
FYE DEC 2003A 2004E 2005E 
Revenue ($ mil.) NEW NEW  NEW  
Q1 Mar $6.0A  $6.0A -  $8.2E - 
Q2 Jun 3.8A  7.2A -  9.5E - 
Q3 Sep 4.7A  7.4A -  10.4E - 
Q4 Dec  2.8A  8.7E -  12.5E - 
Year** $17.4A $29.3E - $40.6E - 
Y/O/Y Change  68.4% - 38.7% - 

 

*  Non-GAAP  ** Numbers may not add due to rounding. 
 

INVESTMENT SUMMARY 
�� Initiating coverage with a Hold and price target of $7. We are initiating coverage on Vasco with a Hold rating 

and a $7 12-month price target, based on our DCF analysis. The price target equates to a roughly 45x P/E 
multiple of 2005 EPS of $0.15, or 88x 2005 FCF and 36x 2006 FCF. Vasco is a pure play in the rapidly growing 
authentication market, which we estimate is growing at a 16% CAGR from 2002 to 2007 and one of the fastest 
growing markets in information security. We estimate Vasco can grow revenue 39% in 2005. 

�� Focus on authentication will drive growth through FY07. We believe that 2004 validated the large market 
potential for secure remote access and has also marked the development of the consumer identity authentication 
market opportunity.  Vasco has attractive market offerings in each and should benefit from strong demand drivers 
in this market, where we expect growth could potentially accelerate in 2005.   

�� Operating margins highlight good execution; may see margin pressure in 2005. The company has posted 7 
consecutive quarters of operating profitability after losses in 2002 and 2001. The results have been driven by 
sound financial management, and more importantly, execution of the company’s strategy to expand its distribution 
channels. The company has grown its distributor base over 30% and its reseller base by over 40% year-to-date. 

�� Europay/Mastercard/Visa (EMV) standards should provide a growth catalyst in FY06. Pilots are in place with 
debit cards based on the new smart card standard and should begin to see expansion in 2H05. Vasco has an 
opportunity to help improve the “card not present” security risk in Europe, its biggest market. We do not expect 
material impact from EMV until FY06. 

�� As a pure play, we believe Vasco makes an attractive acquisition candidate. Likely candidates would be 
large technology vendors looking to increase their exposure to the security market. Current valuation offers 
minimal upside.  While we like the growth prospects for Vasco, at its current price of $6.40, we believe most of 
the near-term upside is already priced into the stock. To reach a more attractive rating, we would like to see 
continuing growth while maintaining the solid margins posted in 2Q and 3Q04 of over 20%. 
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Company Description 
Vasco is a pure play provider of  identity 
authentication solutions built on the 
Digipass brand name.  The majority of its 
revenue is international.  
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Investment Thesis 

We are initiating coverage on Vasco with a Hold rating. The following points outline our view on 
the company and its market opportunity. 

Shift to internal security driving growth in authentication market. After years of significant 
spending in perimeter security technologies such as firewalls and anti-virus technologies, we 
believe that companies have shifted security spend to internal security which deals with security 
or compliance risks that can arise from within an organization from employees or resources 
available to them. Authentication, which ensures the identity of a system or systems user, is a key 
starting point for internal security.  

An good small cap company in an attractive global market. We believe that in 2004 the 
authentication market’s growth has gained a renewed level of momentum. Existing markets such 
as corporate remote access have proven robust and new catalysts around consumer identity 
have materialized. In addition, increasing identity theft cases and the explosive arrival of phishing 
this year have also served to raise awareness for consumer identity authentication. Vasco 
differentiates on price/performance and product breadth making it especially attractive for high 
volume applications and for the customer service-driven banking industry.  

Expanding deployments should drive incremental revenue. The company’s two most 
important markets, banking and Corporate Network Access (CNA), exhibit expanding 
deployments that grow over time.  Banks issuing tokens on the retail side can follow deployment 
schedules of 2 to 4 years and eventually purchase 10’s, if not 100’s, of thousands of tokens for 
their customers. Similarly, corporate enterprises return to the well for more purchases of tokens 
periodically as they enable more employees for remote access. 

Strong operating performance highlights solid execution. The company has posted 7 
consecutive quarters of operating profitability after losses in 2002 and 2001. The results have 
been driven by sound financial management, and more importantly, execution of the company’s 
strategy to expand its distribution channels. The company has grown its distributor base over 
30% and its reseller base by over 40% year-to-date. 

Europay/Mastercard/Visa (EMV) standards should provide growth catalyst in FY06. Pilots 
are in place with debit transaction cards based on the new smart card standard and should begin 
to see widespread deployment in FY06. Vasco is looking to play in this market as a digital reader 
provider for in-person transactions and by mitigating the risk of “card not present” transactions in 
Europe. The company’s strong base of European banks (we estimate 315), which will be card 
issuers, should help the company capitalize on this emerging standard in FY06. 
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CONCERNS/INVESTMENT RISKS 
Recent guidance points to lower margins. This is primarily driven by a lower gross margin, 
which we forecast to drop from 70% in 3Q04 to 63% for FY05. Operating expenses should 
remain on a similar growth pattern to previous quarters, but the lower gross margins will have a 
negative effect on growing the bottom line. 

Lack of brand recognition and US market penetration.  Vasco must address its relative lack of 
brand recognition in the US market with customers and channel partners.  We believe it will be 
important for the company to successfully penetrate the US market to achieve its growth 
objectives. 

High focus on authentication is also a risk. Vasco’s growth prospects are directly tied to the 
growth of the authentication market globally. While we do not foresee a change in current 
demand drivers such as investment in internal systems controls for compliance, continued 
adoption of VPN’s, phishing and identity theft, it is possible that a general downturn in the 
worldwide economic climate could stifle investment in IT and security. 

An 800-pound gorilla vs. a formidable new entrant to the market. The authentication market 
is highly competitive and dominated by RSA Security and its SecurID authentication solution.  In 
addition, the effect of VeriSign’s recent entry into the market is still uncertain but the company did 
announce the win of a major US financial institution shortly after going live with its service. 
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Valuation 
We are initiating coverage of Vasco with a Hold rating and established a price target of $7, based 
on our free cash flow and EBITDA DCF valuation methodology.  The parameters for our valuation 
are shown in the tables below. 

Vasco’s shares currently trade at approximately 43x our 2005 EPS estimate of $0.15.  

Estimated Cash Flow  

 

Source: Wedbush Morgan Securities estimates. 

 

DCF Analysis  

 

Source: Wedbush Morgan Securities estimates. 

 

 

 

 

 

 

 

 

 

Free Cash Flow 
CY05E CY06E CY07E CY08E CY09E CY10E

Net Income 5.7           8.9           10.5         12.1         13.8         15.6         
Depreciation and Amortization 0.5           0.3           0.4           0.4           0.5           0.5           
Change in Working Capital (3.0)         (1.3)         (0.9)         (0.9)         (1.1)         (1.0)         
Capital Expenditures (0.3)       (0.4)       (0.5)       (0.5)         (0.5)       (0.5)       
Free Cash Flow 2.9           7.6           9.5           11.1         12.6         14.7         
Free Cash Flow per Share 0.08$      0.19$      0.24$      0.27$       0.29$      0.31$      

EBITDA 
Operating Profit 7.2           12.0         14.4         16.8         19.5         22.2         
Depreciation and Amortization 0.5         0.3         0.4         0.4           0.5         0.5         
EBITDA 7.6           12.3         14.8         17.2         19.9         22.7         
EBITDA/Share 0.21$      0.31$      0.37$      0.41$       0.45$      0.48$      

1 Year Forward Stock Price Target Matrix (from Enterprise Value)***
Terminal value Mkt Cap/EBITDA Multiple 15.0 x 17.5 x 20.0 x 22.5 x 25.0 x

Estimated 1 Yr Forward Shares O/S 38.1 38.1 38.1 38.1 38.1
Discount Rate
11.8% $5.83 $6.64 $7.45 $8.26 $9.06
14.3% $5.52 $6.27 $7.03 $7.78 $8.54
16.8% $5.23 $5.94 $6.65 $7.35 $8.06
21.8% $4.73 $5.35 $5.97 $6.59 $7.22
24.3% $4.50 $5.09 $5.67 $6.26 $6.84
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 The Shift to Internal Security 
In general, we rate our sector as neutral weight given the descent from the hyper growth of the 
post-911 years in perimeter technologies that exhibited little seasonality. We believe that in a 
more normalized spending environment, investors must be cautious with the basket of names 
they select in Information Security. We continue to see and anticipate robust growth in 
internal security technologies such as identity management, authentication, secure content 
management and messaging security.  

This belief is based on our thesis that security spend will shift from perimeter to internal 
security. The focus on internal security will fortify a strong perimeter defense, making this the 
highest area of growth with a CAGR of 19% (ex PKI) versus 13% for perimeter spending. 
Perimeter security has been woefully lacking in its ability to stop malicious code outbreaks and 
security breaches. Many of the newest security threats originate from network-based applications 
(such as the Internet or spyware) or employee action-based threats such as peer-to-peer 
applications (P2P), hacking or unauthorized access. We believe corporate enterprises have 
recognized the need to invest in a new layer of security products focused on the internal network.  

Figure 1: Internal/Perimeter Security in the Corporate Enterprise Network 

 

Source: Wedbush Morgan Securities 

Internal security focuses on the threats that can emanate from within the corporate 
perimeter.  These breaches or attacks are often caused by employees (whether inadvertent or 
not) and exhibit outbound network communication. This type of protection includes monitoring or 
filtering network resources that employees have access to such as email or the web, access 
control and management to make sure the right people have access to the right files or systems 
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(we wouldn’t want to see a sell-side analyst with access to his investment banker’s server) and 
products that enable compliance policies to be set. While not security in the traditional sense, 
focusing on the employee and access behind the firewall will not only make the entire network 
more secure, it also mitigates the potential of lawsuits or non-compliance with regulations such as 
HIPAA or Sarbanes Oxley (SarbOx).  

Over the next 12 months, we believe that the most attractive areas of investment in the security 
space generally are in identity management (SSO & authorization), authentication, web filtering 
and messaging security.  

WMS Information Security Market Estimates 
 

 

 

 

 

 

 

 

 

 

 

Source: Information Security Magazine, IDC, Yankee Group, Forrester Research, Gartner Research, Frost & Sullivan, Infonetics, In-Stat 
MDR, Wedbush Morgan Securities. 

2002 2003 2004 2005 2006 2007
CAGR

(2002 - 2007)
Y/Y Growth
(2006-2007)

Perimeter Security
FW/VPN SW 892$                 932$              974$              1,017$           1,057$           1,094$           4% 3%
FW/VPN HW 1,431               1,615            1,832            2,058            2,231            2,345            10% 5%
Total FW/VPN 2,323                2,547            2,807            3,075            3,288            3,439            8% 5%
Corporate AV 1,538               1,861            2,215            2,547            2,852            3,138            15% 10%
Consumer AV 650                  780              920              1,058            1,175            1,281            15% 9%
Total Anti-Virus 2,188                2,641            3,135            3,605            4,027            4,418            15% 10%
Intrusion Prevention 938                   1,136            1,368            1,614            1,891            2,172            18% 15%
Totals (Avg CAGR) 5,449$               6,324$           7,310$           8,294$           9,207$           10,030$         13% 10%

Internal Security
Token Smart Cards 432$                  484$              537$              591$              650$              715$              11% 10%
ID Management (SSO, Authorization) 411                   506               647               815               1,011            1,233            25% 22%
PKI 383                   394               406               418               431               444               3% 3%
Authentication (non-PKI) 259                   290               353               407               472               547               16% 16%
Web Filtering 270                   351               449               562               685               822               25% 20%
Messaging Security 236                   354               496               620               743               855               29% 15%
Vulnerability Assessment 374                   441               508               578               649               719               14% 11%
Total (Avg. CAGR) 2,364$               2,819$           3,396$           3,990$           4,640$           5,335$           18% 14%
Avg. CAGR w/o PKI 1,982$               2,425$           2,990$           3,572$           4,210$           4,891$           20% 16%

TOTAL MARKET SIZE ($MM) 7,813$               9,143$           10,706$         12,284$         13,847$         15,365$         14% 11%
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The Authentication Market 

A key starting block of internal security is ensuring that the users a company believes it is 
protecting or monitoring are the users they say they are. The authentication market includes 
products that help identify end users or systems reliably for access rights and privileges.   

Remote access market drove growth. The market for strong authentication has piggybacked 
the secure remote access market. IPSec and SSL VPN’s make it possible for employees to 
access the corporate network from outside the firewall and virtually anywhere, including shared 
terminals or PC’s. Given the inherent increased risks for an unauthorized visitor to tunnel through 
the corporate perimeter, IT groups have increasingly employed two-factor authentication tokens 
to ensure that only the right people have access to their network. 

Market evolution. RSA Security, with its brand legacy in cryptographic standards, became the 
market share leader in corporate enterprise sales achieving a 65% to 75% market share. From its 
US base, it has leveraged its brand recognition and dominance globally and sells its SecurID line 
of tokens at the highest price point in the industry ($40-$42/token). Vasco and ActivCard pursued 
different product and solution strategies focused on servicing the European banking market first 
rather than take on RSA in the US. Vasco, which acquired a number of Belgian companies, 
pursued a low cost/high volume strategy ($10-$11/token) with highly flexible product options for 
customers.  ActivCard, out of France, focused on developing the smart card market. Both 
companies have carved out attractive customer bases and product offerings in this niche and are 
now looking to expand to other customer segments and in the US.  Secure Computing is another 
US-based player that has competed with RSA for the corporate enterprise based on 
price/performance value differentiation, but has been less successful acquiring significant market 
share.  

Lastly, two companies from the Software Licensing Protection arena (Aladdin and Rainbow 
Technologies (now a part of SafeNet)) have taken their USB hardware heritage into the 
authentication area. Aladdin competes on intellectual property innovation and has recently 
partnered with PKI leader VeriSign to offer hosted authentication services. This geographically 
and segment stratified evolution has allowed the market to remain relatively free of pricing 
pressure.  

Today’s push beyond passwords. The most simple authentication scheme is the use of a 
password, however, its evident shortcomings are increasingly being publicized.  Gartner Group 
predicts with 80% confidence that in a few years most corporate users will authenticate with more 
than simply a password.  In addition, Bill Gates is very publicly calling the age of the password 
dead and underscoring the necessary prerogative to move to stronger forms of authentication.    

Strong authentication involves something you know (such as a password), something you have 
(such as a USB token) or something you are (such as a fingerprint or eye retina). Two-factor 
authentication uses at least two of these criteria to establish the integrity of a user or system 
identity.  

Potential huge market opportunity. While the authentication market has grown in the past few 
years with the growth of corporate remote access gateways, we believe that 2004 was a 
watershed year in realizing the truer potential of this market. Our sizing estimates are included in 
the Market Summary table below, but suffice it to say that we are increasingly believing that we 
are in a very nascent part of this market’s development and will see major expansion in the 
coming years from consumer identity and use of strong authentication for logging in to corporate 
networks. 

2004 growth higher than we expected. We have increased our estimates for CAGR of the 
authentication market from 11% to 16%, based on early indications of public company 
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performance in this market. We believe that nearly all of the vendors in authentication have 
enjoyed growth this year driven by traction in the SMB, international and corporate remote access 
market (see Market Summary table). 

Selected Authentication Companies: 2H03 and YTD 2004 Revenue Performance 

 

Note: SCUR estimates based on company provided revenue ranges, ALDN numbers based on reported Enterprise Security line composed 
of eToken and eSafe. RSA Security based only on numbers computed from company reported authentication metrics. 
Source: Wedbush Morgan Securities. 

A number of different form factors have become popular for two-factor authentication tokens  
including the keychain, credit card and USB-based or smart card fobs. These fobs can have 
special characteristics such as the capability of producing a one-time password (OTP) or the 
ability to encrypt data or store digital certificates.  

Vasco has been particularly successful in a number of sub-markets: 

Banking. The company has been successful penetrating the European banking market and is 
now actively seeking business in the US market. Vasco believes that its penetration into the 
global banking market is extremely small given its 315 accounts out of a universe of 50 thousand, 
not to mention the millions of customers that these banks service. 

Corporate Network Access (CNA). We believe that at 25% of the secure remote access market 
opportunity has been penetrated (see Market Summary Table for metrics). 

E-commerce. We believe that the consumer identity opportunity is still early and too difficult to 
forecast given the vast number of online consumers.  

Company Ticker Mar-03 Jun-03 Sept-03 Dec-03 Mar-04 Jun-04 Sept-04
04 YTD 
Average

Aladdin ALDN          2.6          2.4          2.8          3.5          4.1           4.2           4.9 
Y/Y Growth 18% 31% 57% 77% 75% 69%

Vasco VDSI          5.6          6.4          5.6          6.2          6.0           7.2           7.4 
Y/Y Growth -7% 55% 9% 72% 7% 11% 32% 17%

RSA Security RSAS        52.1        56.0        54.3        61.7        62.6         62.8         65.3 
Y/Y Growth 10% 15% 4% 23% 20% 12% 20% 18%

ActivCard ACTI        13.1          9.5          9.0          6.7          7.3           9.5         10.1 
Y/Y Growth 60% -1% -25% -44% -44% 0% 13% -10%

Secure Computing SCUR          3.6          3.5          3.9          4.6          4.1           4.5           3.7 
Y/Y Growth -21% -27% -15% 5% 15% 27% -5% 12%

Overall Average 21%
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Market Summary Table 

 

 

 

 

Segment Metric Penetration
Total tokens shipped (corporate) 20 million N/A
Corporate remote access users (RSA) 85 million 25%
Online business users (RSA) 330 million (% on Windows: 90+%) Untapped market
Online users (RSA) 750 million (% using online banking: 20%) Untapped market

Growth/Demand Drivers
Growth and deeper penetration into the 
remote access market

VPN's getting cheaper, IPSec adoption by SMB, growth in 
broadband and wifi networks, need for tighter security

Regulatory compliance HIPAA, Sarbox, GLB, etc.; need for more stringent 
internal controls

Growth in identity theft including phishing Creates consumer distrust of the Internet (e-commerce) 
and e-banking (online merchants, banks and ISP's have 
vested interest)

Increased competition in customer service-
oriented industries

ISP's such as AOL can provide for differentiation; banks 
need to provide better service over the next guy

Fear of terrorism Driving increased government spending on security 
infrastructure including identity security

Segments Trends Major players
Enterprise
Secure remote access Drove growth in 2004, tip of the iceberg penetration 

should drive growth through FY06
All players, RSA Security is 
worldwide leader w/65 to 75% 
marketshare

Enterprise authentication RSA/Microsoft deal raised visibility in 2004, expect a slow 
ramp in adoption through FY05 with early adoption growth 
in FY06

RSA, Vasco, Secure, Aladdin

B2B transactions Still nascent and not a universal requirement, if enterprise 
is successful, an identity federation type model may 
develop here

Vasco, RSA

Consumer
e-Banking (consumer identity) Adoption outside of US, deployments will continue to grow 

in size, EMV standards will spur growth in Europe 
beginning FY06

Vasco (Europe), ActivCard (Europe), 
Secure (Citicorp), RSA well 
positioned

e-Commerce (consumer Identity) RSA in purported deal with "online marketplace" in US, 
still developing, initial deployments in FY05, growth in 
FY06, EMV standards in Europe will help "card not 
present" problem

RSA, Vasco well positioned, all 
players

ISP's RSA deal with AOL first in US, expect others to follow, 
optional premium service, continued proliferation of 
phishing will influence development

RSA, Vasco well positioned, all 
players

Government
Common authentication IBM initiative raised visibility in 2004, shift in spending 

from cybersecurity to physical security should help drive 
govt spending

RSA, ActivCard, Secure

Biometrics Interest is growing with ever improving technology, 
unclear markets/uses, some pilots in 2004, slow ramp but 
expect real deployments by FY07

RSA, others
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Corporate Background and Strategy 

Vasco was founded in the early 1990’s and has become a pure-play provider of authentication 
solutions.  The company made several acquisitions throughout the 90’s including two Belgian 
operations, Lintel Security NV/SA and Digipass NV/SA and Identikey in Australia.  Today, the 
company is headquartered in Chicago but retains key sales, administrative and product 
development operations in both Belgium and Australia.   

In 2002, the company changed its management team and installed Ken Hunt as CEO.  Ken had 
been CEO of Vasco’s predecessor company VASCO Corp. Under the current management team, 
the company has met a number of its stated objectives and delivered seven consecutive quarters 
of operating profitability. 

The company’s corporate mission is to “Be The Authentication Company worldwide, anyhow, 
anywhere, anytime”. Unlike most of its competitors, Vasco has pursued a strategy of focusing 
exclusively on the authentication market opportunity and deepening its product offerings solely in 
this area. It leveraged is geographic presence in the Benelux region to build an early niche 
servicing global banks there and across Europe.  

The early adoption of strong authentication in Europe for consumer transactions and corporate 
banking has allowed the company to develop a differentiated high volume, low cost strategy for 
authentication tokens. While RSA Security’s largest customer has deployed 300K tokens,Vasco’s 
largest customer, Rabobank in the Netherlands, has deployed 2 million. Vasco has also focused 
on providing product breadth and flexibility and today has the widest assortment of tokens in the 
industry. 

With its heavy reliance on one segment, the company frequently incurred inconsistent quarterly 
revenues and operating profitability. At the onset of 2002, the company began executing a 
complementary strategy to expand beyond its initial niche by marketing new products for 
the corporate market and focusing on building its distribution channel.  

We believe that the company has been successful in executing this strategy to this point. 
The company has expanded its CNA customer base by 300 customers to 1,448 customers.  
Revenue contribution from this segment has generally remained in the 20 to 25% range given 
smaller initial deployments. The smaller deployment size has allowed the company to move the 
ASP per token from under $10 to $10 to $11/token. We believe that the revenue mix should 
increase toward the CNA segment as they grow the corporate customer base and those 
customers expand their deployments over time. 

Customer Install Base Growth 
 

 

 

 

 

 

Source: Vasco Data Security disclosures 

Customer Type FY03 1Q04 2Q04 3Q04
Total accounts/customers 1500 1629 1744 1847
New accounts 572 129 115 103

New banks/financial institutions 69 18 15 15
Total financial institutions 280 300 315

New corp network access customers 502 111 100 88
Total corp network access customers 1145 1260 1360 1448
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Revenue Contribution by Segment 
 

Source: Vasco Data Security disclosures 

In addition, the company has grown its distributor base over 30% and its reseller base by 
over 40% year-to-date. We believe that the company’s success is largely attributable to the 
Digipass Pack, a shrink wrapped starter bundle of the company’s one-time password (OTP) 
tokens targeted at corporate customers (see product section for more information). In addition, 
the company has extended its global representation from 60 countries to over 70 in these efforts. 
We believe that building out its distribution channel will be critical for the company to 
address its current weakness in brand recognition and presence outside of the Benelux 
area. 

Vasco Channel Development Metrics 
 

Source: Vasco Data Security disclosures 

A third strategic objective for the company was to begin penetrating the US market.  The 
company has been somewhat successful in slowly growing revenues from this geography as 
evidenced by its incremental shift in contribution in 1H04.  The company ended FY03 with 6 to 
7% of its revenues from the US and year-to-date the US has contributed 12 to 13%. Given that 
US banks are still behind Europe in adopting strong authentication for e-banking, Vasco will have 
to compete with RSA, VeriSign/Aladdin and Secure Computing for corporate customers. We 
believe the company is beginning to make progress at gaining a foothold in the US market. The 
company saw its 3Q04 contribution from the US spike to 16%. 

Revenue Contribution by Geography 
 

 

Source: Vasco Data Security disclosures 

 

Contribution by Market Segment FY03 1Q04 2Q04 3Q04
Banking 75% 75% 80% 83%
Corp Network Access 25% 25% 20% 17%

Partner Type FY03 1Q04 2Q04 3Q04
Total distributors 29 29 30 36
Resellers 1000+ 1100 1200 1400

Region FY03 1Q04 2Q04 3Q04
Europe 84% 82% 80%
United States 7% 10% 9% 16%
Other 9% 8% 9%
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The Business Model 

Vasco’s gross margins were in the range of 65-70%, although new guidance provides for 
60-65% gross margins. All tokens share the same core engine and components that drive more 
economies of scale.   

Corporate Network Access (CNA) sales are typically smaller and carry a higher gross margin 
than prior banking deals (although recently these are in lower quantities as well).  The swing in 
gross margin in the 1H04 was based largely on the increase in CNA customers. We believe the 
new guidance for lower gross margins indicates more deals in the consumer market in 2005.  

The company believes it can achieve an operating model of 17- 20% operating margin.  In 
2Q04 and 3Q04, the company surpassed this level after posting a dramatic increase from a 5.1% 
operating margin for FY03 based on top line growth and modest reductions in R&D and sales and 
marketing. We are modeling operating margins in 2005 of nearly 18%. 

A major contributor to the increase in operating margin was the increased leverage the 
company is beginning to see from its rapidly expanding channel for corporate clients.  As 
mentioned previously, the company has been successful in expanding its distributor and reseller 
base significantly in FY03 and FY04 and intends to utilize the channel to build its CNA install 
base.  In banking, the company deals directly with strategic banks that have signed on to high 
volume deals in the 100’s of thousands or millions of tokens. Vasco has managed these 
companies’ constant buying cycles by requiring 12-month purchase orders from them providing 
them with increased revenue visibility. 

Ninety percent of the company’s headcount in based outside of the US making operating 
expenses subject to currency exposure, particularly the Euro and Australian dollar.  Given the 
dollar’s weakness in 2H03 and this year, the company offsets losses in this area by quoting 
its sales in local currency denominations.   
The company sells its products as a one-time perpetual license.  The tokens typically last 
from 5-7 years, versus 3-5 years for RSA. The VACMAN components are also sold in this 
manner and can include maintenance and support at 18-20% of list pricing. The company 
typically experiences seasonal weakness in Q3 given its reliance on European markets and 
financial markets in the US and Far East. 
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Products and Services 

Vasco is a product company characterized by focus and practical innovation for flexibility.  The 
company’s product strategy is to extend its mature products, ensure compatibility with 
corporate legacy systems and develop new products that differentiate its offerings to 
customers. 

The focus on innovating for customers has made Vasco’s token set the broadest of all 
authentication vendors on the market today.  While the company offers more than 20 models, the 
company has attempted to lower overhead costs on managing the breadth by designing all 
tokens to use the same programmable core engine and components.  

Vasco’s value proposition is based on customer customization, flexibility and service.  The 
company routinely private labels its tokens with the customer’s brand.  Vasco’s tokens offer a 
wide variety of strong authentication options such as PIN-based challenge/response, one-time 
password or the ability to create a unique e-signature for more sensitive transactions such as a 
wire transfer. The company can program the chips on its tokens to support more than one 
application and support each with the required functionality necessary. For high volume 
customers, Vasco handles the pre-programming of its tokens, which it accomplishes using sub-
contractors out of low cost countries in Asia.   

Select Vasco Token Models 
Digipass Model Key Features Strategic Value
GO 3 Small, lightweight keychain token with OTP 

capability; lasts 5 to 7 years
Included in Digipass Pack for corporate 
clients; Primary competitive offering to 
SecurID due to size and weight

PRO 260 The 200 series are small and lightweight 
handheld tokens with a small LED and keypad 
token for PIN entry.  All models offer unique to 
user e-signature capability.  The 260 is the most 
advanced model and offers a 3 try lock-out 
function and private label of customer logo

Primary offering for e-banking offering banks 
private label flexibility and flexible 
programmability to meet specific application 
requirements

PRO 580 The 500 series offers flip top calculator style 
token with foreign language support. The 580 is 
the most advanced model and supports 
Chinese, Thai and Cyrillic complex characters

Important offering for penetration in Asia 
Pacific. 

PRO 585 An advanced 580 with added OTP capability 
without the need to flip open cover

Released in 2Q04 this year

PRO 800 First unconnected smart card reader for use 
with existing smart cards. Offers user unique e-
signatures

Primary offering for EMV standards for in-
person transactions; lower TCO as existing 
personal smart cards can be used; no need to 
personalize device 

Pack A starter bundle for RADIUS certified two-factor 
authentication in corporate environments; 
includes GO 1 and VACMAN Radius 
middleware

Compelling easy-to-sell offering for account 
penetration and channel partner engagement

Authentication 
Server

Server-based solution to perform strong 
authentication and e-signatures on mobile 
platforms using SMS messages

Enables secure e-commerce and "card not 
present" transactions; turns a cell phone into a 
token device  

Source: Vasco and WMS 

Back-end Software 
A unique part of the Vasco value proposition is that its solutions do not require a back-end 
server lowering the total cost of ownership.  Vasco sells the VACMAN line for integration into a 
customer’s existing systems to enable the strong authentication.   

VACMAN Controller. The VACMAN Controller is a cross platform API that can be embedded 
into an existing application to enable strong authentication and e-signatures.  Customers can 
embed the API directly into their application through programming.    
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VACMAN Middleware. Alternatively, the VACMAN Middleware is a more traditional integration 
software into a customers existing remote access infrastructure. VACMAN Middleware is certified 
for RADIUS, a standard that all major remote access and firewall vendors support today.  
Through this compatibility, Vasco is able to certify its solutions as interoperable with 17 major 
firewall and VPN solutions, a key requirement in the corporate two-factor authentication market.  

VACMAN Middleware Certified Platforms 

 
Source: Vasco 

 

 

 

 

 

 

 

 

 

 

 

Source: Vasco 

 

 

 

Digipass PackDigipass GO 3 Digipass PRO 300 
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Management Team 

Ken Hunt - Chairman and Chief Executive Officer. Ken Hunt has been a director since July 
1997 and currently serves a one-year term. He served since 1984 as Chairman, President and 
CEO of Vasco’s predecessor company, VASCO Corp. Mr. Hunt received a B.B.A. from the 
University of Miami, Miami, Florida and an M.B.A. from Pepperdine University, Malibu, California. 

Jan Valke – President and Chief Operating Officer. As Executive Vice President Sales & 
Marketing Mr. Valke has been managing worldwide sales, marketing, business development, and 
product management for both the Digipass and VACMAN product lines since 2000. From 1992 
until joining VASCO in 1996, he served as Vice President of Sales and Marketing of Digipass 
NV/SA, a member of the Digiline International group. He was co-founder and a member of the 
Board of Directors of Digiline. 

Clifford K. Brown – Executive Vice President and Chief Financial Officer. Cliff has his MBA 
from the University of Chicago, a B.S. in Accountancy from the University of Illinois, and his CPA 
certificate.  He is trained in Total Quality Management principles. 
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Competitive Position 

As is evident from the discussion below, the strong authentication market is highly competitive 
and will increasingly move from protected segments to all out competition for traditional 
strongholds of each vendor. That said, we believe that the authentication market will begin to 
grow at a faster rate and that a number of vendors with well-aligned strategies will fair 
well. 
We believe that Vasco has an inherent advantage in international markets given broader e-
banking and e-commerce security risks that will require high volume consumer authentication and 
a low cost strategy that will play well with price conscious regions.   

RSA Security. The company’s main competitor in the secure remote access market is RSA 
Security, the market share leader with 65 to 75% of the market globally. RSA’s SecurID is a 
widely recognized brand that commands a premium of over 3x the price of a Digipass token. RSA 
is highly dominant in the US.  

Vasco’s competitive differentiation to RSA is a based on lower total cost of ownership (Vasco’s 
tokens are cheaper, last longer and do not require a back-end server), product flexibility (wider 
assortment of options than OTP) and in some areas, higher levels of security (Vasco’s Digipass 
tokens use chips with storage and encryption capability).   

RSA’s biggest strengths are in its brand name, large install base (making servicing or upselling a 
customer easier than acquiring a new one) and market leadership. RSA has reached the enviable 
“no one ever got fired for buying it” level. RSA is a formidable competitor with strong marketing 
that has become more proactive in leveraging its leadership in 2004 to open new markets with big 
name strategic partners.  

VeriSign. Recently, PKI outsourcer VeriSign launched a new set of services called Unified 
Authentication services that enable customers to reap the benefits of strong authentication 
without having to host an RSA back-end server or PKI-based infrastructure themselves. VeriSign 
partnered with Aladdin, an innovative provider of USB-based tokens. VeriSign’s technical 
capabilities mirror Vasco’s in its ability to embed smart card chips and store digital certificates, 
however, it is unclear just how much of RSA’s existing market is disgruntled enough to shift to 
VeriSign or how much of new greenfield opportunities will prefer hosted services. 

Secure Computing. Secure Computing has pursued a highly partner-centric strategy focused on 
promoting its flexibility.  The company’s SafeWord product can integrate with a back-end from 
RSA or provide its own OTP standalone back-end.  In addition, SafeWord tokens have storage 
capability and can store digital certificates.  Secure Computing competes on this flexibility and on 
compelling price/performance (their tokens also last longer than RSA’s), however the company 
has a much smaller install base than Vasco or RSA Security.  We believe that Vasco will face off 
with Secure Computing in the price sensitive portion of the market and will have to utilize its 
strength in specific verticals to position against Secure Computing.   

Aladdin. Aladdin is currently selling its latest and greatest hybrid token through VeriSign, 
however it plans to sell its own branded version in the coming quarters. In addition, the company 
has become a leading USB token provider selling its traditional line of USB-tokens that do not 
have OTP capability. Aladdin will be a formidable competitor given the company’s current 
momentum and brand association with USB-tokens, an increasingly popular option for customers.  
In addition, the majority of Aladdin’s revenues come from Europe (albeit in another product line), 
but as an Israeli-based operation the company will surely attack Vasco more proactively in 
European markets such as Spain and outside of the Benelux region. 
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Financial Analysis 

Below, we outline a number of key metrics for Vasco, as well as our near-term expectations for 
each category: 

Investment Metrics for Vasco 

 

Source: Wedbush Morgan Securities 

Financials Current Expectation
Revenue Positive Driven largely by growth in the authentication market which we 

believe accelerated in 2004 and will continue to grow at rates 
over 35% in FY05

Gross Margin Negative New guidance provides for lower gross margins from the recent 
levels of 70%. We believe this is due to more consumer deals. 
We do not expect a material improvement above 65%.

Operating Margin Neutral Operating expenses should follow the historical trend, but toal 
operating margin is negatively affected by the lowered gross 
margins. We believe the company will have to step up 
investments in sales and marketing to address weak brand 
image in the US and to sustain its international strength

EPS Mild Positive Expect continued growth driven by strong top line growth 
although gross and operating margins will not reach the 20+% 
levels we saw in the previous 2 quarters.

DSO Neutral DSO's were out of 45 to 55 day management guided range in 
1H04 but came down to 43 days in 3Q04. Look to see the 
company manage this going forward however collections from a 
growing channel may present challenges

Deferred Revenue Mild negative Not as applicable to Vasco given its one-time perpetual license 
model; penalizing slightly given the resulting unpredictability a 
fully perpetual license model incurs

Free Cash Flow Mild Positive Expect to continue seeing positive operating cash flow in future 
quarters, but not a strong cash generating machine yet

Intangibles
Products Positive Offers the widest product breadth in authentication tokens and 

state-of-the-art features such as OTP, AES encryption and e-
signatures

Competition Mild negative The market is highly competitive however growing at a fast 
enough rate that we believe multiple vendors can fair well

Industry Segment Positive Authentication is one of the fastest growing markets in InfoSec 
and Vasco has carved out a niche in the global financial 
community; showing good progress in the corporate remote 
access market

Trend
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Companies Mentioned 
  

Current Prices (Intraday 12/20/04) 

 

 
 

Company Ticker Rating Price
ActivCard ACTI NR 8.88$                
Aladdin ALDN Hold 24.45$              
SafeNet SFNT NR 31.60$              
Secure Computing SCUR Sell 9.91$                
RSA Security RSAS Buy 19.61$              
Vasco VDSI Hold 6.31$                
VeriSign VRSN Buy 33.57$              
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Information Security Comparable Universe 

 

Source: Wedbush Morgan Securities, Reuters, EDGAR Online and Baseline 
 
 

12/20/2004
Price Shares Market Enterprise EPS P/E Revenue ($MM) EV/Revenue

Company Ticker Rating ($) Out (MM) Cap ($MM) Value ($MM) 2004E 2005E 2004E 2005E 2004E 2005E 2004E 2005E
Information Security
ACTIVCARD CORP ACTI NR $8.80 42.6 $375 $359 ($0.80) ($0.46) NM NM $35 $46 10.1x 7.8x
ALADDIN ALDN BUY 24.41 13.0 316 293 0.68 0.96 36.0x 25.5x 69 82 4.3x 3.6x
BLUE COAT SYS   BCSI HOLD $18.71 12.3 $230 $187 $0.53 $0.50 35.0x 37.5x $87 $100 2.1x 1.9x
CYBERGUARD CORP CGFW HOLD 6.20 32.0 199 184 0.17 0.27 35.8x 23.3x 60 73 3.1x 2.5x
CHECK PT SFTWRE CHKP Y - Focus $24.23 258.3 $6,260 $4,720 $1.05 $1.21 23.0x 20.0x $513 $586 9.2x 8.1x
ENTRUST INC     ENTU NR 3.70 62.7 232 190 0.01 0.06 370.0x 61.7x 88 99 2.2x 1.9x
INTERNT SEC SYS ISSX HOLD $22.63 47.2 $1,069 $954 $0.61 $0.77 37.2x 29.5x $287 $324 3.3x 2.9x
MCAFEE          MFE BUY 26.80 172.1 4,612 3,765 0.59 1.08 45.6x 24.8x 893 879 4.2x 4.3x
RSA SECURITY    RSAS BUY $19.50 67.8 $1,323 $1,137 $0.50 $0.72 38.8x 27.0x $306 $365 3.7x 3.1x
SECURE COMPT    SCUR SELL 9.90 36.4 361 318 0.32 0.37 30.8x 26.5x 92 101 3.4x 3.1x
SAFENET INC     SFNT NR $31.64 24.2 $764 $683 $1.33 $1.62 23.8x 19.5x $202 $264 3.4x 2.6x
SONICWALL INC   SNWL NR 5.92 71.5 423 383 0.07 0.13 84.6x 45.5x 126 140 3.0x 2.7x
SYMANTEC CORP   SYMC HOLD $23.95 736.5 $17,640 $15,095 $0.77 $1.02 31.2x 23.6x $2,415 $2,917 6.3x 5.2x
TIPPINGPOINT    TPTI HOLD 46.49 7.4 345 317 (1.06) 0.50 NM 93.8x 33 68 9.6x 4.6x
VASCO DATA SEC  VDSI BUY $6.35 35.2 $223 $215 $0.10 $0.15 61.5x 41.4x $29 $41 7.3x 5.3x
VERISIGN INC    VRSN BUY 33.21 259.7 8,626 8,394 0.69 0.96 48.3x 34.7x 1,179 1,631 7.1x 5.1x
WEBSENSE INC    WBSN HOLD $50.06 24.2 $1,213 $987 $1.05 $1.31 47.5x 38.2x $111 $143 8.9x 6.9x
WATCHGUARD TECH WGRD NR 4.49 33.7 151 148 (0.00) (0.12) NM NM 87 84 1.7x 1.8x

Mean 63x 36x Mean 5.2x 4.1x
Median 37x 28x Median 4.0x 3.4x
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Vasco Data International Income Statement 

 

Source: Company Reports, Wedbush Morgan Securities Estimates 
 

($ in millions except EPS)
FYE Dec

Mar Jun Sep Dec Mar Jun Sep Dec
FY02A FY03A 1Q04A 2Q04A 3Q04A 4Q04E FY04E 1Q05E 2Q05E 3Q05E 4Q05E FY05E

Net revenues 17.370$     22.866$  6.021$    7.174$    7.400$    8.658$    29.253$   8.225$    9.459$    10.405$  12.486$  40.574$  
Cost of goods sold 7.160        9.010      1.575       2.099      2.244      3.463       9.381       3.043$     3.500$     3.850$     4.557$     14.950     
Gross Profit 10.210$     13.856$  4.446$    5.075$    5.156$    5.195$    19.872$   5.182$    5.959$    6.555$    7.928$    25.624$  

Expenses
Sales and Marketing 7.956$       6.987$     2.093$     2.149$     1.975$     2.424$     8.642$     2.303$     2.459$     2.705$     3.371$     10.839$   
Research and Development 2.341         2.281       0.708       0.663       0.677       0.805       2.853       0.847$     0.880$     0.916$     1.074$     3.716       
General and Administrative 4.542         3.423       0.746       0.784       0.855       0.996       3.380       0.946$     0.899$     0.988$     1.061$     3.894       
Total Operating Exp. 14.839$     12.692$  3.547$    3.596$    3.507$    4.225$    14.875$   4.096$    4.238$    4.609$    5.506$    18.449$  
Operating Income (4.629)$     1.164$     0.899$     1.479$     1.649$     0.970$     4.997$     1.1$         1.7$         1.9$         2.4$         7.175$     
Total GAAP Items (0.679)       (2.516)      (0.081)      (0.065)     (0.019)     0.750       0.585       0.750       0.750       0.750       0.750       3.000       
Interest income (0.270)       (0.080)      0.029       0.025       0.034       0.034       0.122       0.034       0.034       0.034       0.034       0.136       
Other income (expense), net 0.015         0.115       0.077       (0.032)     (0.045)     (0.045)      (0.045)      (0.045)      (0.045)      (0.045)      (0.045)      (0.180)      
Pre-tax income (5.563)$     (1.318)$    0.924$     1.407$     1.619$     0.209$     4.488$     0.325       0.961       1.185       1.661       4.131$     
Income taxes (benefit) 0.140        0.397      0.422       0.519      0.469      0.071       1.481       0.110       0.327       0.403       0.565       1.405       
Net Income (5.703)$     (1.715)$   0.502$    0.888$    1.150$    0.138$    3.007$     0.214     0.634     0.782     1.096     2.727$    
Net Income (non-GAAP) (5.024)$     0.802$     0.583$     0.953$     1.169$     0.888$     3.592$     0.964       1.384       1.532       1.846       5.727$     

EPS (0.20)$       (0.06)$      0.02$       0.03$       0.03$       0.01$       0.09$       0.006       0.017       0.021       0.029       0.07$       
EPS (non-GAAP) (0.18)$      0.03$      0.02$      0.03$      0.03$      0.02$      0.10$      0.03$      0.04$      0.04$      0.05$      0.15$      
Basic Shares Outstanding 28.348       29.270     31.168     31.938     32.578     35.875     32.890     36.4         37.0         37.5         38.1         37.241     
Fully Diluted Shares Outstanding 28.348       29.270     31.898     35.240     35.172     35.875     34.546     36.4         37.0         37.5         38.1         37.241     

Mar Jun Sep Dec Mar Jun Sep Dec
Margin Analysis FY02A FY03A 1Q04A 2Q04A 3Q04A 4Q04E FY04E 1Q05E 2Q05E 3Q05E 4Q05E FY05E
Gross Margin 58.8% 60.6% 73.8% 70.7% 69.7% 60.0% 67.9% 63.0% 63.0% 63.0% 63.5% 63.2%
Sales and Marketing 45.8% 30.6% 34.8% 30.0% 26.7% 28.0% 29.5% 28.0% 26.0% 26.0% 27.0% 26.7%
Research and Development 13.5% 10.0% 11.8% 9.2% 9.1% 9.3% 9.8% 10.3% 9.3% 8.8% 8.6% 9.2%
General and Administrative 26.1% 15.0% 12.4% 10.9% 11.6% 11.5% 11.6% 11.5% 9.5% 9.5% 8.5% 9.6%
Operating Margin -26.6% 5.1% 14.9% 20.6% 22.3% 11.2% 17.1% 13.2% 18.2% 18.7% 19.4% 17.7%
Net Margin -28.9% 3.5% 9.7% 13.3% 15.8% 10.3% 12.3% 11.7% 14.6% 14.7% 14.8% 14.1%
Income Taxes 45.7% 36.9% 29.0% 34.0% 34.0% 34.0% 34.0% 34.0%

Yr-over-Yr % Change
Sales 31.6% 17.6% 20.5% 32.2% 39.7% 27.9% 36.6% 31.9% 40.6% 44.2% 38.7%
Gross Profit 35.7% 50.2% 43.7% 49.3% 32.8% 43.4% 16.6% 17.4% 27.1% 52.6% 28.9%
Operating Profit 4514.0% 114.8% 1732.2% 164.9% 329.3% 20.8% 16.4% 18.0% 149.8% 43.6%
Net Income 241.5% 71.3% -821.6% 275.3% 348.1% 65.5% 45.2% 31.0% 108.0% 59.4%
Earnings per Share 204.4% 38.2% n/m 227.6% 277.1% 45.0% 38.5% 22.9% 96.0% 48.4%

Qr-over-Qr % Change
Sales -2.8% 19.1% 3.2% 17.0% -5.0% 15.0% 10.0% 20.0%
Net Income 146.3% 63.6% 22.7% -24.1% 8.6% 43.5% 10.7% 20.5%
Earnings per Share 141.8% 48.1% 22.9% -25.5% 7.0% 41.4% 9.1% 18.7%
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Vasco Data International Balance Sheet 

 

Source: Company Reports, Wedbush Morgan Securities Estimates 

($ in millions except EPS)
FYE Dec

Dec Mar Jun Sep Dec Mar Jun Sep
4Q02A 1Q03A 2Q03A 3Q03A 4Q03A 1Q04A 2Q04A 3Q04A

Assets
Cash and cash equivalents $ 2.616 $ 2.616 $ 3.983 $ 5.524 $ 4.817 $ 3.802 $ 6.205 $ 8.800

Restricted cash  0.365  0.145  0.148
Accounts receivable, net  2.871  2.881  3.864  2.725  2.523  4.394  4.566  3.534

Inventories, net  1.579  1.579  1.653  1.654  1.075  1.185  0.996  1.180
Prepaid expenses  0.395  0.407  0.331  0.246  0.476  0.404  0.374  0.668

Assets of discontinued ops  0.156  0.434 -          
Deferred income taxes  0.070  0.070  0.070  0.070

Foreign sales tax receivable  0.558  0.237  0.403
Other current assets  0.120  0.120  0.356  0.712  0.696  0.373  0.365  0.368

Total Current Assets : $ 7.736 $ 7.603 $ 10.622 $ 10.861 $ 9.657 $ 11.151 $ 12.958 $ 15.171
Property and equipment, net  1.156  1.288  0.936  0.848  0.882  0.799  0.751  0.743

Intangible assets, net  1.911  1.911  1.632  1.504  1.378  1.297  1.215  1.134
Goodwill  0.250  0.250  0.250  0.250  0.250  0.250  0.250  0.250

Notes receivable and investment in SSI -            1.212  1.132  1.021  0.966  0.879
Other assets  0.081  0.081  0.082  0.087  0.083  0.083  0.075  0.077

Total Assets: $ 11.133 $ 11.133 $ 13.522 $ 14.761 $ 13.382 $ 14.601 $ 16.215 $ 18.254

Liabilities
Current maturities of long-term debt $ 3.590 $ 3.590 $ 3.472 -          -           

Account payable  1.850  1.850  2.512  1.819  1.698  1.446  2.215  2.124
Liabilities related to discontinued ops  0.108  0.157  0.043 -           

Deferred revenue  0.644  0.720  1.193  0.679  0.386  1.169  0.621  0.549
Accrued wages and payroll taxes  1.235  1.515  1.399  1.253  1.428

Income taxes payable  0.219  0.757  1.246
Other accrued expenses  0.896  2.130  2.267  3.667  0.840  0.906  0.980  1.139

Total Current Liabilities: $ 8.322 $ 8.290 $ 9.602 $ 6.207 $ 4.440 $ 5.138 $ 5.825 $ 6.486
Long-Term Debt, less current maturities  0.032  0.038

Deferred warranty revenues  0.103
Total Liabilities: $ 8.322 $ 8.322 $ 9.640 $ 6.207 $ 4.440 $ 5.138 $ 5.825 $ 6.589

Stockholder's Equity
Series C Convertible Preferred $ 9.108 $ 9.108 $ 9.690 -          -           
Series D Convertible Preferred -            5.831  5.786  4.043  2.878  2.806

Common Stock  0.029  0.028  0.028  0.030  0.030  0.032  0.033  0.033
Additional paid-in capital  36.763  36.763  36.190  47.163  47.167  49.066  50.284  50.360

Accumulated deficit (42.608) (42.608) (41.406) (43.858) (43.693) (43.192) (42.304) (41.153)
Accumulated other income (loss) (0.481) (0.481) (0.620) (0.612) (0.347) (0.487) (0.500) (0.381)

Total Stockholders Equity: $ 2.812 $ 2.811 $ 3.882 $ 8.554 $ 8.944 $ 9.462 $ 10.390 $ 11.665
Total Liabilities and Equity: $11.134 $11.133 $13.522 $14.761 $13.383 $14.601 $16.215 $18.254

Total Shares (from I/S) 28.4         28.4         31.2         $ 31.3 31.9         35.2         35.2         
Book Value per Share 0.10$       0.14$       0.27$       0.29$       0.30$       0.29$       0.33$       

Cash per Share 0.09$       0.14$       0.18$       0.15$       0.12$       0.18$       0.25$       
DSO 91            51            58            44            37            66            57            43            

Return on Equity -811% -360% -120% -94% -28% -16% -8% 27%
Return On Assets -205% -91% -32% -34% -13% -10% -5% 18%
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ANALYSTS CERTIFICATION 
The analysts certify that the views expressed in this report accurately reflects his or her personal opinion and that the 
analysts have not and will not, directly or indirectly, receive compensation or other payments in connection with his or her 
specific recommendations or views contained in this report.  

IMPORTANT DISCLOSURES 
INVESTMENT RATINGS 
BUY – FOCUS LIST – The stock is expected to outperform the market and return at least 20% over the next 6-12 months. 
BUY – The stock is expected to outperform the market and return at least 15% over the next 12 months. 
HOLD – The stock is expected to perform in line with the market and return between 0% and 15% over the next 12 
months. 
SELL – The stock is expected to underperform the market and provide negative returns over the next 12 months. 
RESTRICTED – The analyst is restricted from commenting on the stock as a result of an advisory relationship with the 
company. 
NOT RATED – The stock currently does not have an investment recommendation. 
 
DISTRIBUTION OF RATINGS (as of September 30, 2004) 
BUY – 59% (7% of this rating category were investment banking clients within the last 12 months). 
HOLD – 36% (0% of this rating category were investment banking clients within the last 12 months). 
SELL – 5% (0% of this rating category were investment banking clients within the last 12 months). 

The analysts do not receive compensation based on specific investment banking activity. The analysts responsible for 
preparing this research report received compensation that is based upon various factors including WMS’s total revenues, 
a portion of which are generated by WMS’s investment banking activities. 

Another WMS analyst, Scott P. Sutherland, CFA, provides research coverage of VeriSign (VRSN). 

WMS makes a market in the securities mentioned herein. 

WMS changed its rating system on 10/1/01 from five tiers (Strong Buy, Buy, Long-Term Attractive, Hold, Sell) to three 
tiers (Buy, Hold, Sell). 

Additional information is available upon request. 

 

 

 

 

 

 
 
 

OTHER DISCLOSURES 
RESEARCH DEPT. * (866) 855-4529 * www.wedbush.com 

Member New York Stock Exchange and Other Principal Exchanges 
INSTITUTIONAL TRADING  Los Angeles (213) 688-4470 / (800) 421-0178  *  INSTITUTIONAL SALES  Los Angeles (800) 444-8076 

CORPORATE HEADQUARTERS (213) 688-8000 
The information herein is based on sources that we consider reliable, but its accuracy is not guaranteed. The information contained herein is not a 
representation by this corporation, nor is any recommendation made herein based on any privileged information. This information is not intended to be 
nor should it be relied upon as a complete record or analysis; neither is it an offer nor a solicitation of an offer to sell or buy any security mentioned 
herein. This firm, Wedbush Morgan Securities, its officers, employees, and members of their families, or any one or more of them, and its discretionary 
and advisory accounts, may have a position in any security discussed herein or in related securities and may make, from time to time, purchases or 
sales thereof in the open market or otherwise. The information and expressions of opinion contained herein are subject to change without further notice. 
The herein mentioned securities may be sold to or bought from customers on a principal basis by this firm. Additional information with respect to the 
information contained herein may be obtained upon request. 
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