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NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
TO BE HELD JUNE 10, 2009

To the Stockholders of
VASCO Data Security International, Inc.:

The Annual Meeting of Stockholders of VASCO Data Security International, Inc., a Delaware corporation,
will be held on Wednesday, June 10, 2009, commencing at 10:00 a.m., local time, at 1901 South Meyers Road,
Oakbrook Terrace, Illinois 60181 for the following purposes:

1. To elect five directors to serve on the Board of Directors;

2. To approve the VASCO Data Security International, Inc. Executive Incentive Compensation Plan
(the “Annual Incentive Plan”);

3. To approve the VASCO Data Security International, Inc. 2009 Equity Incentive Plan (the “2009
Equity Plan”); and

4. To transact such other business as may properly come before the meeting.
The Board of Directors has no knowledge of any other business to be presented or transacted at the meeting.

The Board of Directors recommends that you vote FOR each of the director nominees, FOR the approval of
the Annual Incentive Plan and FOR the approval of the 2009 Equity Plan. Stockholders of record on April 21,
2009 are entitled to notice of and to vote at the meeting. Further information as to the matters to be considered
and acted upon can be found in the accompanying Proxy Statement.

Our Annual Report to Stockholders for 2008 is also enclosed.

By Order of the Board of Directors,

&/M/%.M

Clifford K. Bown
Secretary

Oakbrook Terrace, Illinois
April 30, 2009

You are cordially invited and urged to attend the Annual Meeting in person. To assure your
representation at the Annual Meeting, please sign, date and return the enclosed proxy card, whether or
not you expect to attend in person. You may revoke your proxy at any time before it is voted at the Annual
Meeting.
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PROXY STATEMENT
FOR
ANNUAL MEETING OF STOCKHOLDERS
TO BE HELD JUNE 10, 2009

This Proxy Statement is furnished by the Board of Directors of VASCO Data Security International, Inc.
(“Company, “ VASCO,” “we,” “us” or “our”), in connection with the solicitation of proxies for use at the Annual
Meeting of Stockholders to be held on Wednesday, June 10, 2009, commencing at 10:00 a.m., local time, at our
principal executive offices located at 1901 South Meyers Road, Oakbrook Terrace, Illinois 60181, and at any
postponement or adjournment thereof. Directions may be obtained by calling (630) 932-8844. This Proxy
Statement, the foregoing Notice of Annual Meeting of Stockholders and the accompanying form of proxy are
being released to stockholders on or about April 30, 2009. Holders of record of shares of our common stock at
the close of business on April 21, 2009, will be entitled to vote on all matters to properly come before the Annual
Meeting. Each share of common stock that you own entitles you to one vote.

Important Notice Regarding the Availability of Proxy Materials for the Annual Stockholder
Meeting To Be Held on June 10, 2009:

The Company’s Proxy Statement and Annual Report to Stockholders (including our Annual Report
on Form 10-K) are available at: www.vasco.com/investors/

ANNUAL REPORT

Our Annual Report to Stockholders (including our Annual Report on Form 10-K) for the fiscal year ended
December 31, 2008 has been included in the mailing of this Proxy Statement and we recommend that you review
it for financial and other information. It is not intended to be a part of the proxy soliciting material. The Annual
Report includes, among other information, our Annual Report on Form 10-K for the fiscal year ended
December 31, 2008. You can review and download a copy of VASCO’s Annual Report on Form 10-K by
accessing our website, www.vasco.com, or you can request paper copies, without charge, by writing to
VASCO Data Security International, Inc., 1901 South Meyers Road, Suite 210, Oakbrook Terrace, Illinois
60181, Attention: Clifford K. Bown, Secretary.



THE ANNUAL MEETING

Matters to be Considered

The Annual Meeting has been called to (1) elect five directors to serve on the Board of Directors
(sometimes referred to as the “Board”) (“Proposal 17); (2) approve the VASCO Data Security International, Inc.
Executive Incentive Compensation Plan (the “Annual Incentive Plan”) (“Proposal 27); (3) approve the VASCO
Data Security International, Inc. 2009 Equity Incentive Plan (the “2009 Equity Plan”) (“Proposal 3”); and
(4) transact such other business as may properly come before the meeting.

Voting at the Annual Meeting

A majority of the votes entitled to be cast on matters to be considered at the Annual Meeting will constitute
a quorum for the transaction of business. If a share is represented for any purpose at the meeting, it is deemed to
be present for all other matters. Holders of record of outstanding shares of Common Stock at the close of
business on April 21, 2009 are entitled to notice of and to vote at the Annual Meeting. As of April 21, 2009, there
were 37,487,295 shares of Common Stock outstanding and entitled to vote. Each share of Common Stock is
entitled to cast one vote on any matter submitted to the stockholders for approval.

Assuming the presence of a quorum, the affirmative vote of a plurality of the votes cast and entitled to vote
will be required for the election of directors, and the affirmative vote of a majority of the votes cast and entitled
to vote thereon would be required to act on all other matters to properly come before the Annual Meeting. There
is no cumulative voting in the election of directors.

Stockholders may vote in favor of or withhold authority to vote for the nominees for election as directors
listed herein. Stockholders may vote for or against, or abstain from voting on, each of Proposal 2 and Proposal 3.
Directions to withhold authority, abstentions and broker non-votes (which occur when a nominee holding shares
for a beneficial owner does not vote on a particular proposal because the nominee has not received instructions
from the beneficial owner and does not have discretionary voting power with respect to that item) will be counted
in determining the presence or absence of a quorum for the transaction of business at the Annual Meeting.
Directions to withhold authority, because directors are elected by a plurality of votes cast, will have no effect on
the election of directors. Broker non-votes, because they are not considered “votes cast,” are not counted in the
vote totals and will have no effect on the election of directors or the approval of any proposal considered at the
Annual Meeting. Abstentions will have the effect of a vote against the proposal being considered.

If a properly executed, unrevoked proxy does not specifically direct the voting of the shares covered by such
proxy, the proxy will be voted (a) FOR the election of all nominees for election as director as listed herein,
(b) FOR the approval of the Annual Incentive Plan, (c) FOR the approval of the 2009 Equity Plan and (d) in
accordance with the judgment of the persons named in the proxy as to such other matters as may properly come
before the Annual Meeting. Any stockholder executing a proxy has the power to revoke it at any time before it
has been voted by delivering written notice to the Secretary of the Company, by executing a later-dated proxy or
by voting in person at the Annual Meeting. Any written notice of revocation or subsequent proxy should be
delivered prior to June 10, 2009 to:

VASCO Data Security International, Inc.
1901 South Meyers Road, Suite 210
Oakbrook Terrace, Illinois 60181
Attention: Secretary

or hand delivered to the Secretary before the closing of the polls at the Annual Meeting.



PROPOSAL 1
ELECTION OF DIRECTORS

Stockholders are being asked to elect five directors. All of the director nominees will be elected at the
Annual Meeting. Each director will serve until the Annual Meeting in 2010, until a qualified successor director
has been elected, or until he or she resigns, dies or is removed.

The Board of Directors, upon the recommendation of the Corporate Governance and Nominating
Committee, has nominated the following individuals for election as directors at the Annual Meeting: Michael P.
Cullinane, T. Kendall Hunt, John N. Fox, Jr., Jean K. Holley and John R. Walter, all of whom are current
directors and have agreed to serve if elected.

While the Board of Directors does not contemplate that any nominee for election as a director will not be
able to serve, if unforeseen circumstances (for example, death or disability) make it necessary for the Board of
Directors to substitute another person for any of the nominees, the persons listed in the enclosed proxy will vote
your proxy, if properly executed and returned and unrevoked, for such other person or persons, or the Board may,
in its discretion, reduce the number of directors to be elected. The affirmative vote of a plurality of the votes cast
and entitled to vote at the Annual Meeting is required for the election of directors.

The Board of Directors recommends that the stockholders vote “FOR” each of the nominees listed herein.

PROPOSAL 2

APPROVAL OF THE VASCO DATA SECURITY INTERNATIONAL, INC. EXECUTIVE
INCENTIVE COMPENSATION PLAN

The Board of Directors proposes that our stockholders approve the VASCO Data Security International, Inc.
Executive Incentive Compensation Plan (the “Annual Incentive Plan”). The Annual Incentive Plan is being
submitted for stockholder approval so that payments under the Annual Incentive Plan may qualify as
performance-based compensation under Section 162(m) (“Section 162(m)”) of the Internal Revenue Code of
1986, as amended, and the regulations and interpretations in effect thereunder (the “Code”).

On December 19, 2008, the Compensation Committee and the Board of Directors approved the Annual
Incentive Plan and directed that it be submitted to our stockholders for approval. Stockholder approval of the
Annual Incentive Plan requires the affirmative vote of a majority of the shares of the Company’s outstanding
common stock present, in person or by proxy, and entitled to vote at the Annual Meeting.

The following description summarizes the material features of the Annual Incentive Plan; however, it is not
intended to be a complete description and you should not rely solely on it for a detailed description of every
aspect of the Annual Incentive Plan. The description is qualified in its entirety by reference to the copy of the
Annual Incentive Plan annexed to this Proxy Statement as Appendix A.

The Board of Directors recommends that the stockholders vote “FOR” Proposal 2.

Summary of Plan

The purpose of the Annual Incentive Plan is to motivate and reward eligible executives by making a portion
of their cash compensation dependent on the attainment of performance goals. The Annual Incentive Plan is
designed to permit the annual incentives paid thereunder (also referred to as “awards”) to certain executive
officers of the Company to be deductible without limit under Section 162(m). Generally, Section 162(m) denies a
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deduction to publicly-held corporations for compensation paid to certain executive officers in excess of $1
million per executive per taxable year; however, an exception applies to certain “performance-based
compensation” provided that such compensation is paid pursuant to a plan approved by stockholders and
provided certain other requirements are met.

We intend to continue our established practice of paying annual incentive bonuses to executive officers
based on individualized performance goals. If the Annual Incentive Plan is approved by stockholders, we expect
that non-equity incentive plan awards to executives under the Annual Incentive Plan made through the 2014
Annual Meeting will satisfy the performance-based compensation exception under Section 162(m) and be fully
deductible by the Company for federal income tax purposes.

Participants

The individuals eligible to receive awards under the Annual Incentive Plan (the “participants™) will consist
of executive officers of the Company and its subsidiaries as determined from time to time by the Compensation
Committee. We expect the Compensation Committee to make such determinations annually. We currently have
three executive officers whom the Committee may designate as eligible to receive awards if so determined by the
Compensation Committee. Each of them may be considered to have an interest in the Annual Incentive Plan
because they may receive awards under it in the future.

Administration

The Compensation Committee will have the sole discretion and authority to administer and interpret the
Annual Incentive Plan. The Compensation Committee will be authorized to make any and all decisions regarding
the administration of the Annual Incentive Plan, including interpreting the terms and provisions of the Annual
Incentive Plan and establishing, adjusting, paying, or declining to pay Annual Incentive Plan awards. All
decisions, determinations and interpretations by the Compensation Committee regarding the Annual Incentive
Plan will be final and binding on all participants, unless such decisions or actions are determined to be arbitrary
or capricious or were unlawful.

The Company may amend or terminate the Annual Incentive Plan at any time with respect to future services
of participants. Annual Incentive Plan amendments may be adopted by the Board of Directors or the
Compensation Committee, and will require stockholder approval only to the extent required to satisfy the
conditions for exemption under Section 162(m) or otherwise.

Awards

To the extent awards under the Annual Incentive Plan are paid, they will be paid in cash.

Performance Goals

The Compensation Committee will establish performance goals in its discretion which, depending on the
extent to which they are achieved, will determine the value of the cash award, if any, that will be paid to the
participant. Performance goals may differ for awards to different participants. The performance goals may be set
by the Compensation Committee at threshold, target and/or maximum performance levels with the value of the
award payable tied to the degree of attainment of the various performance levels during the performance
measurement period. No payment may be made with respect to any award if the threshold performance level is
not satisfied. Performance goals may apply to the performance of a participant or of a department, unit, division
or function within the Company, and may apply either alone or relative to the performance of other businesses or
individuals (including industry or general market indices).
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The Compensation Committee will have the discretion to adjust the award payouts; provided, however, the
Compensation Committee may not increase the amount of any awards intended to qualify as performance-based
compensation under Section 162(m)

Section 162(m)

For awards under the Annual Incentive Plan that are intended to qualify as performance-based compensation
under Section 162(m), the performance measurement period may not be less than one year, and the
Compensation Committee will set the performance measures within the time period prescribed by
Section 162(m). Awards intended to qualify as performance-based compensation under Section 162(m) are
limited for each participant to a maximum payout of $3,000,000 for any annual performance period and
$5,000,000 for any performance period over one year.

In addition, the performance goals related to awards intended to qualify as performance-based compensation
under Section 162(m) will be based on one or more of the following performance measures:

e Earnings before any or all of interest, tax, depreciation or amortization (actual or adjusted and either in
the aggregate or on a per-share of common stock basis);

* Earnings (either in the aggregate or on a per-share of common stock basis);

* Net income or loss (either in the aggregate or on a per-share of common stock basis);
e Operating profit;

e Cash flow (either in the aggregate or on a per-share of common stock basis);

* Free cash flow (either in the aggregate on a per-share of common stock basis);

e Costs;

e Gross revenues;

* Reductions in expense levels;

* Operating and maintenance cost management and employee productivity;

* Stock price or total shareholder return (including growth measures and total stockholder return or
attainment by the shares of common stock of a specified value for a specified period of time);

¢ Net economic value;
e Economic value added;
e Aggregate product unit and pricing targets;

» Strategic business criteria, consisting of one or more objectives based on meeting specified revenue,
market share, market penetration, geographic business expansion goals, objectively identified project
milestones, production volume levels, cost targets, and goals relating to acquisitions or divestitures;

e Achievement of return on net assets, return on assets, return on investment capital, or return on equity;
* Achievement of objectives relating to diversity, employee turnover, or employee retention rates;

e Results of customer satisfaction surveys; and/or

e Debt ratings, debt leverage and debt service.

The performance measures may be applied on a pre- or post-tax basis and the formula for any award may
include or exclude items to measure specific objectives, such as losses from discontinued operations,
extraordinary gains or losses, the cumulative effect of accounting changes, acquisitions or divestitures, foreign
exchange impacts and any unusual, nonrecurring gain or loss. The levels of performance required with respect to

performance measures may be expressed in absolute or relative levels and may be based upon a set increase, set
positive result, maintenance of the status quo, set decrease or set negative result.

4-



Payment of Awards

Generally, the participant must be employed on the last day of the performance period to receive a payment
of an award. The Compensation Committee may, in its discretion, make exceptions to this requirement in cases
of a participant’s retirement, death, disability or involuntary termination without cause. Payments for awards will
be made no later than March 15 of the year following the year in which the performance period ends and all other
restrictions have lapsed.

Change in Control

All awards earned and not yet paid as of the date of a change in control of the Company will be payable in
full at the performance level achieved in accordance with the award payout schedule. The payout for any award
or remaining portion of an award for which the payout level has not been determined as of a date of a change in
control will be paid at the target payout level and prorated based on the number of days that have elapsed in the
performance measurement period as of the date of the change in control. Payments of awards due to a change in
control will be made no later than March 15 of the year following the year in which the change in control
occurred.

Amendment and Termination

Unless the documentation for an award specifies otherwise, the Compensation Committee may cancel,
rescind, suspend, withhold or otherwise limit or restrict any unpaid award at any time if a participant is not in
compliance with all applicable provisions of the award and the Annual Incentive Plan, is in violation of his
employment agreement, the Company’s code of ethics and conduct or any restrictive covenant or other
agreement with the Company or a subsidiary of the Company. In addition, if the Compensation Committee
determines that a participant’s wrongful act was a significant contributing factor to the Company or a subsidiary
of the Company having to restate all or a portion of its financial statements, the Compensation Committee may
require the participant to reimburse the Company for awards paid during the period beginning on the date such
financial statements were originally released and ending on the date the restated financial statements are filed
with the Securities and Exchange Commission and may cancel any outstanding award.

The Company reserves the right to amend or terminate the Annual Incentive Plan at any time with respect to
future services of participants. Annual Incentive Plan amendments may be adopted by the Board of Directors or
the Compensation Committee, and will require stockholder approval only to the extent required to satisfy the
conditions for exemption under Section 162(m) or otherwise.

Federal Tax Consequences

Generally, an award under the Annual Incentive Plan will constitute taxable ordinary income to the
participant under current U.S. tax laws and regulations, and, subject to the provisions of Section 162(m), the
Company will be entitled to a federal income tax deduction in a corresponding amount.

New Plan Benefits

Because amounts payable under the Annual Incentive Plan are based on performance goals that are
determined each year at the discretion of the Compensation Committee, and because the Compensation
Committee has discretionary authority to reduce the amount of any incentive otherwise payable under the Annual
Incentive Plan, it cannot be determined at this time what benefits or amounts, if any, will be received by or
allocated to any person under the Annual Incentive Plan or that would have been received by or allocated to any
person for the most recent fiscal year had the 2009 Equity Incentive Plan been in effect.



PROPOSAL 3

APPROVAL OF THE VASCO DATA SECURITY INTERNATIONAL, INC.
2009 EQUITY INCENTIVE PLAN

The Board of Directors (the “Board”) proposes that our stockholders approve the VASCO Data Security
International, Inc. 2009 Equity Incentive Plan (the “2009 Equity Plan”). The 2009 Equity Plan is being submitted
for stockholder approval so that certain awards under the 2009 Equity Plan may qualify as performance-based
compensation under Section 162(m) of the Internal Revenue Code of 1986, as amended, and the regulations and
interpretations in effect thereunder (the “Code”).

On December 19, 2008, the Compensation Committee and the Board approved the 2009 Equity Plan and
directed that it be submitted to our stockholders for approval. Stockholder approval of the 2009 Equity Plan
requires the affirmative vote of a majority of the shares of the Company’s outstanding common stock present, in
person or by proxy, and entitled to vote at the Annual Meeting.

The following description summarizes the material features of the 2009 Equity Plan; however, it is not
intended to be a complete description and you should not rely solely on it for a detailed description of every
aspect of the 2009 Equity Plan. The description is qualified in its entirety by reference to the copy of the 2009
Equity Plan annexed to this Proxy Statement as Appendix B.

The Board of Directors recommends that the stockholders vote “FOR” Proposal 3.

Summary of 2009 Equity Plan

The purpose of the 2009 Equity Plan is to attract, retain and motivate employees, officers, directors,
consultants, agents, advisors and independent contractors of the Company and its subsidiaries by providing them
the opportunity to acquire a proprietary interest in the Company and, with other incentives, to align their interests
and efforts to the long-term interests of the Company’s stockholders, and to reward them for achieving
established performance goals. The 2009 Equity Plan was adopted by the Board on December 19, 2008, subject
to approval by the Company’s stockholders.

The 2009 Equity Plan is a flexible plan that provides the Compensation Committee broad discretion to
fashion the terms of the awards to provide eligible recipients with such stock-based and performance-related
incentives as the Compensation Committee deems appropriate. The Compensation Committee may grant the
awards for any or no consideration. The 2009 Equity Plan permits the issuance of awards in a variety of forms,
including (1) shares of the Company’s common stock, par value $0.001 per share (“Common Stock™),

(2) nonqualified and incentive stock options for the purchase of Common Stock, (3) stock appreciation rights,
(4) deferred stock, (5) other stock-based awards (including restricted shares, performance shares, performance
units and other stock unit awards), and (6) cash incentive awards.

The Company currently grants equity awards to its officers and directors under its 1997 Stock
Compensation Plan, which was amended and restated with the approval of its stockholders in 1999. If approved
by our stockholders, all future equity awards will be granted under the 2009 Equity Plan, and the 1997 Stock
Compensation Plan will be suspended and no additional awards will be issued thereunder. If the 2009 Equity
Plan is not approved by the stockholders, no awards will be made under the 2009 Equity Plan.

The Board believes that adoption of the 2009 Equity Plan is now advisable in order to provide for awards to
employees and non-employee directors under a plan updated to reflect changes in applicable laws, regulations
and customary practices since the 1997 Stock Compensation Plan was last approved by stockholders in 1999, to
be able to grant performance-based awards that qualify for the exception to the deductibility limit set forth in
Section 162(m) of the Code (“Section 162(m)”), and to ensure that future incentive compensation awards are
made in compliance with Section 409A of the Code, which governs a broad range of deferred compensation
arrangements, including many awards available under the 2009 Equity Plan.
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Stockholder approval of the 2009 Equity Plan is sought to (1) meet the requirements of NASDAQ with
respect to compensation plans pursuant to which stock may be acquired by officers, directors, employees or
consultants, (2) qualify certain compensation under the 2009 Equity Plan as “qualified performance-based
compensation” that is tax deductible to the Company without limitation under Section 162(m), and (3) qualify
certain stock options granted under the 2009 Equity Plan as incentive stock options. We intend to register the
shares authorized under the 2009 Equity Plan under the Securities Act of 1933 before any awards are granted
thereunder. On April 21, 2009, the closing price of our Common Stock was $6.99 per share.

Administration

The Compensation Committee will have the sole discretion and authority to administer and interpret the
2009 Equity Plan. Subject to certain limitations, the Compensation Committee may delegate to one or more
officers of the Company its authority to grant stock options, performance units or stock appreciation rights to
designated classes of participants. The Compensation Committee’s authority includes the power to determine,
subject to the terms of the 2009 Equity Plan, the individuals eligible to receive awards under the 2009 Equity
Plan, the type and amount of such awards, the time of each award grant, the terms and duration of each award
grant, the terms of award agreements used with respect to awards under the 2009 Equity Plan, and all other
determinations necessary or advisable for administration of the 2009 Equity Plan. The Compensation Committee
may also permit or require the deferral of the payment of an award under the 2009 Equity Plan, subject to
applicable laws and the terms of the 2009 Equity Plan. All decisions by the Compensation Committee or
designated officer(s) regarding the 2009 Equity Plan and awards granted thereunder will be final and binding on
affected participants. Awards granted under the 2009 Equity Plan will be evidenced by written award agreements
that contain such terms, conditions, limitations and restrictions as the Compensation Committee deems advisable
and that are not inconsistent with the 2009 Equity Plan.

Participants

The individuals eligible to receive awards under the 2009 Equity Plan (the “participants”) will consist of
employees, officers (including named executive officers) and directors of the Company or its subsidiaries whom
the Compensation Committee from time to time selects. Awards may also be granted under the 2009 Equity Plan
to any consultant, agent, advisor or independent contractor for bona fide services rendered to the Company or its
subsidiaries in certain circumstances. We expect the Compensation Committee to make grant determinations
annually.

We currently have three officers, four non-employee directors, and approximately 300 employees whom the
Compensation Committee may designate as eligible to receive awards under the 2009 Equity Plan. Each of them
may be considered to have an interest in the 2009 Equity Plan because they may receive awards under it in the
future. In 2008, only officers and non-employee directors were granted awards under the Company’s 1997 Stock
Compensation Plan, as amended and restated in 1999.

Shares Authorized for Issuance

Subject to certain anti-dilution and other adjustments, the total number of shares available for awards under
the 2009 Equity Plan will be 8,000,000 shares of Common Stock.

If shares of Common Stock subject to a 2009 Equity Plan award remain unissued upon termination,
expiration, cancelation, or lapse of such award or, if shares are issued under the 2009 Equity Plan and are
thereafter forfeited, such shares will again be available for grant under the 2009 Equity Plan. In addition, any
shares (1) tendered by a participant or retained by the Company as full or partial consideration for an award or to
satisfy tax withholding obligations in connection with an award, or (2) covered by an award that is settled in
cash, or in a manner such that some or all of the shares covered by the award are not issued, will again be
available for grant under the 2009 Equity Plan.



Adjustments

In the event of a stock dividend, stock split, spin-off, combination or exchange of shares, recapitalization,
merger, consolidation, distribution to stockholders other than a normal cash dividend, or certain other changes in
the Company’s corporate or capital structure, the Compensation Committee will make appropriate adjustments to
the aggregate number of shares of Common Stock subject to the 2009 Equity Plan and the number, kind and
per-share price of shares subject to outstanding awards under the 2009 Equity Plan.

Types of Awards

Stock Options. Stock options granted under the 2009 Equity Plan may be either incentive stock options
qualified under Section 422 of the Code (“ISOs”) or non-qualified stock options. Only employees of the
Company or one of its subsidiary corporations (as defined under Section 422 of the Code) may be granted ISOs.

The Compensation Committee will determine the exercise price for stock options granted under the 2009
Equity Plan, provided that the exercise price per share may not be less than the fair market value per share on the
grant date of the stock option. If a stock option that is intended to qualify as an ISO is to be granted to a party that
owns 10% or more of the voting power of the Company’s stock (a “10% Stockholder”), the exercise price per
share may not be less than 110% of the fair market value per share of our Common Stock on the grant date of the
stock option. The exercise price of a stock option must be paid to the Company prior to the issuance of the shares
being purchased and must be paid by delivery to the Company of consideration equal to the purchase price. Such
consideration may be in any form acceptable to the Compensation Committee, including cash, check, wire
transfer, Common Stock already owned by the recipient and Common Stock that would otherwise be issued upon
the exercise of the stock option.

The exercise period for any stock option granted under the 2009 Equity Plan will be determined by the
Compensation Committee, provided that no stock option may be exercisable more than 10 years after the grant
date of the stock option or five years after the grant date of the stock option in the case of an ISO granted to a
10% Stockholder. No ISOs may be granted more than ten years after the later of: (a) the adoption of the 2009
Equity Plan by the Board and (b) the adoption by the Board of any amendment to the 2009 Equity Plan that
constitutes the adoption of a new plan for purposes of Section 422 of the Code.

Stock Appreciation Rights. Stock appreciation rights (“SARs”) are rights to receive an amount equal to

(1) the excess of the fair market value of a share of Common Stock on the SAR exercise date over the per-share
grant price of the SAR, multiplied by (ii) the number of shares with respect to which the SAR is exercised. SARs
are granted with respect to a specific number of shares and may be granted alone or in tandem with a stock option
grant. The grant price for a SAR is determined in accordance with the rules for determining the exercise prices of
stock options, and the maximum term of the SAR is ten years from its grant date. If a SAR is granted in tandem
with a stock option, the grant price of the SAR will be the same as the exercise price of the corresponding stock
option, and the term of the SAR will not exceed the term of the corresponding stock option. The Compensation
Committee may provide that the payment upon exercise of a SAR may be in cash, in shares, in some combination
thereof or in any other manner approved by the Compensation Committee other than an award that would defer
taxation of the SAR exercise.

Stock Awards, Restricted Stock, Performance Shares and Stock Units. Under the 2009 Equity Plan, the
Compensation Committee may grant awards of unrestricted Common Stock (i.e., a stock award), restricted stock,
performance shares and stock units on such terms and conditions and subject to such forfeiture, repurchase and/
or vesting terms, conditions and restrictions as it determines. Restricted stock is shares of Common Stock, the
rights of ownership of which are subject to restrictions prescribed by the Compensation Committee (e.g., time-
based restrictions); performance shares are units denominated in shares of Common Stock, the rights of
ownership of which are subject to the attainment of performance goals established by the Compensation
Committee; and stock units are awards denominated in units of Common Stock.
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Upon the satisfaction or waiver of the terms, conditions and restrictions applicable with respect to a
participant’s restricted stock, performance shares or stock units, (i) the shares of restricted stock will become
freely transferable by the participant, (ii) the performance shares will become freely transferable by the
participant, and/or (iii) stock units will be paid in shares of Common Stock or, if set forth in the applicable award
agreement, in cash or a combination of cash and shares of Common Stock, respectively. Such terms, conditions
and restrictions may include continuous service with the Company or one of its subsidiaries, time-based
restrictions, achievement of specific performance goals, the occurrence of a specified event, and/or other
restrictions determined by the Compensation Committee. During the period (the “Restricted Period”) that such
terms, conditions and/or restrictions apply to the restricted stock, performance shares or stock units, the
participant will not be permitted to sell, assign, transfer, pledge or otherwise encumber any interest in the award.

Performance Units. Performance units are units denominated in cash or property other than shares of
Common Stock and the rights to which are subject to the attainment of performance goals established by the
Compensation Committee. Each performance unit will have an initial value that is established by the
Compensation Committee at the time of grant. Participants will be entitled to payment for each performance unit
based on the level of achievement of performance goals. At the discretion of the Compensation Committee, the
performance unit award may specify that it is payable in cash, Common Stock, or restricted stock.

Deferred Stock. Deferred stock is a right to receive payment in the form of Common Stock (or cash
measured by the value of shares of Common Stock) at the end of a specified deferral period. The payment date
for deferred stock, as may be permitted by the Compensation Committee in its discretion and as specified in the
award or deferral election, is limited to one or more of the following events: a specified date (as contemplated by
applicable guidance under Code Section 409A), a change in control of the Company, the participant’s “separation
from service” (as provided in Code Section 409A), death or disability, or an “unforeseeable emergency” of the
participant (as provided in Code Section 409A).

Other Stock-Based or Cash Awards. The Compensation Committee is authorized, subject to limitations
imposed by applicable law and the 2009 Equity Plan, to grant such other types of incentive awards payable in
cash or shares of Common Stock.

The Compensation Committee may also grant “substitute awards” under the 2009 Equity Plan, which will
not reduce the number of shares of Common Stock authorized for issuance under the 2009 Equity Plan.
Substitute awards are awards granted or shares of Common Stock issued by the Company in substitution or
exchange for awards previously granted by an entity acquired by the Company or with which the Company
merged or combined. Additionally, shares available for grant under such an entity’s preexisting plan that was not
adopted in contemplation of such acquisition, merger or combination also may be issued as awards under the
2009 Equity Plan and will not reduce the number of shares of Common Stock authorized for issuance under the
2009 Equity Plan.

Voting and Dividend Rights

Except as provided by the Compensation Committee or the applicable award agreement, no award under the
2009 Equity Plan, other than a stock award and restricted stock, will entitle a participant to any dividend,
dividend equivalent, voting or other right of a stockholder unless and until the date of issuance of the shares of
Common Stock that are the subject of such award, except that participants generally will be credited with
dividend equivalents with respect to dividends paid on the shares underlying deferred stock.

Performance-Based Compensation

The Compensation Committee may set performance goals in its discretion which, depending on the extent to
which they are achieved, will determine the value of an award, if any, that will be paid to the participant. The
formula for such award may include or exclude items to measure specific objectives, such as losses from
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discontinued operations, extraordinary gains or losses, the cumulative effect of accounting changes, acquisitions
or divestitures, foreign exchange impacts and any unusual, nonrecurring gain or loss. Any one or more of the
performance goals may apply to a participant, a department, unit, division or function within the Company or a
subsidiary of the Company, and may apply either alone or relative to the performance of other businesses or
individuals.

Section 162(m) limits to $1,000,000 the annual income tax deduction that may be claimed by a publicly held
corporation for compensation paid to its chief executive officer and to the four most highly compensated officers
other than the chief executive officer. Qualified “performance-based” compensation is exempt from the
$1,000,000 limit and may be deducted even if other compensation exceeds $1,000,000. Awards under the 2009
Equity Plan that are subject to the achievement of performance goals may qualify as performance-based
compensation under Section 162(m). However, in the event that the Compensation Committee determines that it
is advisable to grant awards that will not qualify for the performance-based exception under Section 162(m), the
Committee may make grants that use performance measures other than those specified below. Awards intended
to qualify as performance-based compensation under Code Section 162(m) are limited for each participant to a
maximum payout of $3,000,000 for any annual performance period and $5,000,000 for any performance period
over one year.

To the extent that an award is intended to comply with the exception for performance-based compensation
under Section 162(m), the Compensation Committee will utilize one or more of the following business criteria
for the Company in establishing performance goals for a performance award:

* Earnings before any or all of interest, tax, depreciation or amortization (actual or adjusted and either in
the aggregate or on a per-share of Common Stock basis);

* Earnings (either in the aggregate or on a per-share of Common Stock basis);

e Net income or loss (either in the aggregate or on a per-share of Common Stock basis);
e Operating profit;

* Cash flow (either in the aggregate or on a per-share of Common Stock basis);

e Free cash flow (either in the aggregate on a per-share of Common Stock basis);

e Costs;

* Gross revenues;

* Reductions in expense levels;

* Operating and maintenance cost management and employee productivity;

* Stock price or total shareholder return (including growth measures and total stockholder return or
attainment by the shares of Common Stock of a specified value for a specified period of time);

¢ Net economic value;
* Economic value added;
e Aggregate product unit and pricing targets;

e Strategic business criteria, consisting of one or more objectives based on meeting specified revenue,
market share, market penetration, geographic business expansion goals, objectively identified project
milestones, production volume levels, cost targets, and goals relating to acquisitions or divestitures;

e Achievement of return on net assets, return on assets, return on investment capital, or return on equity;
e Achievement of objectives relating to diversity, employee turnover, or employee retention rates;
e Results of customer satisfaction surveys; and/or

e Debt ratings, debt leverage and debt service.
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Termination of Employment

Unless the Compensation Committee or the applicable award agreement provides otherwise, upon the
termination of a participant’s employment or other service relationship with the Company or its subsidiaries (a
“Termination of Service”), (i) any portion of a stock option that is not vested and exercisable on the date of
Termination of Service will expire on that date, (ii) any portion of a stock option that is vested and exercisable on
the date of Termination of Service will expire on the earliest to occur of the stock option expiration date and
(A) the one-year anniversary of the date of Termination of Service, in the event of a Termination of Service by
reason of retirement, death or disability, (B) the date that is three months after the date of Termination of Service,
in the event of a Termination of Service by reason of quit for good reason following a change of control, (C) the
date of the Termination of Service, in the event of a Termination of Service by reason of quit (other than quit for
good reason following a change of control), and (D) the date that is three months after the date of Termination of
Service, in the event of a Termination of Service other than for quit, cause, retirement, disability or death, and
(iii) all unexercised stock options granted to the participant in the event of a Termination of Service for cause
will automatically expire upon the first notification to the participant of such termination.

Unless the Compensation Committee or the applicable award agreement provides otherwise, if a participant
incurs a Termination of Service during a Restricted Period (i) by reason of death or disability, the participant’s
restricted stock and stock units that are unvested or still subject to restrictions will become immediately vested
and nonforfeitable and the participant’s performance shares and performance units earned and not yet paid as of
such event will be payable in full at the performance level achieved, (ii) for any other reason, the participant’s
restricted stock and stock units that are unvested or still subject to restrictions will be immediately and
automatically forfeited, and (iii) the participant’s performance shares and performance units for which the payout
level has not been determined as of the date of termination will be paid at the target payout level and prorated
based on the number of days that have elapsed in the performance measurement period as of the date of
termination, and such prorated amount will be payable no later than March 15 of the year following the year in
which such Termination of Service occurs.

Unless the Compensation Committee or the applicable award agreement provides otherwise, in the event of
a participant’s Termination of Service after a change in control (as defined in the 2009 Equity Plan) for reasons
other than quit without good reason or cause, (1) all outstanding awards other than performance shares and
performance units will become fully and immediately exercisable, unless the change of control involves the sale,
merger, reorganization or consolidation of the Company in which the surviving entity adequately converts,
assumes or replaces such awards, and (2) all outstanding performance shares and performance units earned and
not yet paid as of the date of a change in control of the Company will be payable in full at the performance level
achieved in accordance with the award payout schedule in the applicable award agreement, and the payout for
any outstanding performance shares and performance units for which the payout level has not been determined as
of a date of the change in control will be paid at the target payout level and prorated based on the number of days
that have elapsed in the performance measurement period as of the date of the change in control, and such
prorated amount will be paid in cash no later than March 15 of the year following the year in which such
Termination of Service occurs.

Amendment and Termination

The Compensation Committee may in some instances amend, modify or cancel outstanding awards under
the 2009 Equity Plan. For instance, in most cases it may waive the Restricted Period and any other terms,
conditions or restrictions on any restricted stock, performance shares, performance units or stock units as it
deems appropriate. The Compensation Committee also has the discretion, exercisable at any time before a sale,
merger, consolidation, reorganization, liquidation, dissolution or change in control of the Company to take such
further action as it determines to be necessary or advisable with respect to some or all awards in connection with
such an event. Such actions may include establishing, amending or waiving the type, terms, conditions or
duration of, or restrictions on, awards so as to provide for earlier, later, extended or additional time for exercise.
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In addition, if the Compensation Committee determines that a participant’s wrongful act was a significant
contributing factor to the Company or a subsidiary of the Company having to restate all or a portion of its
financial statements, the Compensation Committee may require the participant to reimburse the Company for
awards paid during the period beginning on the date such financial statements were originally released and
ending on the date the restated financial statements are filed with the Securities and Exchange Commission, may
seek reimbursement of any gain recognized upon a stock option exercise or SAR exercise during that period, and
may cancel any outstanding award.

The Compensation Committee may amend, suspend or terminate the 2009 Equity Plan or any portion of the
2009 Equity Plan at any time and in such respects as it deems advisable, except to the extent applicable law,
regulation or stock exchange rule requires stockholder approval for an amendment to the 2009 Equity Plan.
Unless sooner terminated, the 2009 Equity Plan will terminate December 19, 2018. After the 2009 Equity Plan is
terminated, no future awards may be granted, but awards previously granted will remain outstanding in
accordance with their applicable terms and conditions and the 2009 Equity Plan’s terms and conditions.

Tax Withholding

The Compensation Committee may require a participant to pay any taxes that the Company is required by
applicable federal, state, local or foreign law to withhold with respect to the grant, vesting or exercise of an
award, prior to issuing any shares of Common Stock or settling any award under the 2009 Equity Plan. The
Compensation Committee may permit or require a participant to satisfy a participant’s withholding tax
obligations by (1) paying cash to the Company, (2) having the Company withhold an amount from any cash
amounts otherwise due or to become due from the Company to the participant, (3) having the Company withhold
a number of shares of Common Stock that would otherwise be issued to the participant (or become vested, in the
case of restricted stock) having a fair market value equal to the tax withholding obligations and other obligations,
or (4) surrendering a number of shares of Common Stock the participant already owns having a value equal to the
tax withholding obligations and other obligations.

FEDERAL INCOME TAX CONSEQUENCES

The following is a brief summary of the U.S. federal income tax consequences associated with stock
options, stock appreciation rights, stock awards and other awards granted under the 2009 Equity Plan. This
summary is not intended to be exhaustive and does not describe state, local or foreign tax consequences.

Nonqualified Stock Options

Participant. Generally, a participant receiving a nonqualified stock option does not realize any taxable
income for federal income tax purposes at the time of grant. Upon exercise of such option, the excess of the fair
market value of the shares of Common Stock subject to the nonqualified stock option on the date of exercise over
the exercise price generally will be taxable to the participant as ordinary income. The participant will have a
capital gain (or loss) upon the subsequent sale of the shares of Common Stock received upon exercise of the
option in an amount equal to the sale price reduced by the fair market value of the shares of Common Stock on
the date the option was exercised. The holding period for purposes of determining whether the capital gain (or
loss) is a long-term or short-term capital gain (or loss) generally commences on the date the nonqualified stock
option is exercised.

The Company. We generally will be entitled to a tax deduction in the same amount and in the same year in
which the participant recognizes ordinary income resulting from the exercise of a nonqualified stock option.
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Incentive Stock Options

Participant. Generally, a participant will not realize any taxable income for Federal income tax purposes at
the time an ISO is granted. Upon exercise of the ISO, the participant generally will incur no income tax liability
(other than pursuant to the alternative minimum tax, if applicable). If the participant transfers shares of Common
Stock received upon the exercise of an ISO within the later of (1) two years after the date of grant of such ISO
and (2) one year after the date of receipt of the shares of Common Stock (together, the “Holding Period”), then,
in general, the participant will have taxable ordinary income in the year of the ISO exercise in an amount equal to
the excess of the fair market value on the date of exercise over the exercise price. However, if the sale price is
less than the fair market value of such shares on the date of exercise, the ordinary income will not be more than
the difference between the sale price and the exercise price. The participant will have long-term or short-term
capital gain (or loss) in an amount equal to the amount by which the amount received for such Common Stock
exceeds (or is less than) the participant’s tax basis in the Common Stock as increased by the amount of any
ordinary income recognized as a result of the disqualifying disposition, if any. If the participant transfers the
shares of Common Stock after the expiration of the Holding Period, he or she will recognize capital gain (or loss)
equal to the difference between the sale price and the exercise price.

The Company. We will not be entitled to a tax deduction upon grant, exercise or subsequent transfer of
shares of Common Stock acquired upon exercise of an ISO, provided that the participant holds the shares
received upon the exercise of such option for the Holding Period and otherwise satisfies the ISO rules. If the
participant transfers the Common Stock acquired upon the exercise of an ISO prior to the end of the Holding
Period or otherwise fails to satisfy the ISO rules, we generally will be entitled to a deduction at the time the
participant recognizes ordinary income in an amount equal to the amount of ordinary income recognized by such
participant as a result of such disqualifying event.

Stock Appreciation Rights

Participant. Generally, a participant receiving a stock appreciation right does not realize any taxable income
for federal income tax purposes at the time of grant. Upon the exercise of a stock appreciation right, the
participant generally will recognize ordinary income in an amount equal to the amount of cash over the fair
market value of the Common Stock, cash or property distributed to the participant. The participant will have a
capital gain (or loss) upon a subsequent sale of any shares of Common Stock received in an amount equal to the
sale price over the income recognized by the participant on the exercise date. The holding period for purposes of
determining whether the capital gain (or loss) is a long-term or short-term capital gain (or loss) will generally
commences on the date the stock appreciation right is exercised.

The Company. We generally will be entitled to a tax deduction in the same amount and in the same year in
which the participant recognizes ordinary income resulting from the exercise of stock appreciation rights.

Stock Awards, Restricted Stock and Performance Shares

Participant. Generally, a participant receiving a stock award will recognize taxable income at the time of
grant of an award of unrestricted stock. The taxable income will equal the excess of the fair market value of the
unrestricted stock on the grant date over any amount the participant pays for the unrestricted stock.

Generally, a participant will not recognize taxable income at the time of grant of restricted stock, which for
purposes of this paragraph includes performance shares. The participant will instead recognize ordinary taxable
income at the time of vesting. The taxable income will equal the excess of the fair market value of the restricted
stock at the time the shares vest over any amount the participant paid for the restricted stock. The participant
may, however, avoid the delay in computing the amount of taxable gain by filing with the Internal Revenue
Service, within 30 days after receiving the restricted stock award, an election to determine the amount of taxable
income at the time of receipt of the restricted stock.
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The Company. We generally will be entitled to an income tax deduction equal to the amount of ordinary
income a participant recognizes in connection with a stock award or restricted stock award. The deduction
generally will be allowed for the taxable year in which the participant recognizes such ordinary income.

Deferred Stock

Participant. Generally, a participant will not recognize taxable income at the time of grant of a deferred
stock award. The payment or settlement of deferred stock should generally result in immediate recognition of
taxable ordinary income by the recipient equal to the amount of any cash paid or the then-current fair market
value of the shares of Common Stock received. Rules relating to the timing of payment of deferred compensation
under Section 409A of the Code are applicable to deferred stock and any violation of Section 409A may result in
potential acceleration of income taxation, as well as interest and tax penalties to the participant.

The Company. We generally will be entitled to an income tax deduction equal to the amount of ordinary
income a participant recognizes in connection with a deferred stock award.

Other Awards

Participant. With respect to awards granted under the 2009 Equity Plan that result in the payment or
issuance of cash or shares of Common Stock or other property that either is not restricted as to transferability or
is not subject to a substantial risk of forfeiture, the participant generally must recognize ordinary income equal to
the cash or the fair market value of stock or other property received. With respect to awards involving the
issuance of shares of Common Stock or other property that is restricted as to transferability or subject to a
substantial risk of forfeiture, the participant generally must recognize ordinary income equal to the fair market
value of the shares or other property received at the first time the shares or other property becomes transferable
or not subject to a substantial risk of forfeiture, whichever occurs earlier.

The granting of stock units and performance units generally will not result in the recognition of taxable
income by the participant, although the payment or settlement of these awards will generally result in immediate
recognition of taxable ordinary income by the recipient equal to the amount of any cash paid or the then-current
fair market value of the shares of Common Stock received. If the award consists of shares of Common Stock that
are not transferable and are subject to a substantial risk of forfeiture, the tax consequences to the participant will
be similar to the tax consequences of restricted stock awards described above, assuming that such award is
payable upon the lapse of the restrictions. If the award consists of unrestricted shares of Common Stock, the
recipient of those shares will immediately recognize as taxable ordinary income the fair market value of those
shares on the date of the award.

The Company. We generally will be entitled to a deduction in an amount equal to the ordinary income
received by the participant. The deduction generally will be allowed for the taxable year in which the participant
recognizes such ordinary income.

Section 409A

Section 409A of the Code addresses federal income tax treatment of all amounts that are non-qualified
deferred compensation. We reserve the right to amend the 2009 Equity Plan or any outstanding award agreement
to comply with Section 409A of the Code. If a deferred compensation arrangement, including certain
awards issued under the 2009 Equity Plan, does not meet the requirements of Section 409A of the Code, the
timing of taxation for these amounts could be accelerated (meaning these amounts could become immediately
taxable). Also, an additional 20% income tax, as well as penalties and interest could be imposed upon
participants in the 2009 Equity Plan.

Section 162(m)

Section 162(m), provides that any compensation paid to a “covered employee” within the meaning of
Section 162(m) that exceeds $1,000,000 cannot be deducted by the Company for federal income tax purposes
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unless, in general, (1) such compensation constitutes “qualified performance-based compensation” satisfying the
requirements of Section 162(m) and (2) certain components of the plan or agreement providing for such
performance-based compensation has been approved by the stockholders. We intend that stock options, stock
appreciation rights, cash incentive awards, performance shares and performance units under the 2009 Equity Plan
that are granted to persons expected to be “covered employees” will constitute “qualified performance-based
compensation” and, accordingly will not be subject to the $1,000,000 Section 162(m) deductibility limit.
However, the Compensation Committee reserves the right to grant compensation that does not satisfy

Section 162(m) and, therefore, would not be deductible by the Company.

Parachute Payments

In the event any payments or rights accruing to a participant upon a change in control, including any
payments or vesting under the 2009 Equity Plan triggered by a change in control, constitute “parachute
payments” under Section 280G of the Code, depending upon the amount of such payments and the other income
of the participant, the participant may be subject to an excise tax (in addition to ordinary income tax) and we may
be disallowed a deduction for the amount of the actual payment.

New Plan Benefits

Because benefits payable under the 2009 Equity Plan are determined each year at the discretion of the
Compensation Committee and will depend on the fair market value of our company’s Common Stock at various
future dates, the benefits or amounts, if any, that will be received by or allocated to any person under the 2009
Equity Plan or that would have been received by or allocated to any person for the most recent fiscal year had the
2009 Equity Plan been in effect, are not determinable.

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL
OWNERS, DIRECTORS AND MANAGEMENT

There are no other persons or entities, other than Mr. Hunt, that we know to beneficially own five percent or
more of our common stock as of March 31, 2009. For purposes of this disclosure, a person or group of persons is
deemed to have beneficial ownership of any shares as of a given date that such person has the right to acquire
within 60 days after such date.

The table below sets forth certain information with respect to the beneficial ownership of our common stock
as of March 31, 2009, for each of our directors, each of our named executive officers, and all directors and
executive officers as a group. The persons named in the table have sole voting and investment power with respect
to all shares of common stock shown as beneficially owned by them unless otherwise indicated. For purposes of
the table, a person or group of persons is deemed to have beneficial ownership of any shares as of a given date
that such person has the right to acquire within 60 days after such date.

Amount and nature of
Name of beneficial owner beneficial ownership(1) Percent of class
T. Kendall Hunt 9,702,942(2) 25.50%
Jan Valcke 504,742(3) 1.33%
Clifford K. Bown 259,573(4) *
Michael P. Cullinane 146,447(5) *
John R. Walter 104,447(6) *
John N. Fox 42.947(7) *
Jean Holley 22,667(8) *
All Executive Officers and Directors as a Group 10,783,765 27.79%
(7 persons)
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Ownership is less than 1%.

The number of shares beneficially owned by each director and executive officer is determined under rules
promulgated by the Securities and Exchange Commission, and the information is not necessarily indicative
of beneficial ownership for any other purpose. Under such rules, beneficial ownership includes any shares as
to which the individual has sole or shared voting power or investment power and also any shares that the
individual has the right to acquire within 60 days after March 31, 2009, including through the exercise of
any stock option or other right. The inclusion herein of such shares, however, does not constitute an
admission that the named stockholder is a direct or indirect beneficial owner of such shares. Unless
otherwise indicated, each person or entity named in the table has sole voting power and investment power
(or shares such power with his or her spouse) with respect to all shares of capital stock listed as owned by
such person or entity. As of March 31, 2009, there were 37,487,295 shares of common stock outstanding.

Includes 100,000 shares held in the T. Kendall Hunt Charitable Remainder Trust and 1,011,300 shares held
by the estate of Barbara J. Hunt, with Mr. Hunt as executor of the estate, as to which shares Mr. Hunt
disclaims beneficial ownership. The amount also includes 490,000 shares that may be acquired pursuant to
options which are exercisable at March 31, 2009.

Includes 350,000 shares that may be acquired pursuant to options which are exercisable at March 31, 2009.
Includes 150,000 shares that may be acquired pursuant to options which are exercisable at March 31, 2009.

Includes 96,000 shares that may be acquired pursuant to options which are exercisable at March 31, 2009
and 17,947 deferred shares that may be acquired upon a cessation of service within 60 days.

Includes 60,000 shares that may be acquired pursuant to options which are exercisable at March 31, 2009
and 17,947 deferred shares that may be acquired upon a cessation of service within 60 days.

Includes 15,000 shares that may be acquired pursuant to options which are exercisable at March 31, 2009
and 17,947 deferred shares that may be acquired upon a cessation of service within 60 days. Also includes
10,000 shares owned jointly with Mr. Fox’s spouse.

Includes 505 shares owned by Ms. Holley’s spouse and 17,947 deferred shares that may be acquired upon a
cessation of service within 60 days.

The following table sets forth shares of our common stock that are authorized to be issued as of December 31,
2008 under the company’s 1997 Stock Compensation Plan, as amended and restated in 1999.

Equity Compensation Plan Information

Number of
securities
remaining
Number of available for future
securities to be Weighted- issuance under
issued upon average exercise equity
exercise of price of compensation
outstanding outstanding plans (excluding
options, warrants | options, warrants | securities reflected
Plan Category and rights and rights in column (a)) (1)
(@) (b) ©
Equity compensation plans approved by security holders 1,337,108 | $ 3.01 6,130,858
Equity compensation plans not approved by security
holders not applicable | not applicable | not applicable
Total 1,337,108 | $ 3.01 6,130,858

6]

The overall number of shares available under the company’s 1997 Stock Compensation Plan, as amended
and restated in 1999, including securities to be issued upon exercise of outstanding options, warrants, and
rights, is limited to 20% of the total number of shares issued and outstanding immediately prior to the grant
awards.
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DIRECTORS AND EXECUTIVE OFFICERS

The names of and certain information regarding our current directors and our executive officers appears
below.

T. KENDALL “KEN” HUNT—Mr. Hunt is our Chairman of the Board and Chief Executive Officer.
Mr. Hunt has served as Chairman of the Board since the company’s incorporation in 1997, and currently serves a
one-year term. He was our Chief Executive Officer from 1997 through 1999 and returned as CEO in November
2002. He is also affiliated with several high-tech early-stage companies, serving as a member of the Board of
Directors of Global Med Technologies, Inc. since March 2006, and Victory Park Capital L. P. since June 2007.
Mr. Hunt is Chairman of the Midwest Council of TechAmerica, the nation’s largest high-tech trade association
and former President of the Belgian Business Club of Chicago. Additionally, he is on the Advisory Board for the
Posse Foundation, an organization dedicated to providing full college scholarships to urban minority youth
leaders through its partnerships with elite universities across the U.S. He holds an MBA from Pepperdine
University, Malibu, California, and a BBA from the University of Miami, Florida. Mr. Hunt is 65 years old.

MICHAEL P. CULLINANE—Mr. Cullinane has been a director since April 1998 and currently serves a
one-year term. He is the Chairman of our Audit Committee and a member of our Compensation Committee and
our Governance and Nominating Committee. Since May 2008, Mr. Cullinane has served as Executive Vice
President and CFO of SilkRoad Technology, Inc., a software company in the Human Capital Management
(HCM) space. Mr. Cullinane served as the Executive Vice President and Chief Financial Officer of Lakeview
Technology Inc. from January 2005 to July 2007. Mr. Cullinane served as the Executive Vice President and
Chief Financial Officer and a director of Divine, Inc. from July 1999 to May 2003. He served as Executive Vice
President, Chief Financial Officer and a director of PLATINUM Technology International, Inc. from 1988 to
June 1999. Mr. Cullinane received a B.B.A. from the University of Notre Dame, South Bend, Indiana.

Mr. Cullinane is 59 years old.

JOHN N. FOX, JR.—Mr. Fox has been a director since April 2005 and currently serves a one-year term. He
is Chairman of our Compensation Committee and is a member of our Audit Committee and our Governance and
Nominating Committee. From 1998 to 2003, Mr. Fox served as a Vice Chairman of Deloitte & Touche and the
Global Director, Strategic Clients for Deloitte Consulting. He held various other positions with Deloitte
Consulting from 1968 to 2003, and served on the board of Deloitte Touche Tohmatsu from 1998 to 2003. Since
2007, Mr. Fox has been a director for Cognizant Technology Solutions Corporation. He also serves on a variety
of non-profit boards of directors. Mr. Fox received his B.A. degree from Wabash College and his MBA from the
University of Michigan. Mr. Fox is 66 years old.

JEAN K. HOLLEY—Ms. Holley has been a director since August 2006 and currently serves a one-year term.
She is a member of the Audit Committee, Compensation Committee and Governance and Nominating
Committee. Since 2004, Ms. Holley has been serving as the Executive Vice President and Chief Information
Officer for Tellabs, Inc., a company that designs, develops, deploys and supports telecommunications networking
products around the world. Ms. Holley previously served as the Vice President and Chief Information Officer for
USG Corporation from 1999 to 2003. Prior to that, she served as Senior IT Director for Waste Management, Inc.
Ms. Holley holds a B.S. in Computer Science/Electrical Engineering from the University of Missouri-Rolla, and
a M.S. in Computer Science/Engineering from Illinois Institute of Technology in Chicago. She serves on a
variety of boards including the Illinois Institute of Technology (IIT) Board of Trustees, the Missouri University
Science & Technology Board of Trustees and the Illinois Math & Science Academy (IMSA) Board of Trustees.
In addition, Ms. Holley also serves as a board director for Giant Steps of Illinois, a school for children with
autistic spectrum disorders. Ms. Holley is 50 years old.

JOHN R. WALTER—MTr. Walter has been a director since April 2003 and currently serves a one-year term.
He is Chairman of our Governance and Nominating Committee and is a member of our Audit Committee and
Compensation Committee. Since 1997 Mr. Walter has served as Chairman and CEO of Ashlin Management Co.,
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a private investment and management services firm. Mr. Walter also serves as a director for Manpower, Inc.,
InnerWorkings, Inc., Infinity Bio-Energy, Echo Global Logistics, MediaBank, LLC and NorthShore University
HealthSystem Foundation. Mr. Walter is on the board of the Metropolitan Pier and Exposition Authority and the
board of trustees for Steppenwolf Theater and Northwestern University, and is also a director of the African
Wildlife Foundation. He has previously served on the boards of numerous other companies, including Deere &
Company, Abbott Laboratories, SNP Corp., Target Corporation and Jones Lang LaSalle. Mr. Walter served as
President and Chief Operating Officer of AT&T Corporation from 1996 to 1997. He served as Chairman and
CEO of R.R. Donnelley & Sons Company, a print and digital information management company, from 1989
through 1996. Mr. Walter received a B.S. in Management from Miami University, Oxford, Ohio. Mr. Walter is
62 years old.

Executive Officers

JAN VALCKE—Mr. Valcke is our President & Chief Operating Officer and has held this position since
2002. Mr. Valcke has been an officer of the Company since 1996. From 1992 to 1996, he was Vice-President of
Sales and Marketing of Digipass NV/SA, a member of the Digiline group. He co-founded Digiline in 1988 and
was a member of the Board of Directors of Digiline. Mr. Valcke received a degree in Science from St. Amands
College in Kortrijk, Belgium. Mr. Valcke is 54 years old.

CLIFFORD K. BOWN—MTr. Bown is our Executive Vice President & Chief Financial Officer and has held
this position since 2002. Mr. Bown started his career with KPMG LLP where he directed the audits for several
publicly held companies, including a global leader in integrated and embedded communications solutions. From
1991 to 1993, he was CFO for publicly held XL/DATACOMP, a $300 million provider of midrange computer
systems and support services in the U.S. and U. K. Mr. Bown also held CFO positions in two other companies
focused on insurance and healthcare from 1995 through 2001. Mr. Bown received a B.S. in Accountancy from
the University of Illinois, Urbana, Illinois, his MBA from the University of Chicago, and he has a CPA
certificate. Mr. Bown is 57 years old.

Meetings of the Board of Directors

The Board of Directors met nine times during 2008. Each incumbent director attended at least 75% of the
meetings of the Board in 2008 and 75% of the meetings held by all committees which they served. As part of
their duties, the directors are expected to attend the Annual Meetings. Each of the directors attended last year’s
meeting.

The Board of Directors presently has three standing committees, a Corporate Governance and Nominating
Committee, an Audit Committee and a Compensation Committee, each of which is described more fully below.

Board Independence

Our Board of Directors conducts an annual review as to whether each of our directors meets the applicable
standards of The NASDAQ Stock Market LLC (“NASDAQ”). Our Board of Directors has determined that each
of the current directors and director nominees, other than T. Kendall Hunt, has no material relationship with
VASCO other than as a director and is independent within the listing standards of NASDAQ. In making its
independence determinations the Board of Directors has broadly considered all relevant facts and circumstances
and has concluded that there are no transactions or relationships that would impair the independence of any of the
directors or director nominees, other than T. Kendall Hunt.

Communications with Directors

Stockholders may send communications to the Board of Directors at the Company’s address. Any such
communication addressed to a specific Board member and designated as “Confidential” will be delivered
un-opened to the specific Board member. If a communication is addressed to the Board as a whole and
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designated as “Confidential,” the communication will be delivered to the Chairman of the Corporate Governance
and Nominating Committee. Any communication not designated as “Confidential” will be reviewed by
management and brought to the attention of the Board at their next regularly scheduled meeting.

Corporate Governance and Nominating Committee

The Board of Directors constituted and established the Corporate Governance and Nominating Committee
with authority, responsibility, and specific duties as described in the Corporate Governance and Nominating
Committee Charter. A copy of the charter is available on our web site, www.vasco.com. The primary function of
this Committee is to assist the Board in:

- Determining the appropriate structure of the Board, including committees;

- Evaluating the performance of the Board and management;

- Identifying and recommending to the Board individuals to be nominated as a director, including
the consideration of director candidates recommended by stockholders;

- Providing oversight of management succession plans; and

- Providing oversight of the Code of Conduct and Ethics.

The Committee will consider director candidates who have relevant business experience, are accomplished
in their respective fields, and who possess the skills and expertise to make a significant contribution to the Board
of Directors, the Company and its stockholders. Director nominees should have high-leadership business
experience, knowledge about issues affecting the Company and the ability and willingness to apply sound and
independent business judgment. The Committee will consider nominees for election to the Board of Directors
that are recommended by stockholders, provided that a complete description of the nominees’ qualifications,
experience and background, together with a statement signed by each nominee in which he or she consents to act
as such, accompany the recommendations. Such recommendations should be submitted in writing to the attention
of the Corporate Governance and Nominating Committee, c/o VASCO Data Security International, Inc., 1901
South Meyers Road, Suite 210, Oakbrook Terrace, Illinois 60181 not less than 60 nor more than 90 days prior to
the date of the Annual Meeting of Stockholders at which the nomination is to be made and should not include
self-nominations. The Committee applies the same criteria described above to nominees recommended by
stockholders.

The Committee is comprised of three or more directors, each of whom must be an independent director, as
defined by the NASDAQ rules. The members of the Committee are elected by the Board at its annual
organizational meeting and serve at the pleasure of the Board until their successors are duly elected and qualified.
The members of the Corporate Governance and Nominating Committee are John R. Walter (Chairman), Michael
P. Cullinane, John N. Fox, Jr. and Jean K. Holley. The Corporate Governance and Nominating Committee met
three times during 2008.

Audit Committee

The Audit Committee of the Board of Directors, as established in accordance with Section 3(a)(58)(A) of
the Securities Exchange Act of 1934, as amended (“Exchange Act”), is composed of three or more independent
directors, as required by the NASDAQ rules, including additional independence standards for audit committee
members. The Audit Committee operates under a written charter adopted by the Board of Directors and is
responsible for overseeing the financial reporting process on behalf of the Board. A copy of the charter is
available on our web site, www.vasco.com. The members of the Audit Committee are Michael P. Cullinane
(Chairman), John N. Fox, Jr., Jean K. Holley and John R. Walter. The Board of Directors has determined that
Messrs. Cullinane and Walter qualify as audit committee financial experts, and has designated them as such.
Each year, the Audit Committee recommends to the Board of Directors, the selection of the independent auditors.
We are not required under our charter or Bylaws to submit the selection of auditors to a vote of the stockholders.
The Audit Committee met ten times during 2008.
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REPORT OF THE AUDIT COMMITTEE

The Audit Committee has implemented policies and procedures for the pre-approval of all audit, audit-
related, tax and permitted non-audit services rendered by KPMG LLP, its registered public accounting firm.
Those policies and procedures include a review of the independent registered public accounting firm’s audit plan
and fee schedule for the period under review. If such audit plan and fee schedule are approved by the Committee,
the independent registered public accounting firm provides an engagement letter in advance of the start of the
audit work to the Committee outlining the scope of the audit and related audit fees. Our senior management will
also recommend, from time to time, to the Committee that it approve non-audit services that would be provided
by the independent registered public accounting firm. Our senior management and the independent registered
public accounting firm will each confirm to the Audit Committee that each non-audit service is permissible under
all applicable legal requirements. A budget, estimating the cost of the non-audit service, will be provided to the
Audit Committee along with the request. The Audit Committee must approve both permissible non-audit services
and the budget for such services. The Audit Committee will be informed routinely as to the non-audit services
actually provided by the independent registered public accounting firm pursuant to this pre-approval process.

The following sets forth the amount of fees paid to our registered public accounting firm, KPMG LLP, for
services rendered in 2008 and 2007 (in thousands):

Audit Fees: The aggregate fees billed by KPMG LLP for professional services rendered for the audit of the
company’s annual financial statements, the reviews of the financial statements included in the company’s
quarterly reports on Form 10-Q, and services normally provided by the independent auditor in connection with
statutory and regulatory filings were $578 for the fiscal year ended 2008 (excluding $15 billed and approved by
the Audit Committee in 2008 related to 2007) and $507 for the fiscal year ended 2007, (excluding $58 billed and
approved by the Audit Committee in 2007 related to 2006).

Audit-Related Fees: There were no audit-related fees paid in 2008 or 2007.

Tax Fees: The aggregate fees billed by KPMG LLP for tax compliance and tax advice were $4 in 2008 and
$4 in 2007. The 2008 and 2007 fees relate to foreign subsidiary tax returns.

All Other Fees: No other fees were billed by KMPG LLP for 2008 and 2007.

It is currently the policy of the Audit Committee of the Board of Directors to pre-approve all services
rendered by KPMG LLP. The Audit Committee pre-approved all of the above fees for both 2008 and 2007.

Management is responsible for the Company’s financial statements and the financial reporting process,
including internal controls. The independent auditors are responsible for performing an independent audit of the
Company’s consolidated financial statements in accordance with auditing standards generally accepted in the
United States and for issuing a report thereon. The Audit Committee’s responsibility is to monitor and oversee
these processes.

In this context, the Audit Committee held discussions with management and KPMG. Management
represented to the Audit Committee that the Company’s consolidated financial statements were prepared in
accordance with generally accepted accounting principles, and the Committee reviewed and discussed the
consolidated financial statements with management and KPMG. The Audit Committee discussed with KPMG the
matters required to be discussed by Statement on Auditing Standards No. 61 (Communication with Audit
Committees). These matters included a discussion of KPMG’s judgments about the quality (not just the
acceptability) of the Company’s accounting principles as applied to financial reporting.

The Audit Committee also received the written disclosures and the letter from KPMG required by applicable
requirements of the Public Company Accounting Oversight Board regarding KPMG’s communication with the
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Audit Committee concerning independence, and has discussed with KPMG its independence. The Audit
Committee further considered whether the provision by KPMG of the non-audit services described elsewhere in
this Proxy Statement is compatible with maintaining the auditors’ independence.

Based upon the Audit Committee’s discussion with management and the independent auditors and the Audit
Committee’s review of the representation of management and the disclosures by the independent auditors to the
Audit Committee, the Audit Committee ratified the inclusion of the Company’s audited consolidated financial
statements in the Company’s Annual Report on Form 10-K for the year ended December 31, 2008, for filing with
the Securities and Exchange Commission.

Respectfully submitted,

Michael P. Cullinane, Chairman
John N. Fox, Jr.

Jean K. Holley

John R. Walter

21-



Compensation Committee

The Compensation Committee of VASCO’s Board of Directors is composed of three or more independent
directors as defined by the NASDAQ rules. The Compensation Committee operates under a written charter
adopted by the Board of Directors. A copy of the charter is available on our website, www.vasco.com. The
Compensation Committee acts on behalf of our Board of Directors to establish the compensation of VASCO’s
named executive officers and makes recommendations to the Board regarding compensation of our
non-employee directors. The Compensation Committee also administers VASCQO’s annual incentive cash bonus
plan and our 1997 Stock Compensation Plan, which was amended and restated with the approval of our
stockholders in 1999, pursuant to which long-term equity incentive awards are made to the named executive
officers. The members of the Compensation Committee are John N. Fox, Jr. (Chairman), Michael P. Cullinane,
Jean K. Holley and John R. Walter. The Compensation Committee met seven times during 2008.

EXECUTIVE COMPENSATION

Compensation Discussion and Analysis

Executive Compensation Policy

We operate in the very competitive information technology industry, specializing in internet security and
services, which are growing fast and demand constant and market-leading innovation. To succeed in this
environment, VASCO is required to attract, motivate, reward and retain highly talented and experienced
executives and key employees.

Accordingly, the Compensation Committee is guided by the following principles:

e Compensation should be based on the level of job responsibility, individual performance and company
performance. The greater the level of responsibility, the greater the proportion of compensation that
should be linked to company performance and stockholder returns, because of a greater ability to affect
company results.

* Compensation should be aligned with the value of the job in the marketplace and should be designed to
allow VASCO to attract, motivate and retain the caliber of executive talent that we require to succeed
in our industry.

* Compensation should reward performance, both annual and long-term. Accordingly the Compensation
Committee believes that at least 60% of total targeted compensation should consist of equity and
performance-based compensation, including compensation based on certain performance criteria
including achieving annual and three-year cumulative earnings per share (“EPS”) targets. Exceptional
performance, both for the individual and for VASCO, should be rewarded with a high level of pay;
likewise, when performance fails to meet expectations or lags benchmarks set by the Compensation
Committee, the result should be compensation at a lower level.

* The objectives of pay-for-performance must be balanced with retention of key employees whose
knowledge and experience are important to our long-term strategies and success. Even in periods of
temporary downturns in company performance, the level of compensation should ensure that our
executives will remain motivated and committed to VASCO and the execution of our long-term
strategies.

e Performance-based compensation should be based on measures that are simple to understand and that
are directly tied to the company’s long-term strategies and operational goals. The Compensation
Committee believes that EPS targets are simple, forthright and are effective in measuring, on a
combined basis, VASCO’s achievement of complementary strategic goals such as revenue and margin
growth, return on assets and return on equity.

e The majority of compensation should be tied to company performance and the value of our stock; and,
a significant portion of performance-based compensation should be in the form of equity. Accordingly,
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we do not provide retirement plans or perquisites for our named executive officers. The Compensation
Committee believes that this emphasis on performance-based and equity-based compensation is
aligned with the opportunities presented by our industry and our business model, and is directly aligned
with the interests of our stockholders by linking company EPS milestones to incentive compensation
milestones.

The Compensation Committee’s Processes and Procedures

The Compensation Committee makes all determinations regarding the compensation of VASCO’s named
executive officers. The Compensation Committee considers the following items to ensure that VASCO’s
executive compensation fulfills the Compensation Committee’s guiding principles, and their relationship to the
different compensation components are described, below, under “Executive Officer Compensation Components’:

Assessment of VASCO’s Performance. We use EPS as the performance measure to determine the level
of annual and long-term performance-based compensation the named executive officers will receive.
The annual EPS targets are based on the approved operating budget, which contains strategies that are
consistent with those outlined in our five-year strategic financial plan. The long-term, performance—
based compensation is based on the EPS targets in the strategic financial plan, which is reviewed and
approved by the Board each year and contains financial projections for the succeeding five-year period.
One of the key metrics in our strategic plan is EPS growth, both annually and over the five-year period.
As discussed above, the Compensation Committee believes that EPS growth best reflects, on a
combined basis, success in the implementation of VASCO’s key business strategies. Accordingly, the
Compensation Committee has determined that targeted EPS, calculated on a fully diluted basis and
based on VASCO’s operating budget and strategic plan, is the appropriate measure for determining the
annual and long-term incentive awards. The Compensation Committee aligns the named executive
officers’ targets with VASCQ'’s targeted EPS growth projections over a one-year and three-year period,
so that the named executive officers are appropriately incentivized to achieve VASCQ'’s strategic plan
milestones.

Annual Performance Goals and Annual Assessments of Individual Performance. During February of
each year, each of the named executive officers proposes for consideration by the Compensation
Committee, annual goals (both individual and company objectives) to be accomplished in the year.
These goals are aligned with key company strategic initiatives for the year. The proposed goals of each
named executive officer, other than our chief executive officer, are reviewed and discussed by the
individual and our chief executive officer before they are presented to the Compensation Committee.
The Compensation Committee may solicit input from our named executive officers regarding goal
setting and their performance if it believes such input to be appropriate and helpful to its review and
decisions. The Compensation Committee often seeks further input from our chief executive officer in
establishing the annual performance goals for the other named executive officers. The proposed annual
goals are reviewed, adjusted as the Compensation Committee considers appropriate and approved by
the Compensation Committee. Progress is reviewed three times during the “performance year,”
including a year-end performance review. The conclusions that result from the year-end review are
used as one of the factors considered in determining an executive’s base salary for the following year.
Also, the Compensation Committee has the option to reduce the annual incentive award by up to 10
percent if the individual executive’s performance did not meet his annual goals.

Peer Analysis. In making compensation decisions, the Compensation Committee reviews targeted total
compensation for our named executive officers against the total compensation paid by a peer group of
publicly-traded software and internet security companies. This peer group, which is reviewed and
updated by the Compensation Committee annually, consists of companies against whom VASCO
competes for customers, talent and stockholder investment. The companies that are included in this
peer group are determined by the Compensation Committee after consultation with Hewitt Associates,
the Compensation Committee’s compensation consultant, with consideration given to matters such as
the relative size and stage of our development compared to others with whom we compete and the
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availability of compensation information for potential peer companies. The peer group may change
from year to year because compensation information at a potential peer company becomes available or
unavailable (for example, information previously not available would become available once a
company begins public filings, or information previously available could become unavailable if a
company has been acquired and is no longer required to report such information publicly), because of a
change in size of a potential peer company such that the Compensation Committee no longer considers
it appropriate to consider the other company as a peer, or for other reasons determined appropriate by
the Compensation Committee in its subjective judgment as it reviews potential peer companies. Hewitt
Associates provides the Compensation Committee with comprehensive data regarding the salary levels,
bonus amounts, targeted bonus amounts and long term equity award levels and types for executives at
the peer group companies in positions comparable to those of the Company’s named executive officers.

There were seven companies in the peer group reviewed by the Compensation Committee as part of
establishing 2008 compensation levels for the named executive officers: Activldentity Corporation;
Entrust, Inc.; Secure Computing Corporation; SonicWALL, Inc.; Sourcefire, Inc.; Tumbleweed
Communications Corp. and Websense, Inc. For the three years ended December 31, 2007, VASCO
delivered a three-year compound annual growth in revenue of 49% and a three-year average return on
equity for those years of 35%, while the median growth for the peer group over the same period was
27% and the median three year average return on equity was negative.

*  Meetings. The Compensation Committee meets several times each year (seven times in 2008).
Committee agendas are established by the committee chair in consultation with the other
Compensation Committee members.

* Role of the Independent Consultant. The Compensation Committee retained Hewitt Associates, an
independent global human resources consulting firm, as its independent compensation consultant to
assist the Compensation Committee in evaluating executive compensation programs and in setting
compensation for our named executive officers for 2008. Pursuant to Hewitt Associates’ retention
arrangement, it:

e Has advised the Compensation Committee regarding compensation trends and best practices, plan
design and the reasonableness of individual compensation rewards in comparison to comparable
positions at other companies;

e Provided information regarding potential peer companies for consideration by the Compensation
Committee in establishing the peer company groups used in setting compensation levels for 2008;

e Provided information regarding compensation practices at the companies determined by the
Compensation Committee to comprise the peer company group for the applicable year;

e Provided performance and payout award prevalence statistics derived from the consultant’s
proprietary database of compensation paid by a general group of service companies;

e After consultation with the committee chair, determined the assumptions to be used in calculating
and calculated the discount factors used in determining the value of restricted stock and
performance shares awarded to the named executive officers as long-term incentive compensation;

* Provided information regarding non-employee director compensation at various companies,
including the peer companies used for determining executive compensation and other information
regarding general trends in director compensation (discussed further under “Director
Compensation,” below); and

e Assisted the Compensation Committee in developing recommendations to the Board regarding
non-employee director compensation levels for 2008.

The use of the independent consultant provides additional assurance that VASCO’s executive compensation
is reasonable and consistent with our objectives and the Compensation Committee’s guiding principles. The
consultant reports directly to the Compensation Committee and does not provide any services to
management.
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*  Role of Management. The Compensation Committee makes all determinations regarding the
compensation of the named executive officers. As discussed above in “Annual Performance Goals and
Annual Assessments of Individual Performance,” each of the named executive officers proposes his
own annual performance goals which are reviewed, discussed with the individual and ultimately, after
any modifications that the Compensation Committee considers appropriate, approved by the
Compensation Committee. Our chief executive officer evaluates the performance of the other named
executive officers as part of the interim progress reviews during the year and as part of the year-end
performance review. The Compensation Committee considers the chief executive officer’s evaluations
and recommendations in setting compensation levels for the other named executive officers. The
Compensation Committee may solicit input from our named executive officers regarding goal setting
and their performance if it believes such input to be appropriate and helpful to its review and decisions.
The Compensation Committee reviews the chief executive officer’s performance as compared to his
performance goals at the same time as the performance of the other named executive officers is being
reviewed, but without any recommendations by the chief executive officer concerning his own
performance. If it considers it appropriate to do so, the Compensation Committee may confer with the
compensation consultant in connection with the year-end performance revie