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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One)

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

For the quarterly period ended June 30, 2007

OR

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

For the transition period from                 to                

Commission File Number: 000-23593

VERISIGN, INC.
(Exact name of registrant as specified in its charter)

Delaware 94-3221585
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)

487 East Middlefield Road, Mountain View, CA 94043
(Address of principal executive offices) (Zip Code)

Registrant�s telephone number, including area code: (650) 961-7500
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Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.    YES  x    NO  ¨

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

Large accelerated filer  x            Accelerated filer  ¨            Non-accelerated filer  ¨

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act.): YES ¨ NO x

Indicate the number of shares outstanding of each of the issuer�s classes of common stock, as of the latest practicable date:

Class Shares Outstanding July 31, 2007
Common stock, $.001 par value 249,189,159
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PART I�FINANCIAL INFORMATION

ITEM 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)
As required under Item 1�Condensed Consolidated Financial Statements (Unaudited) included in this section are as follows:

Financial Statement Description Page

�      Condensed Consolidated Balance Sheets as of June 30, 2007 and December 31, 2006 4

�      Condensed Consolidated Statements of Operations for the Three and Six Months Ended June 30, 2007 and 2006 5

�      Condensed Consolidated Statements of Cash Flows for the Six Months Ended June 30, 2007 and 2006 6

�      Notes to Condensed Consolidated Financial Statements 7
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VERISIGN, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands, except share data)

(Unaudited)

June 30,

2007
December 31,

2006
ASSETS

Current assets:
Cash and cash equivalents $ 656,517 $ 478,749
Short-term investments 94,308 198,656
Accounts receivable, net of allowance for doubtful accounts of $5,752 and $8,083 at June 30, 2007 and December 31,
2006, respectively 205,996 241,569
Prepaid expenses and other current assets 119,478 294,932
Deferred tax assets 80,063 84,318
Current assets of discontinued operations 34,909 34,356

Total current assets 1,191,271 1,332,580

Property and equipment, net 581,140 605,292
Goodwill 1,261,944 1,449,493
Other intangible assets, net 242,003 333,430
Restricted cash 48,361 49,437
Long-term deferred tax assets 218,050 177,805
Other assets, net 34,545 25,214
Investments in unconsolidated entities 105,500 �  
Long-term assets of discontinued operations 7,055 1,217

Total long-term assets 2,498,598 2,641,888

Total assets $ 3,689,869 $ 3,974,468

LIABILITIES AND STOCKHOLDERS� EQUITY
Current liabilities:
Accounts payable and accrued liabilities $ 319,987 $ 675,105
Accrued restructuring costs 12,665 3,818
Deferred revenue 505,118 448,413
Short-term debt �  199,000
Deferred tax liabilities 1,025 1,414
Current liabilities of discontinued operations 33,798 31,743

Total current liabilities 872,593 1,359,493

Long-term deferred revenue 179,666 159,439
Long-term accrued restructuring costs 625 937
Long-term tax liability 44,705 �  
Other long-term liabilities 10,496 5,175
Long-term deferred tax liabilities 12,953 24,815
Long-term liabilities of discontinued operations �  34

Total long-term liabilities 248,445 190,400

Total liabilities 1,121,038 1,549,893
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Minority interest in subsidiaries 47,684 47,716
Stockholders� equity:
Preferred stock�par value $.001 per share
Authorized shares: 5,000,000
Issued and outstanding shares: none �  �  
Common stock�par value $.001 per share
Authorized shares: 1,000,000,000
Issued and outstanding shares: 243,838,287, excluding 35,493,973 held in treasury, at June 30, 2007 and 243,844,122,
excluding 35,471,662 shares held in treasury, at December 31, 2006 244 244
Additional paid-in capital 23,362,352 23,314,511
Accumulated deficit (20,834,462) (20,929,498)
Accumulated other comprehensive loss (6,987) (8,398)

Total stockholders� equity 2,521,147 2,376,859

Total liabilities and stockholders� equity $ 3,689,869 $ 3,974,468

See accompanying Notes to Condensed Consolidated Financial Statements.
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VERISIGN, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(In thousands, except per share data)

(Unaudited)

Three Months Ended

June 30,

Six Months Ended

June 30,
2007 2006 2007 2006

Revenues $ 363,217 $ 387,832 $ 736,266 $ 757,941

Costs and expenses:
Cost of revenues 147,836 145,715 298,476 282,682
Sales and marketing 63,890 92,809 142,840 183,359
Research and development 36,254 31,021 81,416 59,280
General and administrative 77,142 59,297 128,731 119,812
Restructuring, impairment and other charges (reversals), net 15,179 (7,604) 42,191 (4,195)
Amortization of other intangible assets 29,669 31,832 61,456 59,832
Acquired in-process research and development �  4,600 �  15,500

Total costs and expenses 369,970 357,670 755,110 716,270

Operating (loss) income (6,753) 30,162 (18,844) 41,671
Other income, net 10,849 4,946 92,236 33,667

Income from continuing operations before income taxes, earnings from unconsolidated
entities and minority interest 4,096 35,108 73,392 75,338
Income tax (expense) benefit (11,608) 341,536 (20,370) 317,321
Earnings from unconsolidated entities, net of tax 1,748 �  2,196 �  
Minority interest, net of tax 82 (758) (487) (1,405)

Net (loss) income from continuing operations (5,682) 375,886 54,731 391,254
Net income from discontinued operations, net of tax 965 901 2,305 2,019

Net (loss) income $ (4,717) $ 376,787 $ 57,036 $ 393,273

Basic net (loss) income per share from:
Continuing operations $ (0.02) $ 1.54 $ 0.22 $ 1.59
Discontinued operations �  �  0.01 0.01

Net (loss) income $ (0.02) $ 1.54 $ 0.23 $ 1.60

Diluted net (loss) income per share from:
Continuing operations $ (0.02) $ 1.52 $ 0.22 $ 1.58
Discontinued operations �  �  0.01 0.01

Net (loss) income $ (0.02) $ 1.52 $ 0.23 $ 1.59

Shares used in per share computation:
Basic 243,846 244,744 243,849 245,171
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Diluted 243,846 247,252 246,102 247,745

See accompanying Notes to Condensed Consolidated Financial Statements.
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VERISIGN, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)

(Unaudited)

Six Months Ended

June 30,
2007 2006

Cash flows from operating activities:
Net income $ 57,036 $ 393,273
Adjustments to reconcile net income to net cash provided by operating activities:
Gain on divestiture of majority stake in Jamba (74,999) �  
Unrealized gain on joint venture call options (3,755) �  
Depreciation of property and equipment 55,564 49,925
Amortization of other intangible assets 61,456 59,832
Acquired in-process research and development �  15,500
Provision for doubtful accounts (720) 652
Stock-based compensation and other 42,047 32,825
Restructuring, impairments and other charges (reversals), net 42,191 (4,195)
Net gain on sale of investments (885) (21,246)
Earnings from unconsolidated entities, net of tax (2,196) �  
Minority interest, net of tax 487 1,405
Deferred income taxes (11,469) (295,788)
Changes in operating assets and liabilities:
Accounts receivable (110,843) 54,372
Prepaid expenses and other current assets 130,661 (102,508)
Accounts payable and accrued liabilities (106,241) (6,781)
Deferred revenue 76,698 61,040

Net cash provided by operating activities 155,032 238,306

Cash flows from investing activities:
Purchases of investments (135,882) (536,063)
Proceeds from maturities and sales of investments 248,128 656,142
Purchases of property and equipment (47,511) (103,569)
Cash paid in business combinations, net of cash acquired �  (422,787)
Proceeds received on divestiture of majority stake in Jamba, net of cash contributed 152,643 �  
Net proceeds received on long-term note receivable �  47,786
Other assets 1,989 (2,851)

Net cash provided by (used in) investing activities 219,367 (361,342)

Cash flows from financing activities:
Proceeds from issuance of common stock from option exercises and employee stock purchase plan �  39,424
Change in net assets of subsidiary and other 89 247
Repurchase of common stock �  (135,000)
Proceeds from drawdown of credit facility, net �  174,000
Repayment of short-term-debt (199,000) �  
Debt issuance costs �  (3,381)
Repayment of long-term liabilities �  (1,680)

Net cash (used in) provided by financing activities (198,911) 73,610

Effect of exchange rate changes on cash and cash equivalents (984) 1,149
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Net increase (decrease) in cash and cash equivalents 174,504 (48,277)
Cash and cash equivalents at beginning of period 501,784 478,660

Cash and cash equivalents at end of period 676,288 430,383
Cash and cash equivalents of discontinued operations at end of period (19,771) (16,556)

Cash and cash equivalents of continuing operations at end of period $ 656,517 $ 413,827

Cash flows from discontinued operations:
Net cash (used in) provided by operating activities $ (3,264) $ 4,824

Supplemental cash flow disclosures:
Cash paid for income taxes, net of refunds received $ 9,772 $ 11,702

See accompanying Notes to Condensed Consolidated Financial Statements.
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VERISIGN, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

Note 1. Basis of Presentation and Summary of Significant Accounting Policies

Interim Financial Statements

The accompanying unaudited Condensed Consolidated Financial Statements have been prepared by VeriSign, Inc. and its subsidiaries (�VeriSign�
or �the Company�) in accordance with the instructions for Form 10-Q pursuant to the rules and regulations of the Securities and Exchange
Commission (�SEC�) and, therefore, do not include all information and notes normally provided in audited financial statements. In the opinion of
management, all adjustments (consisting of normal recurring accruals and other adjustments) considered necessary for a fair presentation have
been included. The results of operations for any interim period are not necessarily indicative, nor comparable to the results of operations for any
other interim period or for a full fiscal year. These unaudited Condensed Consolidated Financial Statements should be read in conjunction with
the Consolidated Financial Statements and related notes, contained in VeriSign�s fiscal 2006 Annual Report on Form 10-K filed with the SEC
(the �2006 Form 10-K�) on July 12, 2007.

Reclassifications

In the first quarter of 2007, VeriSign decided to sell its wholly owned Jamba Service GmbH subsidiary (�Jamba Service�). The associated assets
and liabilities of Jamba Service have been classified as discontinued operations and its operations have been reported in net income from
discontinued operations for all periods presented in accordance with Statement of Financial Accounting Standards (�SFAS�) No. 144 (�SFAS 144�),
�Accounting for the Impairment or Disposal of Long Lived Assets.� In November 2005, VeriSign sold its payment gateway business.
Accordingly, the Condensed Consolidated Financial Statements have been reclassified for all periods presented to reflect its payment gateway
business as discontinued operations in accordance with SFAS 144. Unless noted otherwise, discussions in the Notes to Condensed Consolidated
Financial Statements pertain to continuing operations.

Non-trade receivables as of December 31, 2006, amounting to $77.8 million have been reclassified from accounts receivable, net, to prepaid
expenses and other current assets to conform to current period presentation. Such reclassification does not have any effect on net income as
previously reported.

Critical Accounting Policies

VeriSign has made no material changes to its critical accounting policies, which are included in its 2006 Form 10-K.

The Company adopted Financial Accounting Standards Board (�FASB�) Interpretation No.48 (�FIN 48�), �Accounting for Uncertainty in Income
Taxes�an interpretation of FASB Statement No. 109,� on January 1, 2007. FIN 48 is an interpretation of SFAS No. 109 (�SFAS 109�), �Accounting
for Income Taxes,� and it seeks to reduce the diversity in practice associated with certain aspects of measurement and recognition in accounting
for income taxes. FIN 48 prescribes a recognition threshold and measurement attribute for the financial statement recognition and measurement
of a tax position that an entity takes or expects to take in a tax return. Additionally, FIN 48 provides guidance on de-recognition, classification,
interest and penalties, accounting in interim periods, disclosures, and transition. Under FIN 48, an entity may only recognize or continue to
recognize tax positions that meet a �more likely than not� threshold. In accordance with its accounting policy, the Company recognizes accrued
interest and penalties related to unrecognized tax benefits as a component of income tax expense. The impact on adoption of FIN 48 is more
fully described in Note 13, �Income Taxes�.

In June 2006, the FASB issued Emerging Issues Task Force Issue No. 06-3 (�EITF 06-3�), �How Taxes Collected from Customers and Remitted to
Governmental Authorities Should Be Presented in the Income Statement�. EITF 06-3 provides guidance on an entity�s disclosure of its
accounting policy regarding the gross or net presentation of certain taxes and provides that if taxes included in gross revenues are significant, a
company should disclose the amount of such taxes for each period for which an income statement is presented (i.e., both interim and annual
periods). Taxes within the scope of EITF 06-3 are those that are imposed on and concurrent with a specific revenue-producing transaction.
VeriSign records transaction-based taxes on a net basis. These taxes are recorded as current liabilities until remitted to the relevant government
authority.
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Note 2. Stock-Based Compensation

Staff Accounting Bulletin (�SAB�) No. 107 (�SAB 107�) provides the SEC Staff�s views on a variety of matters relating to stock-based payments.
SAB 107 requires stock-based compensation to be classified in the same expense line items as cash compensation. The following table sets forth
the total stock-based compensation recognized on the Company�s Condensed Consolidated Statements of Operations:

Three Months Ended

June 30,
Six Months Ended

June 30,
2007 2006 2007 2006

(In thousands, except per share data)
Stock-based compensation:
Cost of revenues $ 3,659 $ 3,411 $ 7,077 $ 7,310
Sales and marketing 4,190 3,683 9,193 7,182
Research and development 2,299 2,596 5,349 4,842
General and administrative 15,126 5,604 20,285 12,498

Total stock-based compensation 25,274 15,294 41,904 31,832
Tax benefit associated with stock-based compensation expense 7,291 3,242 11,227 7,512

Net effect of stock-based compensation expense on net income $ 17,983 $ 12,052 $ 30,677 $ 24,320

Net effect of stock-based compensation expense on net income per share:
Basic $ 0.07 $ 0.05 $ 0.13 $ 0.10

Diluted $ 0.07 $ 0.05 $ 0.12 $ 0.10

VeriSign currently uses the Black-Scholes option pricing model to determine the fair value of stock options and 1998 Employee Stock Purchase
Plan (�Purchase Plan�) awards. The determination of the fair value of stock-based awards using an option-pricing model is affected by the
Company�s stock price as well as assumptions regarding a number of complex and subjective variables. The following table sets forth the
weighted average assumptions used to estimate the fair value of the stock options and Purchase Plan awards:

Three Months Ended
June 30,

Six Months Ended
June 30,

2007 2006 2007 2006
Stock options:
Volatility 34% 36% 34% 37%
Risk-free interest rate 4.76% 5.03% 4.71% 4.79%
Expected term 3.3 years 3.2 years 3.1 years 3.1 years
Dividend yield zero zero zero zero
Employee Stock Purchase Plan awards:
Volatility n/a n/a n/a 39%
Risk-free interest rate n/a n/a n/a 4.44%
Expected term n/a n/a n/a 1.25 years
Dividend yield n/a n/a n/a zero
The Company accelerated some of Mr. Stratton Sclavos�, the former Chief Executive Officer, outstanding options to purchase shares of the
Company�s common stock and restricted stock units as described in Note 15, �Subsequent Events�. The Company has accounted for the
acceleration of the stock-based awards as a modification. As such, the Company recognized $11.0 million of stock-based compensation for the
three months ended June 30, 2007 upon modification.

Employee Stock Purchase Plan
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As a result of the independent review of the Company�s historical stock option granting practices and due to not being current in its SEC filings,
the Company was precluded from selling shares under its Purchase Plan during the six months ended June 30, 2007. The Company terminated
the six-month purchase period ended January 31, 2007 under its Purchase Plan and no shares were issued. In February 2007, the Company
refunded Purchase Plan contributions totaling approximately
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$11.6 million. The Company suspended its employee payroll withholdings for the purchase of its common stock under the Purchase Plan from
February 1, 2007 until August 3, 2007.

Note 3. Joint Ventures

On January 31, 2007, VeriSign finalized two joint venture agreements with Fox Entertainment (�Fox�), a subsidiary of News Corporation, to
provide mobile entertainment to consumers on a global basis. Under the terms of the agreements, Fox owns a 51% interest and VeriSign owns a
49% interest in the joint ventures. One of the joint ventures, Netherlands Mobile Holdings, C.V., is based in the Netherlands, and the other, US
Mobile Holdings LLC, is based in the United States. VeriSign contributed 51% of its stake in its wholly owned subsidiary Jamba�s business to
consumer business to the Netherlands joint venture and Fox contributed its Fox Mobile Entertainment assets to the U.S.-based joint venture. Fox
paid VeriSign approximately $192.4 million in cash for the divestiture of 51% of its stake in Jamba and VeriSign paid Fox approximately $4.9
million in cash for its contribution of Fox Mobile Entertainment assets. The Company recognized a gain of approximately $75.0 million upon
the divestiture of majority stake in Jamba and recorded its interests in the joint ventures as investments in unconsolidated entities as of June 30,
2007. The Company�s condensed consolidated financial statements for the six months ended June 30, 2007 includes one month of Jamba�s
consolidated activity.

In connection with the joint ventures, VeriSign and Fox entered into various put and call agreements. VeriSign has the option (�the put�) to sell all
of its interests in the joint ventures to Fox at particular times within five years of the date of the agreements at prices determined pursuant to the
terms of the put and call agreements. Fox has the option (�the call�) to purchase all of VeriSign�s interests in the joint ventures at particular times
within five years of the date of the agreements at a price determined pursuant to the put and call agreements. The Company calculated the fair
value of its written call options to be $10.9 million using the Black-Scholes option pricing model. The Company has recorded the fair value of
the call options within other long-term liabilities, and will mark-to-market the call options at each reporting period. For the three months ended
June 30, 2007, the Company recorded a $3.8 million unrealized gain on joint venture call options within other income, net.

Note 4. Discontinued Operations

In the first quarter of 2007, VeriSign decided to sell Jamba Service, a wholly-owned subsidiary which was not divested with Jamba in
connection with the joint ventures. The Company is actively marketing Jamba Service, and currently expects to consummate the sale of this
business in the third quarter of 2007. Jamba Service is part of the Communications Services Group segment. In November 2005, VeriSign sold
its payment gateway business which was part of the Internet Services Group segment. The associated assets and liabilities of Jamba Service and
the payment gateway business have been classified as discontinued operations and their operations reported in net income from discontinued
operations for all periods presented in accordance with SFAS 144.

In connection with the sale of the payment gateway business, the Company entered into a Transitional Service Agreement (�TSA�) with PayPal to
provide certain transitional network and customer support services. The related fees were recorded as a direct reduction to the respective costs
and expenses included in discontinued operations. The expected cash flows under the TSA do not represent a significant continuation of the
direct cash flows of the disposed payment gateway business. In April 2006, PayPal elected to terminate the customer support services provided
by VeriSign under the TSA. In September 2006, PayPal elected to terminate the billing services, production services and other transitional
services provided under the TSA.

The following table represents operations from the Jamba Service and the payment gateway businesses and the components of earnings from the
discontinued operations:

Three Months Ended
June 30,

Six Months Ended
June 30,

2007 2006 2007 2006
(In thousands)

Revenues (1) $ 4,407 $ 2,939 $ 8,804 $ 5,599

Income from discontinued operations before income taxes (1) $ 1,664 $ 1,465 $ 3,774 $ 2,790
Income tax expense (2) (699) (564) (1,469) (771)

Net income from discontinued operations $ 965 $ 901 $ 2,305 $ 2,019
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(1) The disposed payment gateway business did not have any operating activity for the three and six months ended June 30, 2007
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(2) The tax rate applied to income from the Jamba Service subsidiary was equivalent to the German corporate and trade statutory tax rates of 38.9% for the three
and six months ended June 30, 2007 and 40.77% for the three and six months ended June 30, 2006, respectively.

The following table presents the carrying amounts of major classes of assets and liabilities relating to Jamba Service and the payment gateway
businesses:

June 30,

2007

December 31,

2006
(In thousands)

Assets: (1)
Cash and cash equivalents $ 19,771 $ 23,035
Accounts receivable, net 12,577 11,201
Prepaid expenses and other current assets 252 120
Deferred tax assets 2,309 �  

Current assets of discontinued operations 34,909 34,356
Long-term assets of discontinued operations 7,055 1,217

Total assets of discontinued operations $ 41,964 $ 35,573

Liabilities: (1)
Accounts payable and accrued liabilities $ 27,843 $ 24,995
Deferred revenue 5,955 6,533
Deferred tax liabilities �  215

Current liabilities of discontinued operations 33,798 31,743
Long-term liabilities of discontinued operations �  34

Total liabilities of discontinued operations $ 33,798 $ 31,777

(1) As of June 30, 2007, there were no assets or liabilities attributable to the disposed payment gateway business.
Note 5. Restructuring, Impairments and Other Charges (Reversals), Net

A comparison of restructuring, impairments and other charges (reversals), net, is presented below:

Three Months Ended
June 30,

Six Months Ended
June 30,

2007 2006 2007 2006
(In thousands)

2007 restructuring plan charges $ 4,051 $ �  $ 28,732 $ �  
2002 and 2003 restructuring plan charges (reversals), net 48 (7,604) 142 (6,144)

Total restructuring charges (reversals), net 4,099 (7,604) 28,874 (6,144)
Impairments and other charges 11,080 �  13,317 1,949

Total restructuring, impairments and other charges (reversals), net $ 15,179 $ (7,604) $ 42,191 $ (4,195)

2007 Restructuring Plan
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In January 2007, VeriSign initiated a restructuring plan to execute a company-wide reorganization replacing the previous business unit structure
with a new combined worldwide sales and services team, and an integrated development and products organization. The restructuring plan
included workforce reductions, abandonment of excess facilities, and other exit costs. To date, VeriSign has recorded $28.7 million in
restructuring charges under its 2007 restructuring plan.

Workforce reduction: VeriSign recorded restructuring charges related to workforce reduction in accordance with SFAS No. 112 (�SFAS 112�),
�Employers� Accounting for Postemployment Benefits an amendment of FASB Statements No. 5 and 43�, since benefits were provided pursuant
to a severance plan which used a standard formula of paying benefits based upon tenure with the Company. The accounting for these
restructuring charges has met the four requirements of SFAS 112 which
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are: (i) the Company�s obligation relating to employees� rights to receive compensation for future absences is attributable to employees� services
already rendered; (ii) the obligation relates to rights that vest or accumulate; (iii) payment of the compensation is probable; and (iv) the amount
can be reasonably estimated. The 2007 restructuring plan will result in a workforce reduction of approximately 350 employees across both
segments which started in the first quarter of 2007, followed by the next four quarters. All severance related charges will be paid by the end of
the first quarter of 2008.

Excess facilities: Excess facilities restructuring charges take into account the fair value of lease obligations of the abandoned space, including
the potential for sublease income. Estimating the amount of sublease income requires management to make estimates for the properties that will
be rented, the rate per square foot that might be received and the vacancy period of each property. These estimates could differ materially from
actual amounts due to changes in the real estate markets in which the properties are located, such as the supply of office space and prevailing
lease rates. Changing market conditions by location and considerable work with third-party leasing companies requires the Company to
periodically review each lease and change its estimates on a prospective basis, as necessary. VeriSign recorded additional charges for excess
facilities located primarily in the United States and Europe that were either abandoned or downsized relating to lease terminations and
non-cancelable lease costs.

Other exit costs: VeriSign recorded other exit costs primarily relating to the realignment of its organization, including consulting fees related to
the strategic and organizational structure.

Consolidated restructuring charges associated with the 2007 restructuring plan are as follows:

Three Months Ended
June 30,

Six Months Ended
June 30,

2007 2007
(In thousands)

Workforce reduction $ 1,183 $ 23,298
Excess facilities 1,424 2,484
Other exit costs 1,444 2,950

Total restructuring charges $ 4,051 $ 28,732

For the six months ended June 30, 2007, approximately $2.3 million of the workforce reduction charges related to stock-based compensation for
certain severed employees.

At June 30, 2007, the accrued restructuring costs associated with the 2007 restructuring plan are $10.6 million and consist of the following:

Restructuring
Charges

Cash

Payments

Non-cash

Write-offs

Accrued

Restructuring

Costs at June 30,
2007

(In thousands)
Workforce reduction $ 23,298 $ (13,843) $ (2,297) $ 7,158
Excess facilities 2,484 (634) �  1,850
Other exit costs 2,950 (1,356) �  1,594

Total accrued restructuring costs $ 28,732 $ (15,833) $ (2,297) $ 10,602

Included in current portion of accrued restructuring costs $ 9,977

Included in long-term portion of accrued restructuring costs $ 625
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Cash payments totaling approximately $6.0 million related to the abandonment of excess facilities under the 2007 restructuring plan will be paid
over the respective lease terms, the longest of which extends through 2011. The present value of future cash payments related to lease
terminations due to the abandonment of excess facilities is expected to be as follows:

Contractual

Lease

Payments

Anticipated

Sublease

Income Net
(In thousands)

2007 (remaining 6 months) $ 1,083 $ �  $ 1,083
2008 1,501 (1,026) 475
2009 1,208 (1,105) 103
2010 1,222 (1,120) 102
2011 929 (842) 87

$ 5,943 $ (4,093) $ 1,850

2002 and 2003 Restructuring Plans

As of June 30, 2007, the Company had accrued restructuring costs of $2.7 million, primarily pertaining to future excess facility charges accrued
in connection with the sale of its Network Solutions business and the restructuring of business units and operations. The Company expects to
pay these obligations over the life of the related obligations, which extends through 2008. During the three and six months ended June 30, 2007,
the Company paid $0.9 million and $2.2 million, respectively, for facility charges associated with both restructuring plans.

Impairments and Other Charges

The following table presents the impairments and other charges:

Three Months Ended
June 30,

Six Months Ended
June 30,

2007 2006 2007 2006
(In thousands)

Impairment of other intangibles assets $ 4,849 $ �  $ 4,849 $ 1,950
Other charges 6,231 �  8,468 (1)

Total impairments and other charges $ 11,080 $ �  $ 13,317 $ 1,949

Impairments of other intangible assets

During the three and six months ended June 30, 2007, VeriSign wrote-off approximately $4.8 million of other intangible assets specifically
related to a significant change in the operations of an asset group. During the six months ended June 30, 2006, VeriSign wrote off approximately
$2.0 million of other intangible assets specifically related to abandoned technology acquired for a specific customer.

Other Charges

Other charges comprised of excess and obsolete property and equipment that were impaired, disposed of or abandoned. During the three and six
months ended June 30, 2007, VeriSign recorded other charges of approximately $6.2 million and $8.5 million primarily for the abandonment of
obsolete property and equipment and impairment specifically related to a significant change in the operations of an asset group.
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Note 6. Goodwill and Other Intangible Assets

The following table summarizes the changes in the carrying amount of goodwill as allocated to the Company�s operating segments during the six
months ended June 30, 2007:

Internet

Services Group

Communications

Services Group Total
(In thousands)

Balance at December 31, 2006 $ 415,792 $ 1,033,701 $ 1,449,493
Adjustment for divestiture of Jamba and discontinued operations of Jamba Service �  (187,249) (187,249)
Other adjustments (1) (1,249) 949 (300)

Balance at June 30, 2007 $ 414,543 $ 847,401 $ 1,261,944

(1) VeriSign makes certain goodwill adjustments after the initial purchase to acquired companies for income tax adjustments, adjustments for vested stock
options, foreign exchange fluctuations and other additions or reductions that were determined after the initial purchase.

Purchased goodwill is not amortized but is subject to testing for impairment on at least an annual basis. VeriSign performed its most recent
annual impairment test as of June 30, 2007. The fair value of VeriSign�s reporting units is determined using either the income or the market
valuation approach or a combination thereof. Under the income approach, the fair value of the reporting unit is based on the present value of
estimated future cash flows that the reporting unit is expected to generate over its remaining life. Under the market approach, the value of the
reporting unit is based on an analysis that compares the value of the reporting unit to values of publicly traded companies in similar lines of
business. In the application of the income and market valuation approaches, VeriSign is required to make estimates of future operating trends
and judgments on discount rates and other variables. Actual future results related to assumed variables could differ from these estimates. There
were no impairment charges to goodwill from the annual impairment tests conducted as of June 30, 2007 or 2006.

VeriSign�s other intangible assets are comprised of:

As of June 30, 2007
Gross

Carrying

Value

Accumulated

Amortization

Net

Carrying

Value
(In thousands)

Customer relationships $ 457,681 $ (361,304) $ 96,377
Technology in place 229,780 (151,120) 78,660
Carrier relationships 36,300 (6,050) 30,250
Non-compete agreement 34,488 (15,523) 18,965
Trade name 16,634 (6,212) 10,422
Other 11,040 (3,711) 7,329

Total other intangible assets $ 785,923 $ (543,920) $ 242,003
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As of December 31, 2006
Gross

Carrying

Value

Accumulated

Amortization

Net

Carrying

Value
(In thousands)

Customer relationships $ 459,088 $ (331,279) $ 127,809
Technology in place 237,238 (138,866) 98,372
Carrier relationships 64,000 (15,345) 48,655
Non-compete agreement 40,196 (13,785) 26,411
Trade name 34,557 (11,480) 23,077
Other 11,250 (2,144) 9,106

Total other intangible assets $ 846,329 $ (512,899) $ 333,430

Fully amortized other intangible assets are not included in the above tables. For the three months ended June 30, 2007 and 2006, amortization of
other intangible assets was $29.7 million and $31.8 million, respectively. For the six months ended June 30, 2007 and 2006, amortization of
other intangible assets was $61.5 million and $59.8 million, respectively.

Estimated future amortization expense related to other intangible assets at June 30, 2007 is as follows:

(In thousands)
2007 (remaining 6 months) $ 54,641
2008 53,630
2009 45,018
2010 33,921
2011 22,996
Thereafter 31,797

$ 242,003

Note 7. Other Balance Sheet Items

Prepaid Expenses and Other Current Assets

Prepaid expenses and other current assets consist of the following:

June 30,

2007

December 31,

2006
(In thousands)

Prepaid expenses $ 37,441 $ 73,375
Other current assets 82,037 141,557
Securities litigation receivable �  80,000

Prepaid expenses and other current assets $ 119,478 $ 294,932

Prepaid expenses as of June 30, 2007 exclude Jamba�s prepaid expenses due to the divestiture of a majority stake in Jamba in January 2007 as a
result of the joint ventures with Fox. The Company had recorded an $80.0 million receivable to account for the settlement of the Securities
Litigation and Derivative Litigation as of December 31, 2006. Under the terms of the settlement, liability insurers for the Company and its
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directors and officers paid $80.0 million in settlement of the lawsuits during the three months ended March 31, 2007. Other current assets as of
June 30, 2007, exclude Jamba�s other current assets which primarily consisted of VAT receivable, due to the divestiture of majority stake in
Jamba in January 2007.
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Other Assets, net

Other assets, net, consist of the following:

June 30,
2007

December 31,
2006

(In thousands)
Long-term note receivable $ 15,000 $ �  
Long-term investments 7,769 11,234
Other 11,776 13,980

Other assets $ 34,545 $ 25,214

Long-term note receivable as of June 30, 2007 included a working capital loan provided under a promissory note to the joint ventures described
in Note 3, �Joint Ventures�. The promissory note bears an interest rate of 6% per annum and is receivable in December 2011. The promissory note
may be optionally prepaid by the borrower at any time before maturity. Long-term investments decreased during the six months ended June 30,
2007 by approximately $3.5 million due to the sale of equity investments.

Accounts Payable and Accrued Liabilities

Accounts payable and accrued liabilities consist of the following:

June 30,

2007

December 31,

2006
(In thousands)

Accounts payable $ 15,499 $ 33,910
Employee compensation 77,904 109,775
Customer deposits 87,930 73,845
Taxes payable and other tax liabilities 46,313 225,727
Other accrued liabilities 92,341 151,848
Securities litigation payable (1) �  80,000

Accounts payable and accrued liabilities $ 319,987 $ 675,105

(1) VeriSign recorded the $80.0 million payable to account for the settlement of the In re VeriSign, Inc. Securities Litigation and In re VeriSign, Inc. Derivative
Litigation. Under the terms of the settlement, liability insurers for the Company and its directors and officers paid $80.0 million in settlement of the lawsuits
during the three months ended March 31, 2007.
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Note 8. Comprehensive (Loss) Income

Comprehensive (loss) income consists of net (loss) income adjusted for unrealized gains and losses on marketable securities classified as
available-for-sale and foreign currency translation adjustments.

Three Months Ended

June 30,

Six Months Ended

June 30,
2007 2006 2007 2006

(In thousands)
Net (loss) income $ (4,717) $ 376,787 $ 57,036 $ 393,273
Change in unrealized (loss) gain on investments, net of tax 1,237 585 2,882 658
Foreign currency translation adjustments (3,090) 1,157 (1,471) 2,189

Comprehensive (loss) income $ (6,570) $ 378,529 $ 58,447 $ 396,120

Note 9. Credit Facility

On June 7, 2006, VeriSign entered into a credit agreement (the �Credit Agreement�) with a syndicate of banks and other financial institutions
related to a $500 million senior unsecured revolving credit facility (the �Facility�), under which VeriSign, or certain designated subsidiaries may
be borrowers. On February 28, 2007, the outstanding loan balance under the Facility of $199 million was repaid. As of June 30, 2007, there were
no outstanding borrowings under the Facility. The terms of the Credit Agreement and Facility are more fully described in VeriSign�s 2006 Form
10-K. As of June 30, 2007, VeriSign was not in compliance with certain covenants under the Credit Agreement that requires it to deliver
specified financial statements, compliance certificates and certain other documents to our Lenders. The required Lenders under the Facility
waived the Company�s compliance with these requirements through July 20, 2007.

16

Edgar Filing: VERISIGN INC/CA - Form 10-Q

Table of Contents 27



Table of Contents

Note 10. Calculation of Net (Loss) Income Per Share

Basic net (loss) income per share is computed by dividing net (loss) income (numerator) by the weighted-average number of shares of common
stock outstanding (denominator) during the period. Diluted net (loss) income per share gives effect to dilutive common equivalent shares,
including unvested stock options, unvested restricted stock units, employee stock purchases and warrants using the treasury stock method.

The following table represents the computation of basic and diluted net (loss) income per share:

Three Months Ended
June 30,

Six Months Ended
June 30,

2007 2006 2007 2006
(In thousands, except per share data)

Net (loss) income:
Net (loss) income from continuing operations $ (5,682) $ 375,886 $ 54,731 $ 391,254
Net income from discontinued operations 965 901 2,305 2,019

Net (loss) income $ (4,717) $ 376,787 $ 57,036 $ 393,273

Weighted-average shares:
Weighted-average common shares outstanding 243,846 244,744 243,849 245,171
Weighted-average potential common shares outstanding:
Stock options �  2,433 1,884 2,408
Unvested restricted stock awards and other �  75 369 166

Shares used to compute diluted net income per share 243,846 247,252 246,102 247,745

Net (loss) income per share:
Basic:
Net (loss) income from continuing operations $ (0.02) $ 1.54 $ 0.22 $ 1.59
Net (loss) income from discontinued operations �  �  0.01 0.01

$ (0.02) $ 1.54 $ 0.23 $ 1.60

Diluted:
Net (loss) income from continuing operations $ (0.02) $ 1.52 $ 0.22 $ 1.58
Net (loss) income from discontinued operations �  �  0.01 0.01

$ (0.02) $ 1.52 $ 0.23 $ 1.59

Weighted-average potential common shares do not include stock options with an exercise price that exceeded the average fair market value of
VeriSign�s common stock for the period. The following table sets forth the weighted-average stock options outstanding that were excluded from
the above calculation because their effect was anti-dilutive and the respective weighted-average exercise prices:

Three Months Ended
June 30,

Six Months Ended

June 30,
2007 2006 2007 2006

(In thousands, except per share data)
Weighted-average stock options outstanding (1) 32,000 21,992 16,714 23,806
Weighted-average exercise price $ 27.14 $ 39.96 $ 41.97 $ 38.96
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Note 11. Segment Information

Description of segments

VeriSign operates its business in two reportable segments: the Internet Services Group and the Communications Services Group.

VeriSign is currently organized into two reportable service-based segments: the Internet Services Group and the Communications Services
Group. The Internet Services Group consists of the Security Services business and the Information Services business. The Security Services
business provides products and services that protect online and network interactions, enabling companies to manage reputational, operational
and compliance risks. The Information Services business is the authoritative directory provider of all .com, .net, .cc, and .tv domain names, and
also provides other value added services, including intelligent supply chain services, real-time publisher services and digital brand management
services. The Communications Services Group provides communications services, such as connectivity and interoperability services and
intelligent database services; commerce services, such as billing and operational support system services, mobile commerce, self-care and
analytics services; and content services, such as digital content and messaging services.

The segments were determined based primarily on how the chief operating decision maker (�CODM�) views and evaluates VeriSign�s operations.
VeriSign�s Chief Executive Officer has been identified as the CODM as defined by SFAS No. 131, �Disclosures about Segments of an
Enterprise and Related Information.� Other factors, including customer base, homogeneity of products, technology and delivery channels, were
also considered in determining the reportable segments. Additionally, the performance of the Internet Services Group and the Communications
Services Group is the measure used by the CODM for purposes of making decisions about allocating resources between the segments.

The following table reflects the results of VeriSign�s reportable segments:

Internet

Services

Group

Communications

Services

Group

Unallocated

Corporate

Expenses

Total

Segments
(In thousands)

Three months ended June 30, 2007:
Revenues $ 224,697 $ 138,520 $ �  $ 363,217
Cost of revenues 41,738 87,159 18,939 147,836

Gross margin $ 182,959 $ 51,361 $ (18,939) $ 215,381

Internet

Services

Group

Communications

Services

Group

Unallocated

Corporate

Expenses

Total

Segments
(In thousands)

Three months ended June 30, 2006:
Revenues $ 184,422 $ 203,410 $ �  $ 387,832
Cost of revenues 38,703 95,268 11,744 145,715

Gross margin $ 145,719 $ 108,142 $ (11,744) $ 242,117
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Internet

Services

Group

Communications

Services

Group

Unallocated

Corporate

Expenses

Total

Segments
(In thousands)

Six months ended June 30, 2007:
Revenues $ 436,332 $ 299,934 $ �  $ 736,266
Cost of revenues 80,151 182,665 35,660 298,476

Gross margin $ 356,181 $ 117,269 $ (35,660) $ 437,790

Internet

Services

Group

Communications

Services

Group

Unallocated

Corporate

Expenses

Total

Segments
(In thousands)

Six months ended June 30, 2006:
Revenues $ 359,993 $ 397,948 $ �  $ 757,941
Cost of revenues 77,043 182,520 23,119 282,682

Gross margin $ 282,950 $ 215,428 $ (23,119) $ 475,259

A reconciliation of the totals reported for the reportable segments to the applicable line items in the Condensed Consolidated Financial
Statements is as follows:

Three Months Ended

June 30,

Six Months Ended

June 30,
2007 2006 2007 2006

(In thousands)
Gross margin from reportable segments $ 215,381 $ 242,117 $ 437,790 $ 475,259
Operating expenses (1) 222,134 211,955 456,634 433,588

Operating (loss) income (6,753) 30,162 (18,844) 41,671
Other income, net 10,849 4,946 92,236 33,667

Income from continuing operations before income taxes, earnings from unconsolidated
entities and minority interest $ 4,096 $ 35,108 $ 73,392 $ 75,338

(1) Operating expenses include sales and marketing, research and development, general and administrative, restructuring, impairments and other charges,
amortization of other intangible assets and acquired in-process research and development.

Revenues by Geographic Region

The following tables show a comparison of our revenues by geographic region:

Three Months Ended

June 30,
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2007 2006
(In thousands)

Americas:
United States $ 309,428 $ 269,233
Other (1) 7,197 9,954

Total Americas 316,625 279,187
EMEA (2) 22,627 77,210
APAC (3) 23,965 31,435

Total revenues $ 363,217 $ 387,832
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Six Months Ended

June 30,
2007 2006

(In thousands)
Americas:
United States $ 607,202 $ 530,418
Other (1) 18,016 18,869

Total Americas 625,218 549,287
EMEA (2) 62,751 152,285
APAC (3) 48,297 56,369

Total revenues $ 736,266 $ 757,941

(1) Canada and Latin America
(2) Europe, the Middle East and Africa (�EMEA�)
(3) Australia, Japan and Asia Pacific (�APAC�)
VeriSign primarily operates in the United States, Canada, Latin America, Europe, Japan, Australia, South Africa, and India. In general, revenues
are attributed to the country in which the contract originated. However, revenues from all digital certificates issued from the Mountain View,
California facility and domain names issued from the Dulles, Virginia facility are attributed to the United States because it is impracticable to
determine the country of origin.

The following table shows a comparison of property and equipment, net of accumulated depreciation by geographic region:

June 30,

2007

December 31,

2006
(In thousands)

Americas:
United States $ 559,004 $ 575,321
Other 1,479 1,599

Total Americas 560,483 576,920
EMEA 4,529 11,780
APAC 16,128 16,592

Property and equipment, net $ 581,140 $ 605,292

Assets are not tracked by segment and the CODM does not evaluate segment performance based on asset utilization.

Note 12. Other Income, Net

The following table presents the components of other income, net:

Three Months Ended

June 30,

Six Months Ended

June 30,
2007 2006 2007 2006

(In thousands)
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Interest income $ 8,271 $ 6,751 $ 16,848 $ 14,325
Interest expense (354) (1,826) (2,582) (1,826)
Net gain (loss) on sale of investments 56 (28) 885 21,246
Unrealized gain on joint venture call options 3,755 �  3,755 �  
Net gain on divestiture of majority stake in Jamba �  �  74,999 �  
Other, net (879) 49 (1,669) (78)

Total other income, net $ 10,849 $ 4,946 $ 92,236 $ 33,667
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Note 13. Income Taxes

For the three and six months ended June 30, 2007, VeriSign recorded an income tax expense from continuing operations of $11.6 million and
$20.4 million, respectively. For the three and six months ended June 30, 2006, VeriSign recorded an income tax benefit of $341.5 million and
$317.3 million, respectively. Although VeriSign had a net loss from continuing operations in the three months ended June 30, 2007, it had
income tax expense due to interim period rules relating to the allocation of tax expense on a per-jurisdiction basis. For the three and six months
ended June 30, 2006, the tax benefit was primarily attributed to a release of the valuation allowance on deferred tax assets.

The Company applies a valuation allowance to certain deferred tax assets which management does not believe that it is more likely than not that
they will be realized. These deferred assets consist primarily of investments with differing book and tax bases and net operating losses related to
certain foreign operations.

The Company adopted the provisions of FIN 48 on January 1, 2007. The cumulative effect of adopting FIN 48 was a decrease in income tax
reserves of $9.3 million, an increase in long-term deferred tax assets of $28.7 million, and a decrease in the January 1, 2007 accumulated deficit
balance of $38.0 million. At the adoption date of January 1, 2007, the Company had an unrecognized tax benefit for income taxes associated
with uncertain tax positions of $87.6 million. Of this amount, $86.2 million would impact the Company�s effective tax rate if recognized.

In accordance with its accounting policy, the Company recognizes accrued interest and penalties related to unrecognized tax benefits as a
component of tax expense. At January 1, 2007, the Company had $8.4 million of accrued interest and penalties. For the quarter ended June 30,
2007, the Company expensed an additional amount of $0.7 million for interest and penalties related to income tax liabilities through income tax
expense.

During the first quarter of 2007, the U.S. Internal Revenue Service commenced its audit of the Company�s U.S. income tax returns for 2004. The
Company is also under examination by various state and international taxing jurisdictions. Because the Company uses historic net operating loss
carryforwards and other tax attributes to offset its taxable income in current and future years, such attributes can be adjusted by the IRS and
other taxing authorities until the statute closes on the year in which such attribute was utilized. The Company does not anticipate a significant
change to the total amount of unrecognized tax benefits within the next 12 months.

Note 14. Recent Accounting Pronouncements

In February 2007, the FASB issued SFAS No. 159 (�SFAS 159�), �The Fair Value Option for Financial Assets or Financial Liabilities�, which
provides companies with an option to report selected financial assets and liabilities at fair value. The objective is to reduce both complexity in
accounting for financial instruments and the volatility in earnings caused by measuring related assets and liabilities differently. SFAS 159 also
establishes presentation and disclosure requirements designed to facilitate comparisons between companies that choose different measurement
attributes for similar types of assets and liabilities. SFAS 159 is effective as of the beginning of an entity�s first fiscal year beginning after
November 15, 2007. Early adoption is permitted as of the beginning of the previous fiscal year provided that the entity makes that choice in the
first 120 days of that fiscal year and also elects to apply the provisions of Statement No. 157 (�SFAS 157�), �Fair Value Measurements�. The
Company is currently evaluating the effect of SFAS 159, and the impact it will have on its financial position and results of operations.

In September 2006, the FASB issued SFAS 157, which defines fair value, establishes guidelines for measuring fair value and expands
disclosures regarding fair value measurements. SFAS 157 does not require any new fair value measurements but rather eliminates
inconsistencies in guidance found in various prior accounting pronouncements. SFAS 157 is effective for fiscal years beginning after
November 15, 2007. Earlier adoption is permitted, provided the company has not yet issued financial statements, including for interim periods,
for that fiscal year. The Company is currently evaluating the effect of SFAS 157, and the impact it will have on its financial position and results
of operations.

Note 15. Subsequent Events

On July 9, 2007, VeriSign entered into a Consulting and Separation Agreement with Mr. Sclavos, the former Chief Executive Officer, in
connection with his resignation on May 27, 2007. Pursuant to the terms of the agreement, Mr. Sclavos will provide consulting services to the
Company for a one-year period at the rate of $5,000 per month and is prohibited from engaging in certain competitive activities or soliciting
customers of the Company during such period. The Company paid
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Mr. Sclavos severance of $2.0 million on August 3, 2007, and will pay $2.0 million on June 15, 2008, subject to his compliance with the terms
of the agreement. In the event of a change-in-control of the Company, all severance payments will accelerate and become immediately due and
payable. On August 3, 2007, the Company also paid Mr. Sclavos $5.5 million in connection with an option to purchase 300,000 shares of the
Company�s common stock that was previously granted to Mr. Sclavos but was erroneously deleted from the Company�s records as more fully
described in Note 2 appearing in the 2006 Form 10-K. On May 31, 2007, in anticipation of entering into this agreement, the Company paid
Mr. Sclavos severance in the amount of $1.0 million and $0.1 million for all unpaid wages and unused paid time off accrued through his
resignation date. For the quarter ended June 30, 2007, the Company recorded an expense of $10.5 million for cash payments to be made in
accordance this agreement. The Company accrued $9.4 million in accounts payable and accrued liabilities as of June 30, 2007.

The Company accelerated all of Mr. Sclavos� outstanding options to purchase shares of the Company�s common stock and restricted stock units
that were scheduled to vest within twenty-four months after Mr. Sclavos� resignation. Accordingly, vesting for restricted stock units with respect
to approximately 156,000 shares of the Company�s common stock and the following stock options were accelerated. As a result of the
acceleration, the Company recorded stock-based compensation expense as more fully described in Note 2, �Stock-Based Compensation�:

Grant Date
Exercise

Price
# of Shares
Accelerated

10/29/03 $ 15.87 86,340
11/1/05 $ 23.46 192,650
8/1/06 $ 17.94 400,813

Total: 679,803

On July 10, 2007, Dana L. Evan, the Company�s then-current Executive Vice President, Finance and Administration, and Chief Financial Officer
resigned from her positions.

On July 5, 2007 and July 12, 2007, the Board of Directors appointed Albert E. Clement as the Chief Accounting Officer and Chief Financial
Officer, respectively, of the Company.

On July 27, 2007, VeriSign commenced a tender offer (the �Offer�) pursuant to which the Company is offering to amend or replace outstanding
�Eligible Options� (as defined in the Offer) held by current employees of the Company subject to taxation in the United States so that those
options will not be subject to adverse tax consequences under Internal Revenue Code Section 409A (�Section 409A�). Each eligible participant
may elect to amend his or her Eligible Options to increase the exercise price per share of the Company�s common stock, par value $0.001 per
share, purchasable thereunder and become eligible to receive a special �Cash Bonus� (as defined in the Offer) from the Company, all upon the
terms and subject to the conditions set forth in the Offer. Alternatively, certain tendered Eligible Options may, in lieu of such amendment, be
canceled and replaced with new options under the Company�s 2006 Equity Incentive Plan that will have exactly the same terms as the canceled
options but will have a new grant date and avoid adverse tax consequences under Section 409A. The Offer is currently set to expire at 11:59 p.m.
Pacific Time on August 23, 2007, but may be extended (the �Expiration Date�).

22

Edgar Filing: VERISIGN INC/CA - Form 10-Q

Table of Contents 36



Table of Contents

ITEM 2. MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
You should read the following discussion in conjunction with the interim unaudited Condensed Consolidated Financial Statements and related
notes.

Except for historical information, this Report contains forward-looking statements within the meaning of Section 27A of the Securities Act of
1933 and Section 21E of the Securities Exchange Act of 1934. These forward-looking statements involve risks and uncertainties, including,
among other things, statements regarding our anticipated costs and expenses and revenue mix. Forward-looking statements include, among
others, those statements including the words �expects,� �anticipates,� �intends,� �believes� and similar language. Our actual results may
differ significantly from those projected in the forward-looking statements. Factors that might cause or contribute to such differences include,
but are not limited to those discussed in the section titled �Risk Factors� in Part II, Item 1A.You should carefully review the risks described in
other documents we file from time to time with the Securities and Exchange Commission, including the Quarterly Reports on Form 10-Q or
Current Reports on Form 8-K that we file in 2007 and our Annual Report on Form 10-K for the year ended December 31, 2006, which was filed
on July 12, 2007, which discuss our business in greater detail. You are cautioned not to place undue reliance on the forward-looking statements,
which speak only as of the date of this Quarterly Report on Form 10-Q. We undertake no obligation to publicly release any revisions to the
forward-looking statements or reflect events or circumstances after the date of this document.

Overview

We operate intelligent infrastructure services that enable and protect billions of interactions every day across the world�s voice and data
networks. In 2007, our business consists of two reportable segments: the Internet Services Group and the Communications Services Group.

The Internet Services Group consists of the Security Services business and Information Services business. The Security Services business
provides products and services that protect online and network interactions, enabling companies to manage reputational, operational and
compliance risks. The following types of services are included in the Security Services business: SSL certificate services; managed security
services; iDefense security intelligence services; authentication services, including managed public key infrastructure (�PKI�) services, unified
authentication services, and VeriSign Identity Protection services; and global security consulting services. The Information Services business
operates the authoritative directory of all .com, .net, .cc, and .tv domain names, and provides other services, including intelligent supply chain
services, real-time publisher services, and digital brand management services.

The Communications Services Group provides managed solutions to fixed line, broadband, mobile operators and enterprise customers through
our integrated communications, content and commerce platforms. Our communications services offerings include network connectivity and
interoperability services and intelligent database services; our content services offerings include digital content services and messaging services;
and our commerce services offerings include billing and operational support system services, mobile commerce services, and self care and
analytics services.

The Internet Services Group recorded revenues of $224.7 million during the three months ended June 30, 2007, a 22% increase from the same
period last year. During the second quarter of 2007, we experienced continued growth in our Internet Services Group primarily due to an
increase in domain name registrations and an increase in the sale of SSL certificates. Our active domain names ending in .com and .net increased
27% from the same period last year. Our installed base of SSL certificates increased 70% from the same period last year.

Our Communications Services Group recorded revenues of $138.5 million during the second quarter of 2007, down 32% from the same period
last year. The decline was primarily related to the divestiture of our majority stake in Jamba which recorded revenues of $71.7 million during the
second quarter, of 2006. These revenues were offset by an increase in revenues from our professional communication consulting services which
increased $13.8 million during the second quarter, as compared to the same period last year, as a result of our acquisition of inCode Telecom
Group, Inc. (�inCode�).

Acquisitions and Dispositions

On January 31, 2007, we finalized two joint venture agreements with Fox Entertainment (�Fox�), a subsidiary of News Corporation, to provide
mobile entertainment to consumers on a global basis. Under the terms of the agreements, Fox owns a 51% interest and we own a 49% interest in
the joint ventures. One of the joint ventures, Netherlands Mobile Holdings, C.V., is based in the Netherlands, and the other is based in the United
States. We contributed our Jamba �business to consumer�
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business to the Netherlands joint venture and Fox contributed its Fox Mobile Entertainment assets to the U.S.-based joint venture. Fox paid us
approximately $192.4 million in cash for our contribution of the Jamba business and we paid Fox approximately $4.9 million in cash for its
contribution of Fox Mobile Entertainment assets. We recognized a gain of approximately $75.0 million upon the divestiture of majority stake in
Jamba and recorded our interests in the joint ventures as investments in unconsolidated entities.

Critical Accounting Policies and Significant Management Estimates

We have made no material changes to our critical accounting policies, which are included in our Annual Report on Form 10-K for the fiscal year
ended December 31, 2006.

We adopted FIN 48, �Accounting for Uncertainty in Income Taxes�an interpretation of FASB Statement No. 109�, on January 1, 2007. FIN 48 is
an interpretation of FASB Statement 109, �Accounting for Income Taxes�, and it seeks to reduce the diversity in practice associated with certain
aspects of measurement and recognition in accounting for income taxes. FIN 48 prescribes a recognition threshold and measurement attribute for
the financial statement recognition and measurement of a tax position that an entity takes or expects to take in a tax return. Additionally, FIN 48
provides guidance on de-recognition, classification, interest and penalties, accounting in interim periods, disclosures, and transition. Under FIN
48, an entity may only recognize or continue to recognize tax positions that meet a �more likely than not� threshold. In accordance with our
accounting policy, we recognize accrued interest and penalties related to unrecognized tax benefits as a component of income tax expense.

In June 2006, the FASB issued Emerging Issues Task Force Issue No. 06-3 (�EITF 06-3�), �How Taxes Collected from Customers and Remitted to
Governmental Authorities Should Be Presented in the Income Statement�. EITF 06-3 provides guidance on an entity�s disclosure of its
accounting policy regarding the gross or net presentation of certain taxes and provides that if taxes included in gross revenues are significant, a
company should disclose the amount of such taxes for each period for which an income statement is presented (i.e., both interim and annual
periods). Taxes within the scope of EITF 06-3 are those that are imposed on and concurrent with a specific revenue-producing transaction. We
record transaction-based taxes on a net basis. These taxes are recorded as current liabilities until remitted to the relevant government authority.

Recent Accounting Pronouncements

In February 2007, the FASB issued SFAS No. 159 (�SFAS 159�), �The Fair Value Option for Financial Assets or Financial Liabilities�, which
provides companies with an option to report selected financial assets and liabilities at fair value. The objective is to reduce both complexity in
accounting for financial instruments and the volatility in earnings caused by measuring related assets and liabilities differently. SFAS 159 also
establishes presentation and disclosure requirements designed to facilitate comparisons between companies that choose different measurement
attributes for similar types of assets and liabilities. SFAS 159 is effective as of the beginning of an entity�s first fiscal year beginning after
November 15, 2007. Early adoption is permitted as of the beginning of the previous fiscal year provided that the entity makes that choice in the
first 120 days of that fiscal year and also elects to apply the provisions of SFAS 157, (�SFAS 157�), �Fair Value Measurements�. We are currently
evaluating the effect of SFAS 159 and the impact it will have on our financial position and results of operations.

In September 2006, the FASB issued SFAS 157, which defines fair value, establishes guidelines for measuring fair value and expands
disclosures regarding fair value measurements. SFAS 157 does not require any new fair value measurements but rather eliminates
inconsistencies in guidance found in various prior accounting pronouncements. SFAS 157 is effective for fiscal years beginning after
November 15, 2007. Earlier adoption is permitted, provided we have not yet issued financial statements, including for interim periods, for that
fiscal year. We are currently evaluating the effect of SFAS 157 and the impact it will have on our financial position and results of operations.
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Results of Operations

Revenues

We have two reportable segments: the Internet Services Group and the Communications Services Group. A comparison of revenues is presented
below.

2007 2006 Change
(Dollars in thousands)

Three months ended:
Internet Services Group $ 224,697 $ 184,422 22%
Communications Services Group 138,520 203,410 (32)%

Total revenues $ 363,217 $ 387,832 (6)%

Six months ended:
Internet Services Group $ 436,332 $ 359,993 21%
Communications Services Group 299,934 397,948 (25)%

Total revenues $ 736,266 $ 757,941 (3)%

Internet Services Group

Internet Services Group revenues increased $40.3 million and $76.3 million for the three and six months ended June 30, 2007, respectively, as
compared to the same periods last year. Our security services revenues increased $15.6 million and $27.7 million for the three and six months
ended June 30, 2007, respectively, as compared to the same periods last year as a result of an increase in the installed base of SSL certificates
and increased demand for our managed security services. Information services revenues increased approximately $21.6 million and $44.4
million, for the three and six months ended June 30, 2007, respectively, as compared to the same periods last year as a result of an increase in
managed active domain names ending in .com and .net. Our professional security consulting revenues increased $3.1 million and $4.2 million,
for the three and six months ended June 30, 2007, respectively, as compared to the same periods last year as a result of an increase in demand of
our professional consulting services in the network security and the public service sector.

The following table compares active domain names ending in .com and .net managed by our information services business and the approximate
installed base of SSL certificates in our commerce site services business as of June 30, 2007 and 2006:

June 30, %

Change2007 2006
Active domain names ending in .com and .net 73.0 million 57.5 million 27%
Installed base of SSL certificates 883,000 520,000 70%

The GeoTrust acquisition in September 2006 increased our installed base of SSL certificates by an additional 294,000 units. Excluding the
GeoTrust acquisition, the installed base of SSL certificates increased by 13% compared to the same period last year.

Communications Services Group

Communications Services Group revenues decreased approximately $64.9 million and $98.0 million for the three and six months ended June 30,
2007, respectively, as compared to the same periods last year. Revenues from our Jamba business-to-consumer content services decreased $72.4
million and $122.2 million for the three and six months ended June 30, 2007, respectively, as compared to the same periods last year as a result
of the joint ventures with Fox and the related deconsolidation of Jamba in January 2007.
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Communication and Commerce services revenues, which include our network services, intelligent database services, billing and payments
services and clearing and settlement services, decreased approximately $14.6 million and $29.0 million, for the three and six months ended
June 30, 2007, respectively, as compared to the same periods last year. Network services revenues decreased due to increased customer direct
connects and pricing pressures. Commerce revenues decreased due to key customer losses for the prepaid and clearing businesses. These
declines were partially offset by increases in revenues from digital content services, which includes messaging services and mobile content
delivery services, of $8.4 million and
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$25.7 million, for the three and six months ended June 30, 2007, respectively, as compared to the same periods last year. These increases were
primarily the result of our business acquisition in the second quarter of 2006 and an increase in the volume of our premium short messaging and
multimedia mobile messaging services. Professional consulting revenues for our communication services increased by approximately $13.8
million and $27.4 million, for the three and six months ended June 30, 2007, respectively, as compared to the same periods last year, which was
primarily due to the acquisition of inCode in November 2006.

Revenues by Geographic Region

The following tables show a comparison of our revenues by geographic region:

Three Months Ended

June 30,

%

Change2007 2006
(Dollars in thousands)

Americas:
United States $ 309,428 $ 269,233 15%
Other (1) 7,197 9,954 (28%)

Total Americas 316,625 279,187 13%
EMEA (2) 22,627 77,210 (71%)
APAC (3) 23,965 31,435 (24%)

Total revenues $ 363,217 $ 387,832 (6%)

Six Months Ended

June 30,

%

Change2007 2006
(Dollars in thousands)

Americas:
United States $ 607,202 $ 530,418 14%
Other (1) 18,016 18,869 (5)%

Total Americas 625,218 549,287 14%
EMEA (2) 62,751 152,285 (59)%
APAC (3) 48,297 56,369 (14)%

Total revenues $ 736,266 $ 757,941 (3%)

(1) Canada and Latin America
(2) Europe, the Middle East and Africa (�EMEA�)
(3) Australia, Japan and Asia Pacific (�APAC�)
Revenues increased $37.4 million and $75.9 million in the Americas region for the three and six months ended June 30, 2007, respectively, as
compared to the same periods last year, primarily due to an increase in the demand for domain names ending in .com and .net, an increase in the
installed base of SSL certificates, an increase in demand for our managed security services and professional consulting services. Revenues in the
EMEA region decreased $54.6 million and $89.5 million for the three and six months ended June 30, 2007, respectively, as compared to the
same periods last year, primarily due to the decrease in mobile content services that resulted from the divestiture of our majority stake in Jamba
in January 2007. APAC revenues decreased $7.5 million and $8.1 million for the three and six months ended June 30, 2007, respectively, as
compared to the same periods last year, primarily due to a decrease in communication services revenues in the region, that resulted from pricing
pressures, offset by an increase in security services revenues in Japan and APAC affiliate revenues.
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Cost of revenues

Cost of revenues consist primarily of content licensing costs, carrier costs for our SS7 and IP-based networks, costs related to providing digital
certificate enrollment and issuance services, billing services, operational costs for the domain name registration business, customer support and
training, consulting and development services, operational costs related to the management and monitoring of our clients� network security
infrastructures, labor costs to provide security and communications consulting, and costs of facilities and computer equipment used in these
activities.
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A comparison of cost of revenues is presented below:

Three Months Ended
June 30,

%

Change2007 2006
(Dollars in thousands)

Cost of revenues $ 147,836 $ 145,715 1%
Percentage of revenues 41% 38%

Six Months Ended
June 30,

%

Change2007 2006
(Dollars in thousands)

Cost of revenues $ 298,476 $ 282,682 6%
Percentage of revenues 41% 37%

Cost of revenues increased approximately $2.1 million and $15.8 million for the three and six months ended June 30, 2007, respectively, as
compared to the same periods last year. Salary and employee benefits increased $4.3 million and $13.1 million for the three and six months
ended June 30, 2007, respectively, as compared to the same periods last year primarily due to an increase in headcount resulting from our
business acquisitions in late 2006 offset by a reduction in headcount due to the 2007 restructuring plan. Telecommunication expenses increased
$3.1 million and $4.5 million for the three and six months ended June 30, 2007, respectively, as compared to the same periods last year primarily
due to increased spending on capacity for global constellation sites that support our .com and .net registries. Expenses related primarily to
redeployed employees of $3.3 million and $6.5 million were included in cost of revenues from the general and administrative expense category
during the three and six months ended June 30, 2007, respectively, due to the realignment of business divisions as a result of the 2007
restructuring plan. Direct cost of revenues decreased $7.9 million and $7.2 million for the three and six months ended June 30, 2007,
respectively, as compared to the same periods last year primarily due to a decrease in third-party expenses as a result of the divestiture of a
majority stake in Jamba.

Sales and marketing

Sales and marketing expenses consist primarily of costs related to sales, marketing and policy activities. These expenses include salaries, sales
commissions, sales operations and other personnel-related expenses, travel and related expenses, trade shows, costs of lead generation, costs of
computer and communications equipment and support services, facilities costs, consulting fees and costs of marketing programs, such as
internet, television, radio, print and direct mail advertising costs.

A comparison of sales and marketing expenses is presented below:

Three Months Ended
June 30,

%

Change2007 2006
(Dollars in thousands)

Sales and marketing $ 63,890 $ 92,809 (31)%
Percentage of revenues 18% 24%

Six Months Ended
June 30,

%

Change2007 2006
(Dollars in thousands)

Sales and marketing $ 142,840 $ 183,359 (22)%
Percentage of revenues 19% 24%
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Sales and marketing expenses decreased $28.9 million and $40.5 million for the three and six months ended June 30, 2007, respectively, as
compared to the same periods last year. Advertising and marketing expenses decreased $30.6 million and $55.8 million, respectively, as
compared to the same periods last year primarily due to a reduction in spending in our content services business as a result of the divestiture of
our majority stake in Jamba. Salary and employee benefit costs increased $1.5 million and $12.1 million, respectively, as compared to the same
periods last year primarily due to an increase in headcount resulting from our business acquisitions in 2006 offset by a reduction in headcount
due to the 2007 restructuring
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plan, and an increase in stock-based compensation expense. Expenses related primarily to redeployed employees of $0.7 million and $2.0
million were included in sales and marketing from the general and administrative expense category during the three and six months ended
June 30, 2007, respectively, due to the realignment of business divisions as a result of the 2007 restructuring plan.

Research and development

Research and development expenses consist primarily of costs related to research and development personnel, including salaries and other
personnel-related expenses, consulting fees and the costs of facilities, computer and communications equipment and support services used in
service and technology development.

We believe that continued development of new and enhanced services and technologies are necessary to maintain our leadership position in the
marketplace. Accordingly, we intend to continue to recruit experienced research and development personnel both domestically and
internationally and to make other investments in research and development.

A comparison of research and development expenses is presented below:

2007 2006

%

Change
(Dollars in thousands)

Three months ended:
Research and development $ 36,254 $ 31,021 17%
Percentage of revenues 10% 8%

Six months ended:
Research and development $ 81,416 $ 59,280 37%
Percentage of revenues 11% 8%

Research and development expenses increased approximately $5.2 million and $22.1 million for the three and six months ended June 30, 2007,
respectively, as compared to the same periods last year. Salary and employee benefit expenses increased $3.9 million and $11.8 million,
respectively, as compared to the same periods last year primarily due to an increase in headcount resulting from our business acquisitions in
2006 offset by a reduction in headcount due to the 2007 restructuring plan. Contract and professional services expenses decreased $2.7 million
for the three months ended June 30, 2007, as compared to the same periods last year primarily due to an increase in projects in which we
capitalize outside services. Expenses related primarily to redeployed employees of $2.8 million and $7.0 million were included in research and
development from the general and administrative expense category during the three and six months ended June 30, 2007, respectively, due to the
realignment of business divisions as a result of the 2007 restructuring plan.

General and administrative

General and administrative expenses consist primarily of salaries and other personnel-related expenses for our executive, administrative, legal,
finance, information technology and human resources personnel, facilities, computer and communications equipment, management information
systems, support services, professional services fees, certain tax and license fees and bad debt expense.

A comparison of general and administrative expenses is presented below:

2007 2006

%

Change
(Dollars in thousands)

Three months ended:
General and administrative $ 77,142 $ 59,297 30%
Percentage of revenues 21% 15%
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Six months ended:
General and administrative $ 128,731 $ 119,812 7%
Percentage of revenues 17% 16%

General and administrative expenses increased approximately $17.8 million and $8.9 million for the three and six months ended June 30, 2007,
respectively, as compared to the same periods last year. Salary and employee benefit costs increased approximately $20.8 million and $23.5
million for the three and six months ended June 30, 2007, respectively, as compared to the same periods last year primarily due to an increase in
headcount resulting from our business acquisitions in
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2006, plan and $21.4 million in stock-based compensation and severance charges related to our former Chief Executive Officer offset by a
reduction in headcount due to the 2007 restructuring. Expenses related primarily to redeployed employees of $6.8 million and $15.5 million in
general and administrative were allocated into the other expense categories during the three and six months ended June 30, 2007, respectively,
due to the realignment of business divisions as a result of the 2007 restructuring plan.

Restructuring, impairments and other charges (reversals), net

A comparison of restructuring, impairments and other charges (reversals), net, is presented below:

Three Months Ended
June 30,

Six Months Ended
June 30,

2007 2006 2007 2006
(In thousands)

2007 restructuring plan charges $ 4,051 $ �  $ 28,732 $ �  
2002 and 2003 restructuring plan charges (reversals), net 48 (7,604) 142 (6,144)

Total restructuring charges (reversals), net 4,099 (7,604) 28,874 (6,144)
Impairments and other charges 11,080 �  13,317 1,949

Total restructuring, impairments and other charges (reversals), net $ 15,179 $ (7,604) $ 42,191 $ (4,195)

2007 Restructuring Plan

In January 2007, we initiated a restructuring plan to execute a company-wide reorganization replacing our previous business unit structure with a
new combined worldwide sales and services team, and an integrated development and products organization. The restructuring plan included
workforce reductions, abandonment of excess facilities and other charges as described in Note 5, �Restructuring, Impairments and Other Charges
(Reversals), Net�, of the Notes to Condensed Consolidated Financial Statements.

2002 and 2003 Restructuring Plan

In November 2003, we initiated a restructuring plan related to the sale of our Network Solutions business and the realignment of other business
units. In April 2002, we initiated a plan to restructure our operations to rationalize, integrate and align resources.

Impairments of other intangible assets and other charges

During the three and six months ended June 30, 2007, we wrote-off approximately $4.8 million of other intangible assets specifically related to a
significant change in the operations of an asset group. During the six months ended June 30, 2006, we wrote off approximately $2.0 million of
other intangible assets specifically related to abandoned technology acquired for a specific customer.

Other charges comprised of excess and obsolete property and equipment that were impaired, disposed of or abandoned. During the three and six
months ended June 30, 2007, respectively, we recorded other charges of approximately $6.2 million and $8.5 million, respectively, primarily for
the abandonment of obsolete property and equipment and impairment specifically related to a significant change in the operations of an asset
group.
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Amortization of other intangible assets

A comparison of amortization of other intangible assets is presented below:

Three Months
Ended

June 30,

Six Months Ended

June 30,
2007 2006 2007 2006

(In thousands)
$ 29,669 $ 31,832 $ 61,456 $ 59,832

Amortization of other intangible assets decreased approximately $2.1 million for the three months ended June 30, 2007, as compared to the same
period last year primarily due to not amortizing the other intangible assets of Jamba as a result of the divestiture of our majority stake in January
2007. Amortization of other intangible assets increased approximately $1.6 million for the six months ended June 30, 2007, as compared to the
same period last year primarily due to other intangible assets associated with business acquisitions in late 2006, partially offset by a decrease in
the amortization of other intangible assets of Jamba.

Acquired in-process research and development

During the three and six months ended June 30, 2006, we wrote off $4.6 million and $15.5 million of in-process research and development
(�IPR&D�), respectively. The IPR&D was related to our acquisitions of Kontiki and M-Qube

Other income, net

Other income, net, consists primarily of interest earned on our cash, cash equivalents, and investments, interest expense related to our
borrowings, gains and losses on the sale or impairment of equity investments, gains and losses on divestiture of subsidiary, unrealized gains and
losses on joint venture call options and the net effect of foreign currency gains and losses.

A comparison of other income is presented below:

Three Months Ended

June 30,

Six Months Ended

June 30,
2007 2006 2007 2006

(In thousands)
Interest income $ 8,271 $ 6,751 $ 16,848 $ 14,325
Interest expense (354) (1,826) (2,582) (1,826)
Net gain (loss) on sale of investments 56 (28) 885 21,246
Unrealized gain on joint venture call options 3,755 �  3,755 �  
Net gain on divestiture of majority stake in Jamba �  �  74,999 �  
Other, net (879) 49 (1,669) (78)

Total other income, net $ 10,849 $ 4,946 $ 92,236 $ 33,667

Other income, net, increased approximately $5.9 million and $58.6 million for the three and six months ended June 30, 2007, respectively, as
compared to the same periods last year. Interest income increased approximately $1.5 million and $2.5 million during the three and six months
ended June 30, 2007, respectively, primarily as a result of higher cash balances as compared to the same periods last year. Interest expense
decreased approximately $1.5 million for the three months ended June 30, 2007, as compared to the same period last year, primarily due to
reduced interest expense related to our borrowings under the credit facility as described in Note 9, �Credit Facility�, of the Notes to Condensed
Consolidated Financial Statements. During the three months ended June 30, 2007, we recorded a $3.8 million unrealized gain on joint venture
call options as described in Note 3, �Joint Ventures�, of the Notes to the Condensed Consolidated Financial Statements. Due to the fact that we are
required to mark-to-market the fair value of these call options at each reporting period, such revaluation could result in a gain or loss.
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Earnings from unconsolidated entities, net of tax

Earnings from unconsolidated entities, net of tax, represents the net income earned from the joint ventures entered into with Fox during the six
months ended June 30, 2007, as described in Note 3, �Joint Ventures�, of the Notes to Condensed

30

Edgar Filing: VERISIGN INC/CA - Form 10-Q

Table of Contents 49



Table of Contents

Consolidated Financial Statements. We recorded earnings, net of tax, of approximately $1.7 million and $2.2 million from the joint ventures for
the three and six months ended June 30, 2007, respectively.

Minority interest, net of tax

Minority interest, net of tax, represents the portion of net income belonging to minority shareholders of our consolidated subsidiaries.

A comparison of minority interest is presented below:

Three Months Ended
June 30,

Six Months Ended

June 30,
2007 2006 2007 2006

(In thousands)
Minority interest $ 82 $ (758) $ (487) $ (1,405)
Minority interest, net of tax, decreased during the three and six months ended June 30, 2007, respectively, as compared to the same periods last
year primarily due to additional tax expenses associated with our VeriSign Japan subsidiary which resulted in lower net income.

Income tax expense

For the three and six months ended June 30, 2007 we recorded an income tax expense of $11.6 million and $20.4 million, respectively,
compared to an income tax benefit of $341.5 million and $317.3 million, respectively, for the same periods in 2006. Although we had a net loss
from continuing operations in the three months ended June 30, 2007, we had income tax expense due to interim period rules relating to the
allocation of tax expense on a per-jurisdiction basis. For the three and six months ended June 30, 2006, the tax benefit was primarily attributed to
a release of the valuation allowance on deferred tax assets.

We apply a valuation allowance to certain deferred tax assets which we do not believe that it is more likely than not that they will be realized.
These deferred assets consist primarily of investments with differing book and tax bases and net operating losses related to certain foreign
operations.

We adopted the provisions of FIN 48 on January 1, 2007. The cumulative effect of adopting FIN 48 was a decrease in income tax reserves of
$9.3 million, an increase in long-term deferred tax assets of $28.7 million, and a decrease in the January 1, 2007 accumulated deficit balance of
$38.0 million. At the adoption date of January 1, 2007, the unrecognized tax benefit for income taxes associated with uncertain tax positions was
$87.6 million. Interest and penalties related to income tax liabilities are included in income tax expense. At January 1, 2007, we had $8.4 million
of accrued interest and penalties. For the quarter ended June 30, 2007, we expensed an additional amount of $0.7 million for interest and
penalties related to income tax liabilities through income tax expense.

Liquidity and Capital Resources

June 30,

2007

December 31,

2006
(Dollars in thousands)

Cash and cash equivalents $ 656,517 $ 478,749
Short-term investments 94,308 198,656

Subtotal 750,825 677,405
Restricted cash and investments 48,361 49,437

Total $ 799,186 $ 726,842
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At June 30, 2007, our principal source of liquidity was $750.8 million of cash, cash equivalents and short-term investments, consisting
principally of commercial paper, medium term investment-grade corporate notes, corporate bonds and notes, U.S. government and agency
securities and money market funds.

Net cash provided by operating activities

Net cash provided by operating activities of approximately $155.0 million for the six months ended June 30, 2007 consisted of net income of
$57.0 million plus non-cash items totaling $107.7 million, which primarily included depreciation
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of property and equipment of approximately $55.6 million, amortization of other intangible assets of approximately $61.5 million, restructuring,
impairments and other charges of approximately $42.2 million, stock-based compensation and other of $42.0 million, primarily offset by a gain
on the divestiture of majority stake in Jamba of approximately $75.0 million, a $3.8 million unrealized gain on joint venture call options, income
from unconsolidated entities of $2.2 million and deferred income taxes of approximately $11.5 million. Changes in operating assets and
liabilities decreased operating cash flow by $9.7 million.

Net cash provided by investing activities

Net cash provided by investing activities of approximately $219.4 million for the six months ended June 30, 2007 was primarily attributed to net
proceeds from the divestiture of majority stake in Jamba, net of cash contributed thereon, of $152.6 million, net proceeds from the maturities and
sales of investments of $112.3 million and a decrease in other assets of $2.0 million, partially offset by purchases of property and equipment of
$47.5 million.

Net cash used in financing activities

Net cash used in financing activities of approximately $198.9 million for the six months ended June 30, 2007 was primarily related to repayment
of short-term debt of $199.0 million.

Net cash used in discontinued operations

Net cash used in operating activities from discontinued operations of approximately $3.3 million for the six months ended June 30, 2007 was
primarily from net income and changes in operating assets and liabilities.

Other Liquidity and Capital Resources Information

On February 28, 2007, the outstanding loan balance under the Facility, as described in Note 9, �Credit Facility�, of our Notes to Condensed
Consolidated Financial Statements, of $199.0 million was repaid. As of June 30, 2007, there were no outstanding borrowings under the Facility.
Any borrowings under the Facility will be used for working capital, capital expenditures, permitted acquisitions and repurchases of VeriSign�s
common stock and other lawful corporate purposes. As of June 30, 2007, we were not in compliance with certain covenants under the Credit
Agreement that requires us to deliver specified financial statements, compliance certificates and certain other documents to our Lenders. As of
the date of the filing of this report, VeriSign was in compliance with all covenants under the Credit Agreement.

Future operating lease payments include payments related to leases on excess facilities included in our restructuring plans. The restructuring
liability is included on the balance sheet as accrued restructuring costs. Amounts related to the lease terminations due to the abandonment of
excess facilities will be paid over the respective lease terms, the longest of which extends through 2011. If sublease rates decrease in these
markets, or if it takes longer than expected to sublease these facilities, the actual lease expense could exceed this estimate by an additional $4.1
million over the next five years relating to our restructuring plans. Cash payments totaling approximately $8.6 million related to the
abandonment of excess facilities will be paid over the next five years. See Note 5, �Restructuring, Impairments and Other Charges (Reversals),
Net�, of our Notes to Condensed Consolidated Financial Statements.

On May 16, 2006, our Board of Directors authorized a $1 billion stock repurchase program to repurchase shares of our common stock on the
open market, or in negotiated or block trades. During the six months ended June 30, 2007, no shares were repurchased. At June 30, 2007,
approximately $984.7 million remained available for future repurchases under this program.

We believe existing cash and short-term investments, together with funds generated from operations should be sufficient to meet our working
capital and capital expenditure requirements. Our philosophy regarding the maintenance of a balance sheet with a large component of cash, cash
equivalents and short-term investments reflects our views on potential future capital requirements relating to expansion of our businesses,
acquisitions, and share repurchases. We regularly assess our cash management approach and activities in view of our current and potential future
needs.

32

Edgar Filing: VERISIGN INC/CA - Form 10-Q

Table of Contents 52



Table of Contents

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Our market risk profile has not changed significantly from that described in our annual report on Form 10-K for the fiscal year ended
December 31, 2006.

Equity investments

We invest in debt and equity securities of technology companies for investment purposes. In most instances, we invest in the equity and debt
securities of private companies for which there is no public market, and therefore, carry a high level of risk. These companies are typically in the
early stage of development and are expected to incur substantial losses in the near-term. Therefore, these companies may never become publicly
traded. Even if they do, an active trading market for their securities may never develop and we may never realize any return on these
investments. During the six months ended June 30, 2007 and 2006, we determined that there were no other-than-temporary declines in the value
of our non-public equity investments. Due to the inherent risks associated with investments, we may incur future losses on the sale or
impairment of our investments.

Interest rate sensitivity

The primary objective of our short-term investment management activities is to preserve principal with the additional goals of maintaining
appropriate liquidity and driving after-tax returns. We manage our interest rate risk by maintaining an investment portfolio generally consisting
of debt instruments of high credit quality and relatively short maturities. We invest in a variety of securities, including commercial paper,
medium-term notes, corporate bonds and notes, U.S. government and agency securities and money market funds. In general, money market
funds are not considered to be subject to interest rate risk because the interest paid on such funds fluctuates with the prevailing interest rate.

Notwithstanding our efforts to manage interest rate risks, there can be no assurance that we will be adequately protected against risks associated
with interest rate fluctuations. At any time, a sharp change in interest rates could have a significant impact on the fair value of our investment
portfolio. The following table presents the hypothetical changes in fair value of our fixed income securities in our short-term investments
portfolio as of June 30, 2007, arising from potential changes in interest rates. The modeling technique estimates the change in fair value from
immediate hypothetical parallel shifts in the yield curve of plus or minus 25 basis points (�BPS�), 50 BPS, 100 BPS, and 150 BPS.

Uniform decrease in interest rates Uniform increase in interest rates
-1.50% -1.00% -0.50% -0.25% 0.00% 0.25% 0.50% 1.00% 1.50%
1,352 902 451 225 �  (225) (451) (902) (1,352)

Foreign exchange risk management

We conduct business throughout the world and transact in multiple foreign currencies. As we continue to expand our international operations,
we are increasingly exposed to currency exchange rate risks. In the fourth quarter of 2003, we initiated a foreign currency risk management
program designed to mitigate foreign exchange risks associated with the monetary assets and liabilities of our operations that are denominated in
non-functional currencies. The primary objective of this hedging program is to minimize the gains and losses resulting from fluctuations in
exchange rates. We do not enter into foreign currency transactions for trading or speculative purposes, nor do we hedge foreign currency
exposures in a manner that entirely offsets the effects of changes in exchange rates. The program may entail the use of forward or option
contracts and, in each case, these contracts are limited to a duration of less than 12 months.

At June 30, 2007, we held forward contracts in notional amounts totaling approximately $44.7 million to mitigate the impact of exchange rate
fluctuations associated with certain foreign currencies. All forward contracts are recorded at fair market value. We attempt to limit our exposure
to credit risk by executing foreign exchange contracts with high-quality financial institutions.
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ITEM 4. CONTROLS AND PROCEDURES
An Ad Hoc Group of independent directors of the Board of Directors conducted a review of our historical stock option granting practices for the
period January 1998 through May 2006. During the course of the review, the Ad Hoc Group identified stock option grants with incorrect
measurement dates, without required documentation, or with initial grant dates and prices that were subsequently modified. Consequently, in
our Annual Report on Form 10-K for the year ended December 31, 2006 (�2006 Form 10-K�), we restated the consolidated balance sheet as of
December 31, 2005, and the related consolidated statements of operations, stockholders� equity, comprehensive income and cash flows for each
of the fiscal years ended December 31, 2005 and December 31, 2004. In addition, we restated the unaudited quarterly financial information and
financial statements for interim periods of 2005, and unaudited Condensed Consolidated Financial Statements for the three months ended
March 31, 2006.

Details of the independent review, the restatement and its underlying circumstances are discussed in the Explanatory Note and in Note 2,
�Restatement of Consolidated Financial Statements�, of the Notes to Consolidated Financial Statements reporting our 2006 Form 10-K.

Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of our disclosure
controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (Exchange Act))
as of June 30, 2007. We determined that our disclosure controls and procedures were not effective to ensure that information required to be
disclosed in the reports we file or submit under the Exchange Act is recorded, processed, summarized and reported within the time periods
specified in the rules and forms of the SEC because of the material weakness in our internal control over financial reporting as disclosed in
Item 9A, Controls and Procedures, of our 2006 Form 10-K. Our management, based upon the substantial work performed during the preparation
of this report, has concluded that our condensed consolidated financial statements for the periods covered by and included in this report are
prepared in accordance with the instruction for Form 10-Q pursuant to the rules and regulations of the SEC and are a fair presentation of our
financial position, results of operations and cash flows for each of the periods presented herein.

Changes in Internal Control over Financial Reporting

Subsequent to December 31, 2006 our Board of Directors approved additional internal control policies and procedures intended to remediate the
material weakness. As of the date of this filing, we have implemented or are in the process of implementing the following corrective actions:

� Develop and implement detailed equity-based grant policies and procedures and related compensation and human resources
practices, including procedures to ensure accurate and timely communication of Compensation Committee actions.

� Validation of critical stock administration data fields including employee termination dates and stock option cancellation dates.

� Designation of individuals in the legal and accounting departments to oversee the documentation of, and accounting for,
equity-based grants.

� Additional training for our finance, human resource, stock administration, and legal personnel concerning the equity grant process
and the accounting and financial reporting for equity awards and modifications of such awards.

� Awarding equity-based grants (new hire, promotion, and annual performance) at pre-determined dates, with all required
approvals documented and finalized on or before those dates.

� Improving the coordination and communication among the human resources, accounting and legal departments to identify, in
advance, accounting issues relating to equity-based awards, and to ensure that those awards are properly accounted for under
generally accepted accounting principles.
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Additionally, we are investing in ongoing efforts to continuously improve our internal control over financial reporting and have committed
considerable resources to the improvement of the design, implementation, documentation, testing and monitoring of our internal controls.
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