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WASHINGTON, D.C. 20549
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REGISTRATION STATEMENT UNDER THE SECURITIES ACT OF 1933

NeuStar, Inc.
(Exact Name of Registrant as Specified in Its Charter)

Delaware 7375 52-2141938
(State of Incorporation) (Primary Standard Industrial (LR.S. Employer Identification
Classification Code Number) Number)
46000 Center Oak Plaza
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(Address, Including Zip Code, and Telephone Number,
Including Area Code, of Registrant s Principal Executive Offices)

Jeffrey E. Ganek
Chairman and Chief Executive Officer
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46000 Center Oak Plaza
Sterling, Virginia 20166
(571) 434-5400
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Copies to:
Stephen 1. Glover, Esq. Ronald Cami, Esq.
Gibson, Dunn & Crutcher LLP Cravath, Swaine & Moore LLP
1050 Connecticut Ave., NW 825 Eighth Avenue
Washington, DC 20036 New York, NY 10019
(202) 955-8500 (212) 474-1000

Approximate date of commencement of proposed sale to the public: As soon as practicable after this
registration statement becomes effective.

If any of the securities being registered on this form are to be offered on a delayed or continuous basis pursuant to
Rule 415 under the Securities Act of 1933, check the following box. o

If this form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities
Act, check the following box and list the Securities Act registration statement number of the earlier effective
registration statement for the same offering. o

If this form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the
following box and list the Securities Act registration statement number of the earlier effective registration statement
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for the same offering. o
If this form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the
following box and list the Securities Act registration statement number of the earlier effective registration statement
for the same offering. o
If delivery of the prospectus is expected to be made pursuant to Rule 434, check the following box. o
CALCULATION OF REGISTRATION FEE

Proposed Maximum Proposed Maximum
Title of Each Class of Amount to be Offering Price Aggregate Amount of
Securities to be Registered  Registered(1) Per Unit(2) Offering Price(2) Registration Fee

Class A common stock,
$0.001 par value per share. 19,400,500 $30.49 $591,521,245 $69,623

(1) Includes 2,530,500 shares that may be sold upon exercise of the underwriters over-allotment option.

(2) Estimated solely for the purpose of determining the registration fee pursuant to Rule 457(c) under the Securities
Act. Calculated on the basis of the average of the high and low prices of NeuStar, Inc. s Class A common stock on
November 10, 2005, as reported on the New York Stock Exchange.

The Registrant hereby amends this Registration Statement on such date or dates as may be necessary to
delay its effective date until the Registrant shall file a further amendment which specifically states that this
Registration Statement shall thereafter become effective in accordance with Section 8(a) of the Securities Act or
until the Registration Statement shall become effective on such date as the Commission, acting pursuant to said
Section 8(a), shall determine.
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The information in this preliminary prospectus is not complete and may be changed. The selling
stockholders may not sell these securities until the registration statement filed with the Securities and
Exchange Commission is effective. This preliminary prospectus is not an offer to sell these securities and
the selling stockholders are not soliciting an offer to buy these securities in any state where the offer or
sale is not permitted.

Subject to Completion. Dated November 15, 2005.
PRELIMINARY PROSPECTUS
16,870,000 Shares
Class A Common Stock
The selling stockholders are offering 16,870,000 shares of Class A common stock. We will not receive any of the
proceeds from the sale of shares by the selling stockholders.
We have two classes of authorized common stock, Class A common stock and Class B common stock. Our Class B
common stock is substantially identical to our Class A common stock, except that the Class B common stock has no
public market. Shares of Class B common stock may be exchanged for shares of Class A common stock at any time at
the election of the holder.
Our Class A common stock is listed on the New York Stock Exchange under the symbol NSR. The last reported sale
price on November 10, 2005 was $30.82.

Per Share Total

Public offering price $
Underwriting discounts and commissions $
Proceeds, before expenses, to selling stockholders $

©@H P LA

The underwriters have an option to purchase up to an additional 2,530,500 shares of Class A common stock from the
selling stockholders to cover over-allotments at the public offering price less underwriting discounts and commissions.
The underwriters expect to deliver the shares to purchasers on 1 .

Investing in our Class A common stock involves risks. See Risk Factors beginning on page 10 to read about
factors you should consider before buying shares of our Class A common stock.

Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved of these securities or passed upon the accuracy or adequacy of this prospectus. Any representation
to the contrary is a criminal offense.

JPMorgan Credit Suisse First Boston Banc of America Securities LL.C
Bear, Stearns & Co. Inc. UBS Investment Bank
Jefferies Broadview ThinkEquity Partners LLC

The date of this prospectus is |
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You should rely only on the information contained in this prospectus. We have not, and the selling stockholders
and the underwriters have not, authorized anyone to provide you with information different from that contained in this
prospectus. The selling stockholders are offering to sell, and seeking offers to buy, shares of our Class A common
stock only in jurisdictions where offers and sales are permitted. The information contained in this prospectus is
accurate only as of the date of this prospectus, regardless of the time of delivery of this prospectus or of any sale of
our Class A common stock.

No action is being taken in any jurisdiction outside the United States to permit a public offering of the Class A
common stock or possession or distribution of this prospectus in that jurisdiction. Persons who come into possession
of this prospectus in jurisdictions outside the United States are required to inform themselves about and to observe any
restrictions as to this offering and the distribution of this prospectus applicable to those jurisdictions.

This offering is only being made to persons in the United Kingdom whose ordinary activities involve them in
acquiring, holding, managing or disposing of investments (as principal or agent) for the purposes of their businesses or
otherwise in circumstances which have not resulted and will not result in an offer to the public in the United Kingdom
within the meaning of the UK Financial Services and Markets Act 2000 (as amended), or FSMA, and each
underwriter has only communicated or caused to be communicated and will only communicate or cause to be
communicated any invitation or inducement to engage in investment activity (within the meaning of section 21 of
FSMA) received by it in connection with the sale of the shares of Class A common stock in circumstances in which
section 21(1) of FSMA does not apply to us or the selling stockholders. Each of the underwriters agrees and
acknowledges that it has complied and will comply with all applicable provisions of FSMA with respect to anything
done by it in relation to the shares of Class A common stock in, from or otherwise involving the United Kingdom.
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The shares of Class A common stock offered by this prospectus may not be offered, transferred, sold or delivered
to any individual or legal entity other than to persons who trade or invest in securities in the conduct of their
profession or trade (which includes banks, securities intermediaries (including dealers and brokers), insurance
companies, pension funds, other institutional investors and commercial enterprises which as an ancillary activity
regularly invest in securities) in the Netherlands.

il
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PROSPECTUS SUMMARY

This summary highlights information contained elsewhere in this prospectus. You should read this entire
prospectus carefully, especially the risks of investing in our Class A common stock discussed under Risk Factors
beginning on page 10 and our consolidated financial statements and related notes, before making an investment
decision. Unless otherwise indicated, the information set forth in this prospectus assumes that the underwriters will
not exercise their over-allotment option to purchase up to an additional 2,530,500 shares of Class A common stock.
Overview

We provide the North American communications industry with essential clearinghouse services. We operate the
authoritative directories that manage virtually all telephone area codes and numbers, and enable the dynamic routing
of calls among thousands of competing communications service providers in the United States and Canada. All
communications service providers, or CSPs, that offer telecommunications services to the public at large, or
telecommunications service providers, such as Verizon Communications Inc., Sprint Corporation, AT&T Corp. and
Cingular Wireless LLC, must access our clearinghouse as one of our customers to properly route virtually all of their
customers calls. We also provide clearinghouse services to emerging CSPs, including Internet service providers, cable
television operators, and voice over Internet protocol, or VolP, service providers. In addition, we manage the
authoritative directories for the .us and .biz Internet domains, as well as for Common Short Codes, part of the short
messaging service relied upon by the U.S. wireless industry. We are in a unique position with respect to many of the
services we offer in that there are no other providers currently providing the services we offer. See Business
Competition. With respect to these services, the databases we maintain are the definitive resource for the
communications industry, which requires that there be one authoritative source for the information in these databases.

We provide our services from our clearinghouse, which includes unique databases and systems for workflow and
transaction processing. Our customers access our clearinghouse databases through standard connections, which we
believe is the most efficient and cost-effective way for CSPs to exchange operationally essential data in a secure
environment that does not favor any particular customer or technology. In addition, we believe that our clearinghouse
positions us well to meet the complex needs of the communications industry going forward. Today, our services allow
our customers to manage competitive turnover of their customers, subscriber growth, technology change, network
optimization and industry consolidation. Furthermore, we believe our services are essential to the growth of new CSPs
and new end-user services as the industry shifts from conventional circuit-switched communications to Internet
protocol, or IP, and third generation wireless technology.

We provide the communications industry in North America with critical technology services that solve the
addressing, interoperability and infrastructure needs of CSPs. These services are used by CSPs to manage a range of
their technical and operating requirements, including:

Addressing. We enable CSPs to use critical, shared addressing resources, such as telephone numbers, Internet
top-level domain names and Common Short Codes.

Interoperability. We enable CSPs to exchange and share critical operating data so that communications
originating on one provider s network can be delivered and received on the network of another CSP.

Infrastructure and Other. We enable CSPs to more efficiently manage changes in their own networks by centrally
managing certain critical data they use to route communications over their own networks.
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Demand Drivers for Our Clearinghouse Services

A number of trends in the communications industry are driving growth in the demand for our clearinghouse
services. These trends include:

Emergence of IP services. VolIP service providers are rapidly expanding their operations. The total number of
U.S. VoIP customers is expected to grow from 1.1 million in 2004 to 17.7 million in 2007, representing a compound
annual growth rate of 155.4%, according to International Data Corporation. The need of VolIP service providers to
have access to an inventory of telephone numbers, manage their network architecture and route traffic between
traditional voice networks and new IP networks will drive the use of clearinghouse services.

Dynamic growth in wireless. The use of wireless services continues to grow. Not only are more people using
wireless phones, but there are entirely new kinds of wireless service providers entering the market, such as mobile
virtual network operators. Demand for advanced services, such as third generation wireless technology, is projected to
grow at a compound annual rate of 37% from 67 million users in 2004 to 174 million in 2007, according to
International Data Corporation. These changes in the wireless industry drive increased demand for clearinghouse
services.

Consolidations in the industry, such as Cingular-AT&T Wireless and SBC-AT&T. Consolidation is resulting in
significant demand for clearinghouse services. As large, traditional CSPs integrate disparate systems after mergers,
they face two critical challenges. First, consolidating CSPs update network addressing information to associate
end-users with the consolidated network. This update requires them to employ our addressing and interoperability
services. Second, consolidating CSPs optimize their consolidated networks by changing the routing of traffic among
their switches. CSPs use our interoperability and infrastructure services to accomplish this change.

Pressure on carriers to reduce costs. Competition has placed significant pressure on CSPs to reduce costs. At the
same time, the complexity of back office operations has increased as CSPs work to manage the proliferation of new
technologies and new, complex end-user services provided across a large number of independent networks.
Clearinghouse services assist CSPs in equipping their back office systems to manage the added complexity of sharing
essential data with other CSPs in this environment.

Our Strengths

We believe that we are well positioned to continue to benefit from the ongoing changes in the communications

industry that are driving the need for a trusted, neutral clearinghouse. Our competitive strengths include:
Authoritative provider of essential services. We are the authoritative provider for many clearinghouse services,
including the addressing and routing functions that are required for the ongoing operation of our customers
networks and real-time delivery of services to their end-customers.

Proven, adaptable clearinghouse. We believe that our clearinghouse databases and their open accessibility to
CSPs are an efficient and cost-effective means of delivering a broad set of services. We designed our
clearinghouse to meet the demanding functional, quality, capacity and security requirements of the changing
communications industry.

High degree of integration with our customers. Because our clearinghouse services are integrated into the
network operations and service delivery functions of virtually all CSPs, we have an unmatched ability to deliver
clearinghouse services to the entire communications industry. We also have the ability to introduce new services
to our customers in a cost-effective manner because they already interface with our clearinghouse.

Strong customer relationships. We believe we have excellent relationships with our customers. We strive to
maintain a position of trust with our customers by delivering high quality and reliable service; neutral application

of all operational methods and procedures; open, honest and timely

2
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communications at all levels; and a clear understanding of, and responsiveness to, our customers business and
needs.

Long-term contracts. We provide most of our services under long-term contracts and, in most cases, there are no
other providers of these services. Under our contracts, we provide number portability services, serve as the North
American Numbering Plan Administrator and National Pooling Administrator, and maintain the authoritative
directory for Common Short Codes and the .us and .biz Internet domains. We were awarded each of these
contracts through a competitive process.

Industry leadership and innovation. We have demonstrated our ability to innovate and create new business
opportunities. We led the industry effort to design the architecture that enables local number portability, and we
worked with the industry, the FCC and state regulators to establish standards and implement this solution.
Through our broad expertise and leadership of industry forums, we have been instrumental in the establishment
of standards and technologies that drive additional demand for clearinghouse services.

Predictable revenue, profitability and strong cash flows. As the provider of essential services, we enjoy
predictable, transaction-based revenue supported by industry trends. We have been able to introduce new services
economically. As a result, we have generated strong operating cash flows.
Our Strategy
Our goal is to strengthen our position as the leading provider of clearinghouse services to the communications
industry. We intend to serve our growing market through the following strategies:
Deliver increasing volumes of our existing services to our customers. We believe that customer demand for
existing services will continue to grow. From our inception through the end of 2004, our customers used our
services to change the routing information associated with 135 million different telephone numbers. Since then,
in the first nine months of this year, this number grew 42% to 192 million. We believe that the increase in total
cumulative telephone numbers processed demonstrates, among other things, that market forces are driving our
customers to manage more of their telephone numbers with NeuStar services, rather than with legacy systems that
are less robust and efficient. We will continue to deliver these services in a highly reliable, neutral and trusted
manner.

Extend the value of our clearinghouse to address the needs for IP, wireless and advanced communications
services. We believe that there will be a large and growing demand for clearinghouse services with the growth in
IP, wireless and advanced services. We will continue to innovate and promote the adoption of open industry
standards to meet those demands.

Expand our customer base beyond CSPs. We believe IP technology will drive the emergence of complex
end-user services that combine data, entertainment and multi-media services, financial transactions and
communications. We believe that clearinghouse services will be required to manage the interoperability among
data and entertainment providers, transaction providers and CSPs.

Expand our customer base internationally. We believe there is growing demand for clearinghouse services
outside of North America. We intend to leverage our established capabilities and operating expertise to add
customers around the world. For example, we were selected to develop a number portability solution in Taiwan.
We believe similar opportunities for our clearinghouse services exist in other Asian markets as well as in Europe.

Expand the scope of our clearinghouse services and customers through acquisitions. We believe there are
opportunities to acquire businesses and technologies that can expand our presence in a customer market segment
or augment our clearinghouse services. For example, we intend to acquire companies that provide software
solutions that can be favorably transitioned to a clearinghouse.
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Recent Developments
In recent months, we have taken steps to expand our role as the provider of centralized directory services to the
communications and Internet community, including:
Telephone number portability in Taiwan. On October 13, 2005, we announced the successful delivery of the first
telephone number portability system in Taiwan. This system will disseminate telephone network information
used by CSPs to properly route voice and data traffic between networks throughout Taiwan.

Root DNS provider. In September 2005, we signed an agreement with the GSM Association to offer Root
Domain Name System (DNS) services to more than 680 Global System for Mobile (GSM) operators and their
Global Roaming Exchange (GRX) and Multimedia Messaging (MMS) hubbing providers. These DNS services
will allow operators to register private domain names that will be used to retrieve routing information needed to
route data and enable multimedia services on roaming or home networks. We do not expect revenue generated
under this agreement to be material to our results.

Internet telephony clearinghouse services. In October 2005, we announced an initiative to introduce SIP-IX, the
first comprehensive suite of services designed to enable direct network-to-network peering between trading
partners for voice, video and content services using Session Initiation Protocol (SIP)-based technologies such as
IP multimedia (IMS) and VoIP. We will engage in trials of SIP-IX components in 2006 with network operators,
and we expect to enter into revenue-generating engagements following completion of these trials as SIP-IX is
contracted and adopted by network operators.

Background

Our business was started in 1996 as an operating division of Lockheed Martin Corporation called the
Communications Industry Services group. In 1999, our business was acquired from Lockheed Martin by certain
members of our senior management team and an investor group led by affiliates of Warburg Pincus LLC.

Company Information

We were incorporated in Delaware in 1998 to acquire our business from Lockheed Martin. This acquisition was
completed in November 1999. Our principal executive offices are located at 46000 Center Oak Plaza, Sterling,
Virginia 20166. The telephone number of our principal executive offices is (571) 434-5400, and we maintain a
website at www.neustar.biz. Information contained on our website, or that can be accessed through our website, does
not constitute a part of this prospectus.

The NeuStar family of related marks, images and symbols are our properties, trademarks and service marks. All
other trade names, trademarks and service marks appearing in this prospectus are the property of their respective
owners.

Recapitalization Transactions and Initial Public Offering

In connection with the initial public offering of our Class A common stock, all of our outstanding preferred stock
was converted into shares of our common stock, we amended our certificate of incorporation to provide for Class A
common stock and Class B common stock, we split each share of our common stock into 1.4 shares, and we
reclassified our common stock into shares of Class B common stock. Each share of Class B common stock is
convertible at the option of the holder into one share of Class A common stock. Our Class A common stock is not
convertible. Our Class A common stock and Class B common stock are otherwise identical, except that our Class B
common stock is not registered and therefore has no public market. The reclassification was structured to impose on
our stockholders the restrictions on ownership and transfer of our capital stock now contained in our certificate of
incorporation.
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As of November 1, 2005, stockholders with collective ownership representing approximately 99.3% of our
outstanding common stock (based on our outstanding shares of common stock as of September 30, 2005) held Class A
common stock, and stockholders with ownership representing approximately 0.7% held Class B common stock. We
anticipate that all holders of Class B common stock will ultimately convert their shares to Class A common stock in
order to access the public markets, after which no shares of Class B common stock will be outstanding.

Unless otherwise indicated, the information set forth in this prospectus reflects (and, as necessary, gives
retroactive effect to) the following events, which occurred on June 28, 2005:

the conversion of all of our outstanding preferred stock into shares of our common stock and payment of the
accrued and unpaid dividend in cash to holders of our preferred stock prior to conversion;

the amendments to our certificate of incorporation and bylaws; and

the split of each share of our common stock into 1.4 shares and the reclassification of our common stock into
shares of Class B common stock.
In addition, unless otherwise indicated, the information set forth in this prospectus assumes the conversion of all
outstanding shares of Class B common stock into shares of Class A common stock.
We refer to these events collectively as the Recapitalization.
On June 29, 2005, we made an initial public offering of our Class A common stock, covering the resale of
31,625,000 shares by selling stockholders. We did not offer any shares for sale in the initial public offering or receive
any proceeds of the shares sold by the selling stockholders.

5
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Summary of the Offering
Class A common stock offered 16,870,000 shares
by the selling stockholders

Common stock outstanding after
this offering:

Class A common stock 66,691,629 shares
Class B common stock 449,665 shares
Dividend policy We currently do not anticipate paying cash dividends on our common stock for the

foreseeable future.

Use of proceeds We will not receive any proceeds from the sale of shares of our Class A common
stock by the selling stockholders. We will receive proceeds from the exercise of
warrants and options by selling stockholders in connection with this offering.

Restrictions on ownership and ~ Our Class A common stock is subject to restrictions on ownership and transfer,

transfer which generally prohibit a telecommunications service provider or affiliate of a
telecommunications service provider from beneficially owning 5% or more of our
outstanding capital stock. See Description of Capital Stock Ownership and Transfer
Restrictions.

New York Stock Exchange NSR
symbol

The number of shares of Class A common stock to be sold in this offering represents 25.1% of our outstanding
capital stock, or 28.8% if the underwriters exercise their over-allotment option in full, based on the number of our
shares outstanding as of November 1, 2005, as described in the following paragraph.

The number of shares of our Class A common stock to be outstanding following this offering is based on the
number of our shares outstanding as of November 1, 2005. This number includes 6,361,383 shares to be acquired
upon exercise of warrants by the selling stockholders in connection with this offering, as though such exercise had
occurred on November 1, 2005, and excludes:

9,091,830 shares subject to options exercisable as of November 1, 2005, with a weighted average exercise price
of $2.22 per share;

4,776,004 shares subject to options outstanding but not exercisable as of November 1, 2005, with a weighted
average exercise price of $9.27 per share;

5,978,440 additional shares reserved as of November 1, 2005 for future issuance under our stock-based
compensation plans; and

350,000 shares to be issued to an employee on December 18, 2008, and 5,000 shares to be issued to an employee
on October 24, 2008, provided each such employee provides continuous service through the vesting date.

6
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SUMMARY CONSOLIDATED FINANCIAL DATA

The tables below summarize our consolidated statements of operations data for each of the three years ended
December 31, 2004 and the nine months ended September 30, 2004 and 2005, and our consolidated balance sheet data
as of December 31, 2002, 2003 and 2004 and September 30, 2005. The summary consolidated statements of
operations data for each of the three years ended December 31, 2002, 2003 and 2004, and the summary consolidated
balance sheet data as of December 31, 2003 and 2004, have been derived from, and should be read together with, our
audited consolidated financial statements and related notes appearing elsewhere in this prospectus. The summary
consolidated balance sheet data as of December 31, 2002 have been derived from our audited consolidated financial
statements and related notes not included in this prospectus.

The summary consolidated statements of operations data for the nine months ended September 30, 2004 and 2005,
and the summary consolidated balance sheet data as of September 30, 2005, have been derived from our unaudited
interim consolidated financial statements included elsewhere in this prospectus. The share and per share data included
in the summary consolidated statements of operations data for the years ended December 31, 2002, 2003 and 2004
and the nine months ended September 30, 2004 reflect the 1.4-for-1 split of our common stock effected as part of the
Recapitalization, but do not reflect other aspects of the Recapitalization.

The pro forma information for the year ended December 31, 2004 and the nine months ended September 30, 2005
gives effect to all aspects of the Recapitalization as though it had occurred on January 1, 2004, except for the
conversion of all outstanding shares of Class B common stock into shares of Class A common stock.

The as adjusted consolidated balance sheet data as of September 30, 2005 reflect our payment of offering costs in
connection with this offering, excluding underwriting discounts and commissions, of approximately $1.25 million as
if it had occurred on September 30, 2005, and receipt of approximately $424,000 by us from the exercise of warrants
to purchase 6,361,383 shares of our Class A common stock held by some of the selling stockholders, as if such
exercise had occurred on September 30, 2005.
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The following information should be read together with, and is qualified in its entirety by reference to, the more
detailed information contained in Selected Consolidated Financial Data, = Management s Discussion and Analysis of
Financial Condition and Results of Operations and our consolidated financial statements and the related notes
included in this prospectus.

Nine Months Ended
Year Ended December 31, September 30,
2002 2003 2004 2004 2005

Consolidated Statements of
Operations Data:

Revenue:
Addressing 32,333 $ 42905 $ 50,792 $ 37,982 $ 57,765
Interoperability 20,303 16,003 34,228 25,403 38,819
Infrastructure and other 38,336 52,785 79,981 60,168 82,464
Total revenue 90,972 111,693 165,001 123,553 179,048
Operating expense:
Cost of revenue (excluding
depreciation and amortization
shown separately below) 36,677 37,846 49,261 35,410 46,154
Sales and marketing 13,855 14,381 22,743 15,032 21,775
Research and development 6,256 6,678 7,377 5,409 8,540
General and administrative 13,366 11,359 21,144 13,781 22,045
Depreciation and amortization 27,020 16,051 17,285 13,487 11,740
Restructuring charges
(recoveries) 7,332 (1,296) (220) (389)
Asset impairment charge 13,190
117,696 85,019 117,590 83,119 109,865
(Loss) income from operations (26,724) 26,674 47411 40,434 69,183
Other (expense) income:
Interest expense (6,260) (3,119) (2,498) (1,873) (1,715)
Interest income 1,876 1,299 1,629 1,100 1,756
(Loss) income before income taxes
and minority interest (31,108) 24,854 46,542 39,661 69,224
Provision for income taxes 836 1,166 (1,504) 27,653
(Loss) income before minority
interest (31,108) 24,018 45,376 41,165 41,571
Minority interest 1,908 10
Net (loss) income (29,200) 24,028 45,376 41,165 41,571
Dividends on and accretion of
preferred stock (9,102) (9,583) (9,737) (7,568) (4,313)
Table of Contents 15
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Net (loss) income attributable to
common stockholders $ (38,302) $ 14,445 $ 35,639 $ 33,597 $ 37,258

Net (loss) income attributable to
common stockholders per common

share:
Basic $ 9.04) $ 3.09 $ 6.33 $ 6.05 $ 1.49
Diluted $ 9.04) $ 0.31 $ 0.57 $ 0.51 $ 0.54
Weighted average common shares
outstanding:
Basic 4,236 4,680 5,632 5,550 25,016
Diluted 4,236 76,520 80,237 81,245 76,813

Pro forma information (unaudited):
Pro forma net income
attributable to common
stockholders $ 45,376 $ 41,571

Pro forma net income
attributable to common
stockholders per common share:
Basic $ 0.77 $ 0.69

Diluted $ 0.62 $ 0.54
Pro forma weighted average
common shares outstanding:

Basic 59,068 59,857

Diluted 72,872 76,287

Table of Contents
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Consolidated Balance Sheet
Data:

Cash, cash equivalents and
short-term investments

Working capital

Goodwill and other intangible
assets

Total assets

Deferred revenue and customer
credits, excluding current portion
Long-term debt and capital lease
obligations, excluding current
portion

Convertible preferred stock,
Series B, Series C and Series D
Total stockholders (deficit) equity

Edgar Filing: NEUSTAR INC - Form S-1

As of December 31, As of September 30, 2005
2002 2003 2004 Actual As
Adjusted

(in thousands)

$ 21,347 $ 63,987 $ 63,929 $ 84279 $ 83,453

3,633 23,630 38,441 74,568 73,742

44,087 54,751 50,703 53,439 53,439

132,544 190,245 211,454 238,142 237,316

2,910 14,840 13,812 16,624 16,624

7,772 5,996 7,964 5,872 5,872
151,458 161,041 140,454

(87,300) (68,581) (31,858) 149,409 148,583
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RISK FACTORS
An investment in our Class A common stock involves risks. You should carefully consider the risks described
below as well as the other information contained in this prospectus before investing in our Class A common stock.
Risks Related to Our Business

Failures or interruptions of our clearinghouse could materially harm our revenues and impair our ability to
conduct our operations.

We provide addressing, interoperability and infrastructure services that are critical to the operations of our
customers. Notably, our clearinghouse is essential to the orderly operation of the national telecommunications system
because it enables CSPs to ensure that telephone calls are routed to the appropriate destinations. Our system
architecture is integral to our ability to process a high volume of transactions in a timely and effective manner. We
could experience failures or interruptions of our systems and services, or other problems in connection with our
operations, as a result of:

damage to or failure of our computer software or hardware or our connections and outsourced service
arrangements with third parties;

errors in the processing of data by our system;

computer viruses or software defects;

physical or electronic break-ins, sabotage, intentional acts of vandalism and similar events;
increased capacity demands or changes in systems requirements of our customers; or

errors by our employees or third-party service providers.
If we cannot adequately protect the ability of our clearinghouse to perform consistently at a high level or otherwise
fail to meet our customers expectations:
we may experience damage to our reputation, which may adversely affect our ability to attract or retain customers
for our existing services, and may also make it more difficult for us to market our services;

we may be subject to significant damages claims, under our contracts or otherwise, including the requirement to
pay substantial penalties related to service level requirements in our contracts;

our operating expenses or capital expenditures may increase as a result of corrective efforts that we must perform;
our customers may postpone or cancel subsequently scheduled work or reduce their use of our services; or

one or more of our significant contracts may be terminated early, or may not be renewed.

Any of these consequences would adversely affect our revenues and performance.

Security breaches could result in an interruption of service or reduced quality of service, which could
increase our costs or result in a reduction in the use of our services by our customers.

Our systems may be vulnerable to physical break-ins, computer viruses, attacks by computer hackers or similar
disruptive problems. If unauthorized users gain access to our databases, they may be able to steal, publish, delete or
modify sensitive information that is stored or transmitted on our networks and that we are required by our contracts
and FCC rules to keep confidential. A security or privacy breach could result in an interruption of service or reduced
quality of service and we may be required to make significant expenditures in connection with corrective efforts we
are required to perform. In addition, a

10

Table of Contents 18



Edgar Filing: NEUSTAR INC - Form S-1

Table of Contents

security or privacy breach may harm our reputation and cause our customers to reduce their use of our services, which
could harm our revenues and business prospects.

The loss of, or damage to, a data center could interrupt our operations and materially harm our revenues
and growth.

Because telecommunications service providers must query a copy of our continuously updated databases to route
virtually every telephone call in North America, the integrity of our data centers is essential to our business. We may
not have sufficient redundant systems or back up facilities to allow us to receive and process data in the event of a loss
of, or damage to, a data center. We could lose, or suffer damage to, a data center in the event of power loss; natural
disasters such as fires, earthquakes, floods and tornadoes; telecommunications failures, such as transmission cable
cuts; or other similar events that could adversely affect our customers ability to access our clearinghouse. We may be
required to make significant expenditures to repair or replace a data center. Any interruption to our operations due to
the loss of, or damage to, a data center could harm our reputation and cause our customers to reduce their use of our
services, which could harm our revenues and business prospects.

The failure of the third-party software and equipment used by our customers or that we use in our
clearinghouse could cause interruptions or failures of our systems.

We incorporate hardware, software and equipment developed by third parties in our clearinghouse. Our third-party
vendors include, among others, International Business Machines Corporation, or IBM, and Oracle Corporation for
database systems and software, and EMC Corporation and Hewlett-Packard Company for equipment. Similarly, to
access our clearinghouse and utilize our services, many of our customers rely on hardware, software and other
equipment developed, supported and maintained by third-party providers. As a result, our ability to provide
clearinghouse services depends in part on the continued performance and support of the third-party products on which
we and our customers rely. If these products experience failures or have defects and the third parties that supply the
products fail to provide adequate support, this could result in or exacerbate an interruption or failure of our systems or
services.

Our seven contracts with North American Portability Management, LLC represent in the aggregate a
substantial portion of our revenues, are not exclusive and could be terminated or modified in ways
unfavorable to us, and we may be unable to renew these contracts at the end of their term.

Our seven contracts with North American Portability Management, LLC, an industry group that represents all
telecommunications service providers in the United States, to provide telephone number portability and other
clearinghouse services are not exclusive and could be terminated or modified in ways unfavorable to us. These seven
separate contracts, each of which represented between 8.2% and 14.0% of our total revenues in 2004, represented in
the aggregate approximately 73.1% of our total revenues in 2004. North American Portability Management, LL.C
could, at any time, solicit or receive proposals from other providers to provide services that are the same as or similar
to ours. In addition, these contracts have finite terms and are currently scheduled to expire in May 2011. Furthermore,
any of these contracts could be terminated in advance of its scheduled expiration date in limited circumstances, most
notably if we are in default of these agreements. Although these contracts do not contain cross default provisions,
conditions leading to a default by us under one of our contracts could lead to a default under others, or all seven.

We may be unable to renew these contracts on acceptable terms when they are being considered for renewal if we
fail to meet our customers expectations, including for performance and other reasons, or if another provider offers to
provide the same or similar services at a lower cost. In addition, competitive forces resulting from the possible
entrance of a competitive provider could create significant pricing pressure, which could then cause us to reduce the
selling price of our services under our contracts. If these contracts are terminated or modified in a manner that is
adverse to us, or if we are unable to renew these contracts on acceptable terms upon their expiration, it would have a
material adverse effect on our business, prospects, financial condition and results of operations. See Business
Contracts.
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Our contracts with North American Portability Management, LLC contain provisions that may restrict our
ability to use data that we administer in our clearinghouse, which may limit our ability to offer services that
we currently, or intend to, offer.

In addition to offering telephone number portability and other clearinghouse services under our contracts with
North American Portability Management, LLC, some of our service offerings not related to these contracts require
that we use certain data from our clearinghouse. We have been informed by North American Portability Management,
LLC that they believe that use of this data, which is unrelated to our performance under these contracts, may not be
permissible under the current agreements. Although in 2004 less than 1% of our revenues came from the provision of
these unrelated services, if we are subject to adverse terms of access or are not permitted to use this data, our ability to
offer new services requiring the use of this data may be limited.

Certain of our other contracts may be terminated or we may be unable to renew these contracts, which may
reduce the number of services we can offer and damage our reputation.

In addition to our contracts with North American Portability Management, LL.C, we rely on other contracts to
provide some of the services that we offer, including the contracts that appoint us to serve as the:

North American Numbering Plan Administrator, under which we maintain the authoritative database of telephone
numbering resources in North America;

National Pooling Administrator, under which we perform the administrative functions associated with the
administration and management of telephone number inventory and allocation of pooled blocks of unassigned
telephone numbers;

provider of number portability services in Canada;
operator of the .us registry; and

operator of the .biz registry.

Each of these contracts provides for early termination in limited circumstances, most notably if we are in default.
In addition, our contracts to serve as the North American Numbering Plan Administrator and as the National Pooling
Administrator and to operate the .us registry, each of which is with the U.S. government, may be terminated by the
government at will. If we fail to meet the expectations of the FCC, the U.S. Department of Commerce or our
customers, as the case may be, for any reason, including for performance-related or other reasons, or if another
provider offers to perform the same or similar services for a lower price, we may be unable to extend or renew these
contracts. In that event, the number of services we are able to offer may be reduced, which would adversely affect our
revenues from the provision of these services. In addition, although these contracts in the aggregate constituted less
than 9.7% of our revenues in 2004, and no single one of these contracts constituted more than 6.1% of our revenues in
2004, each of these contracts establishes us as the sole provider of the particular services covered by that contract
during its term. If one of these contracts were terminated, or if we were unable to renew or extend the term of any
particular contract, we would no longer be able to provide the services covered by that contract and could suffer a loss
of prestige that would make it more difficult for us to compete for contracts to provide similar services in the future.

Failure to comply with neutrality requirements could result in loss of significant contracts.

Pursuant to orders and regulations of the U.S. government and provisions contained in our material contracts, we
must continue to comply with certain neutrality requirements, meaning generally that we cannot favor any particular
telecommunications service provider, telecommunications industry segment or technology or group of
telecommunications consumers over any other telecommunications service provider, industry segment, technology or
group of consumers in the conduct of our business. See Business Regulatory Environment Telephone Numbering
Neutrality. The FCC oversees our compliance with
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the neutrality requirements applicable to us in connection with some of the services we provide. We provide to the
FCC and the North American Numbering Council, a federal advisory committee established by the FCC to advise and
make recommendations on telephone numbering issues, regular certifications relating to our compliance with these
requirements. Our ability to comply with the neutrality requirements to which we are subject may be affected by the
activities of our stockholders or other parties. For example, if the ownership of our capital stock subjects us to undue
influence by parties with a vested interest in the outcome of numbering administration, the FCC could determine that
we are not in compliance with our neutrality obligations. Our failure to continue to comply with the neutrality
requirements to which we are subject under applicable orders and regulations of the U.S. government and commercial
contracts may result in fines, corrective measures or termination of our contracts, any one of which could have a
material adverse effect on our results of operations.

Regulatory and statutory changes that affect us or the communications industry in general may increase
our costs or impair our growth.

The FCC has regulatory authority over certain aspects of our operations, most notably our compliance with our
neutrality requirements. We are also affected by business risks specific to the regulated communications industry.
Moreover, the business of our customers is subject to regulation that indirectly affects our business. As
communications technologies and the communications industry continue to evolve, the statutes governing the
communications industry or the regulatory policies of the FCC may change. If this were to occur, the demand for our
clearinghouse services could change in ways that we cannot easily predict and our revenues could decline. These risks
include the ability of the federal government, most notably the FCC, to:

increase regulatory oversight over the services we provide;

adopt or modify statutes, regulations, policies, procedures or programs that are disadvantageous to the services
we provide, or that are inconsistent with our current or future plans, or that require modification of the terms of
our existing contracts, including the manner in which we charge for certain of our services. For example,
Bellsouth Corporation recently filed a petition with the FCC seeking changes in the way our customers are billed
for services provided by us under our contracts with North American Portability Management LLC;

prohibit us from entering into new contracts or extending existing contracts to provide services to the
communications industry based on actual or suspected violations of our neutrality requirements, business
performance concerns, or other reasons;

adopt or modify statutes, regulations, policies, procedures or programs in a way that could cause changes to our
operations or costs or the operations of our customers;

appoint, or cause others to appoint, substitute or add additional parties to perform the services that we currently
provide; and

prohibit or restrict the provision or export of new or expanded services under our contracts, or prevent the
introduction of other services not under the contracts based upon restrictions within the contracts or in FCC
policies.

In addition, we are subject to risks arising out of the delegation of the Department of Commerce s responsibilities
for the domain name system to the International Corporation for Assigned Names and Numbers, or [ICANN. Changes
in the regulations or statutes to which our customers are subject could cause our customers to alter or decrease the
services they purchase from us. We cannot predict when, or upon what terms and conditions, further regulation or
deregulation might occur or the effect future regulation or deregulation may have on our business.
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If we do not adapt to rapid technological change in the communications industry, we could lose customers
or market share.

Our industry is characterized by rapid technological change and frequent new service offerings. Significant
technological changes could make our technology and services obsolete. We must adapt to our rapidly changing
market by continually improving the features, functionality, reliability and responsiveness of our addressing,
interoperability and infrastructure services, and by developing new features, services and applications to meet
changing customer needs. We cannot guarantee that we will be able to adapt to these challenges or respond
successfully or in a cost-effective way. Our failure to do so would adversely affect our ability to compete and retain
customers or market share. Although we currently provide our services primarily to traditional telecommunications
companies, many existing and emerging companies are providing, or propose to provide, IP-based voice services. Our
future revenues and profits will depend, in part, on our ability to provide services to IP-based service providers.

The market for certain of our addressing, interoperability, and infrastructure services is competitive, which
could result in fewer customer orders, reduced revenues or margins or loss of market share.

Our services most frequently compete against the legacy in-house systems of our customers. In addition, although
we are not a telecommunications service provider, we compete in some areas against communications service
companies, communications software companies and system integrators that provide systems and services used by
CSPs to manage their networks and internal operations in connection with telephone number portability and other
telecommunications transactions. We face competition from large, well-funded providers of addressing,
interoperability and infrastructure services. Moreover, we are aware of other companies that are focusing significant
resources on developing and marketing services that will compete with us. We anticipate continued growth of
competition. Some of our current and potential competitors have significantly more employees and greater financial,
technical, marketing and other resources than we have. Our competitors may be able to respond more quickly to new
or emerging technologies and changes in customer requirements than we can. Also, many of our current and potential
competitors have greater name recognition that they can use to their advantage. Increased competition could result in
fewer customer orders, reduced revenues, reduced gross margins and loss of market share, any of which could harm
our business.

Our failure to achieve or sustain market acceptance at desired pricing levels could impact our ability to
maintain profitability or positive cash flow.

Our competitors and customers may cause us to reduce the prices we charge for services. The primary sources of
pricing pressure include:

competitors offering our customers services at reduced prices, or bundling and pricing services in a manner that
makes it difficult for us to compete. For example, a competing provider of interoperability services might offer its
services at lower rates than we do, or a competing domain name registry provider may reduce its prices for
domain name registration;

customers with a significant volume of transactions may have enhanced leverage in pricing negotiations with
us; and

if our prices are too high, potential customers may find it economically advantageous to handle certain functions
internally instead of using us.

We may not be able to offset the effects of any price reductions by increasing the number of transactions we
handle or the number of customers we serve, by generating higher revenues from enhanced services or by reducing
our costs.
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A decline in the volume of transactions we handle could have a material adverse effect on our results of
operations.

We earn revenues for the vast majority of the services that we provide on a per transaction basis. There are no
minimum revenue requirements in our contracts, which means that there is no limit to the potential adverse effect on
our revenues from a decrease in our transaction volumes. As a result, if industry participants reduce their usage of our
services from their current levels, our revenues and results of operations will suffer. For example, if customer churn
between CSPs in the industry stabilizes, or if CSPs do not compete vigorously to lure customers away from their
competitors, use of our telephone number portability and other services may decline. In addition, if CSPs develop
internal systems to address their infrastructure needs, or if the cost of such transactions makes it impractical for a
given carrier to use our services for these purposes, we may experience a reduction in transaction volumes. Finally,
the trends that we believe will drive the future demand for our clearinghouse services, such as the emergence of IP
services, growth of wireless services, consolidation in the industry, and pressure on carriers to reduce costs, may not
actually result in increased demand for our services, which would harm our future revenues and growth prospects.

If we are unable to manage our growth, our revenues and profits could be adversely affected.

Sustaining our growth has placed significant demands on our management as well as on our administrative,
operational and financial resources. For us to continue to manage our growth, we must continue to improve our
operational, financial and management information systems and expand, motivate and manage our workforce. If we
are unable to successfully manage our growth without compromising our quality of service and our profit margins, or
if new systems that we implement to assist in managing our growth do not produce the expected benefits, our
revenues and profits could be adversely affected.

We may be unable to complete suitable acquisitions, or we may undertake acquisitions that could increase
our costs or liabilities or be disruptive to our business.

We have made a number of acquisitions in the past, and one of our strategies is to pursue acquisitions selectively
in the future. We may not be able to locate suitable acquisition candidates at prices that we consider appropriate or to
finance acquisitions on terms that are satisfactory to us. If we do identify an appropriate acquisition candidate, we may
not be able to successfully negotiate the terms of an acquisition, finance the acquisition or, if the acquisition occurs,
integrate the acquired business into our existing business. Acquisitions of businesses or other material operations may
require additional debt or equity financing, resulting in additional leverage or dilution of your ownership of our
securities. Integration of acquired business operations could disrupt our business by diverting management away from
day-to-day operations. The difficulties of integration may be increased by the necessity of coordinating geographically
dispersed organizations, integrating personnel with disparate business backgrounds and combining different corporate
cultures. We also may not realize cost efficiencies or synergies or other benefits that we anticipated when selecting
our acquisition candidates. In addition, we may need to record write-downs from future impairments of intangible
assets, which could reduce our future reported earnings. At times, acquisition candidates may have liabilities,
neutrality-related risks or adverse operating issues that we fail to discover through due diligence prior to the
acquisition. The failure to discover such issues prior to such acquisition could have a material adverse effect on our
business and results of operations.

Our potential expansion into international markets may be subject to uncertainties that could increase our
costs to comply with regulatory requirements in foreign jurisdictions, disrupt our operations, and require
increased focus from our management.

Our growth strategy could involve the growth of our operations in foreign jurisdictions. International operations
and business expansion plans are subject to numerous additional risks, including economic and political risks in
foreign jurisdictions in which we operate or seek to operate, the difficulty of enforcing contracts and collecting
receivables through some foreign legal systems, unexpected changes in regulatory requirements and the difficulties
associated with managing a large organization spread throughout various
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countries. If we continue to expand our business globally, our success will depend, in large part, on our ability to
anticipate and effectively manage these and other risks associated with our international operations. However, any of
these factors could adversely affect our international operations and, consequently, our operating results.

Our senior management is important to our customer relationships, and the loss of one or more of our
senior managers could have a negative impact on our business.

We believe that our success depends in part on the continued contributions of our Chief Executive Officer, Jeffrey
Ganek, and other members of our senior management. We rely on our executive officers and senior management to
generate business and execute programs successfully. In addition, the relationships and reputation that members of our
management team have established and maintain with our customers and our regulators contribute to our ability to
maintain good customer relations. The loss of Jeffrey Ganek or any other members of senior management could
impair our ability to identify and secure new contracts and otherwise to manage our business.

We must recruit and retain skilled employees to succeed in our business, and our failure to recruit and
retain qualified employees could harm our ability to maintain and grow our business.

We believe that an integral part of our success is our ability to recruit and retain employees who have advanced
skills in the addressing, interoperability and infrastructure services that we provide and who work well with our
customers in the regulated environment in which we operate. In particular, we must hire and retain employees with the
technical expertise and industry knowledge necessary to maintain and continue to develop our operations and must
effectively manage our growing sales and marketing organization to ensure the growth of our operations. Our future
success depends on the ability of our sales and marketing organization to establish direct sales channels and to
develop multiple distribution channels with Internet service providers and other third parties. The employees with the
skills we require are in great demand and are likely to remain a limited resource in the foreseeable future. If we are
unable to recruit and retain a sufficient number of these employees at all levels, our ability to maintain and grow our
business could be negatively impacted.

We will continue to incur increased costs as a public company as a result of recently enacted and proposed
changes in laws and regulations.

Recently enacted and proposed changes in the laws and regulations affecting public companies, including the
provisions of the Sarbanes-Oxley Act of 2002 and rules of the Securities and Exchange Commission and the New
York Stock Exchange, have resulted and will continue to result in increased costs to us, including those related to
corporate governance and the costs to operate as a public company. Section 404 of the Sarbanes-Oxley Act of 2002
requires companies to perform a comprehensive and costly evaluation and obtain an audit of their internal controls.
The new rules could also make it more difficult or more costly for us to maintain certain types of insurance, including
directors and officers liability insurance. The impact of these events could make it more difficult for us to attract and
retain qualified persons to serve on our board of directors, our board committees or as executive officers.

We may need additional capital in the future and it may not be available on acceptable terms.

We have historically relied on outside financing and cash flow from operations to fund our operations, capital
expenditures and expansion. However, we may require additional capital in the future to fund our operations, finance
investments in equipment or infrastructure, or respond to competitive pressures or strategic opportunities. We cannot
assure you that additional financing will be available on terms favorable to us, or at all. In addition, the terms of
available financing may place limits on our financial and operating flexibility. If we are unable to obtain sufficient
capital in the future, we may:

not be able to continue to meet customer demand for service quality, availability and competitive pricing;
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not be able to expand or acquire complementary businesses; and

not be able to develop new services or otherwise respond to changing business conditions or competitive
pressures.
Risks Related to Our Common Stock and this Offering
Our common stock price may be volatile.

The market price of our Class A common stock may fluctuate widely. As a result, the market price of your shares
may fall below the offering price. Fluctuations in the market price of our Class A common stock could be caused by
many things, including:

our perceived prospects and the prospects of the telephone and Internet industries in general;

differences between our actual financial and operating results and those expected by investors and analysts;
changes in analysts recommendations or projections;

changes in general valuations for communications companies;

adoption or modification of regulations, policies, procedures or programs applicable to our business;

sales of our Class A common stock by our officers, directors or principal stockholders;

sales of our Class A common stock due to a required divestiture under the terms of our certificate of
incorporation, see Description of Capital Stock Ownership and Transfer Restrictions ; and

changes in general economic or market conditions and broad market fluctuations.

Each of these factors, among others, could have a material adverse effect on your investment in our Class A
common stock. In addition, in recent years, the stock market in general and the shares of technology companies in
particular have experienced extreme price fluctuations. This volatility has had a substantial effect on the market prices
of securities issued by many companies for reasons unrelated to the operating performance of the specific companies.
Some companies that have had volatile market prices for their securities have had securities class action suits filed
against them. If a suit were to be filed against us, regardless of the outcome, it could result in substantial costs and a
diversion of our management s attention and resources. This could have a material adverse effect on our business,
prospects, financial condition and results of operations.

One of our stockholders holds a significant block of shares in our company and, as a result, may have
significant influence over our company.

Our seven-member board of directors includes two representatives of Warburg Pincus, one of whom has informed
us that he intends to resign following this offering. Pursuant to an agreement between us and certain holders of our
Class A common stock, we anticipate that following this offering, one representative of Warburg Pincus will continue
to serve on our board of directors. See Certain Relationships and Related Party Transactions Stockholders Agreement.
In addition, following this offering we expect affiliates of Warburg Pincus to own or control approximately 14.4%, or
11.7% if the underwriters over-allotment option is exercised in full, of the outstanding shares of Class A common
stock. Following this offering, a portion of the shares owned by these stockholders will be held in a voting trust that
controls the voting rights with respect to some actions that are subject to the approval of our stockholders under
applicable law. However, under the terms of the trust agreement, these stockholders may hold up to 9.9% of the voting
power of our outstanding shares of capital stock directly, and they have full voting power over such shares. In
addition, they will have the right to direct the voting trust as to how to vote their shares held in trust with respect to,
among other things, any merger, sale or similar transaction involving NeuStar, the issuance of capital stock and the
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with your interests. Additionally,
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they and their affiliates are in the business of making investments in companies and may from time to time acquire
and hold interests in businesses that compete or could in the future compete, directly or indirectly, with us. For
example, another Warburg Pincus fund has a significant investment in Telcordia Technologies, Inc., which has
competed (and may compete in the future) with us. Warburg Pincus and its affiliates may also pursue acquisition
opportunities that may be complementary to our business, and as a result, those acquisition opportunities may not be
available to us.

The existence of shares eligible for future sale may cause our stock price to decline.

Prior to our initial public offering on June 29, 2005, there was no public market for the Class A common stock,
which began trading on the New York Stock Exchange under the symbol NSR on June 29, 2005. We can make no
prediction as to the effect, if any, that sales of shares of Class A common stock or the availability of shares of Class A
common stock for sale will have on the market price of our Class A common stock. Nevertheless, sales of significant
amounts of our Class A common stock in the public market, or the perception that such sales may occur, could
adversely affect market prices.

As of November 1, 2005, there were 67,141,294 shares of Class A common stock outstanding, including the
6,361,383 shares of Class A common stock to be issued upon exercise of warrants in connection with this offering.
We have also reserved an additional 20,201,274 shares of Class A common stock for issuance upon exercise of
options or other awards that have been granted or may be granted under the NeuStar, Inc. 1999 Equity Incentive Plan
and the NeuStar, Inc. 2005 Stock Incentive Plan.

Subject to restrictions on ownership and transfer of our capital stock contained in our certificate of incorporation,
all of the 31,625,000 shares sold in our initial public offering are, and all of the shares sold in this offering by the
selling stockholders or issued under our 1999 Equity Incentive Plan or 2005 Stock Incentive Plan will be, freely
transferable without restriction or further registration under the Securities Act of 1933, except for any such shares held
or acquired by our affiliates, as such term is defined under Rule 144 of the Securities Act. In addition, any other
outstanding shares sold by our stockholders pursuant to Rule 144 or another exemption from registration will be freely
transferable without restriction or further registration under the Securities Act, except for any such shares held or
acquired by our affiliates. Shares held by our affiliates may be sold only if registered under the Securities Act or sold
in accordance with an applicable exemption from registration, such as Rule 144.

Our principal stockholders, including affiliates of Warburg Pincus LLC and MidOcean Capital Investors, L.P.,
have certain registration rights. See Certain Relationships and Related Party Transactions.

In our initial public offering, certain stockholders and option holders agreed that, until at least December 27, 2005,
subject to limited exceptions, they would not dispose of or otherwise transfer any shares of our Class A common stock
or any securities convertible into or exchangeable for our Class A common stock. According to our books and records,
as of November 1, 2005 and assuming no exercise of the underwriters over-allotment option, the stockholders and
option holders who executed lock-up agreements beneficially owned 41,781,511 shares, of which 16,870,000 are
being sold in this offering and 17,483,711 will be subject to the additional lock-up agreements described below.

We, our directors and executive officers (as defined under Section 16 of the Securities Exchange Act of 1934) and
the selling stockholders will agree that, until at least 90 days from the date of this prospectus, we and they, subject to
limited exceptions, will not dispose of or otherwise transfer any shares of our Class A common stock or any securities
convertible into or exchangeable for our Class A common stock. With the consent of the underwriters, any of the
securities subject to these lock-up agreements may be released at any time without notice. For more information, see

Underwriting.
18

Table of Contents 27



Edgar Filing: NEUSTAR INC - Form S-1

Table of Contents

Delaware law and provisions in our certificate of incorporation and bylaws could make a merger, tender
offer or proxy contest difficult, and the market price of our Class A common stock may be lower as a result.
We are a Delaware corporation, and the anti-takeover provisions of the Delaware General Corporation Law may
discourage, delay or prevent a change in control by prohibiting us from engaging in a business combination with an
interested stockholder for a period of three years after the person becomes an interested stockholder, even if a change
of control would be beneficial to our existing stockholders. For more information, see Description of Capital Stock
Anti-takeover Effects of Provisions of Our Certificate of Incorporation and Bylaws. In addition, our certificate of
incorporation and bylaws may discourage, delay or prevent a change in our management or control over us that
stockholders may consider favorable. Our certificate of incorporation and bylaws:
authorize the issuance of blank check preferred stock that could be issued by our board of directors to thwart a
takeover attempt;

prohibit cumulative voting in the election of directors, which would otherwise enable holders of less than a
majority of our voting securities to elect some of our directors;

establish a classified board of directors, as a result of which the successors to the directors whose terms have
expired will be elected to serve from the time of election and qualification until the third annual meeting
following election;

require that directors only be removed from office for cause;

provide that vacancies on the board of directors, including newly-created directorships, may be filled only by a
majority vote of directors then in office;

disqualify any individual from serving on our board if such individual s service as a director would cause us to
violate our neutrality requirements;

limit who may call special meetings of stockholders;

prohibit stockholder action by written consent, requiring all actions to be taken at a meeting of the
stockholders; and

establish advance notice requirements for nominating candidates for election to the board of directors or for
proposing matters that can be acted upon by stockholders at stockholder meetings.
In order to comply with our neutrality requirements, our certificate of incorporation contains ownership
and transfer restrictions relating to telecommunications service providers and their affiliates, which may
inhibit potential acquisition bids that you and other stockholders may consider favorable, and the market
price of our Class A common stock may be lower as a result.

In order to comply with neutrality requirements imposed by the FCC in its orders and rules, no entity that qualifies
asa telecommunications service provider or affiliate of a telecommunications service provider, as such terms are
defined under the Communications Act of 1934 and FCC rules and orders, may beneficially own 5% or more of our
capital stock. As a result, subject to limited exceptions, our certificate of incorporation prohibits any
telecommunications service provider or affiliate of a telecommunications service provider from beneficially owning,
directly or indirectly, 5% or more of our outstanding capital stock. Among other things, our certificate of
incorporation provides that:

if one of our stockholders experiences a change in status or other event that results in the stockholder violating
this restriction, or if any transfer of our stock occurs that, if effective, would violate the 5% restriction, we may
elect to purchase the excess shares (i.e., the shares that cause the violation of the restriction) or require that the
excess shares be sold to a third party whose ownership will not violate the restriction;
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pending a required divestiture of these excess shares, the holder whose beneficial ownership violates the 5%
restriction may not vote the shares in excess of the 5% threshold; and

if our board of directors, or its permitted designee, determines that a transfer, attempted transfer or other event
violating this restriction has taken place, we must take whatever action we deem advisable to prevent or refuse to
give effect to the transfer, including refusal to register the transfer, disregard of any vote of the shares by the
prohibited owner, or the institution of proceedings to enjoin the transfer.

See Description of Capital Stock Ownership and Transfer Restrictions for a further description of these provisions
of our certificate of incorporation.

Our board of directors has the authority to make determinations as to whether any particular holder of our capital
stock is a telecommunications service provider or an affiliate of a telecommunications service provider. Any person
who acquires, or attempts or intends to acquire, beneficial ownership of our stock that will or may violate this
restriction must notify us as provided in our certificate of incorporation. In addition, any person who becomes the
beneficial owner of 5% or more of our stock must notify us and certify that such person is not a telecommunications
service provider or an affiliate of a telecommunications service provider. If a 5% stockholder fails to supply the
required certification, we are authorized to treat that stockholder as a prohibited owner meaning, among other things,
that we may elect to purchase the excess shares or require that the excess shares be sold to a third party whose
ownership will not violate the restriction. We may request additional information from our stockholders to ensure
compliance with this restriction. Our board will treat any group, as that term is defined in Section 13(d)(3) of the
Securities Exchange Act of 1934, as a single person for purposes of applying the ownership and transfer restrictions in
our certificate of incorporation.

Nothing in our certificate of incorporation restricts our ability to purchase shares of our capital stock. If a purchase
by us of shares of our capital stock results in a stockholder s percentage interest in our outstanding capital stock
increasing to over the 5% threshold, such stockholder must deliver the required certification regarding such
stockholder s status as a telecommunications service provider or affiliate of a telecommunications service provider. In
addition, to the extent that a repurchase by us of shares of our capital stock causes any stockholder to violate the
restrictions on ownership and transfer contained in our certificate of incorporation, that stockholder will be subject to
all of the provisions applicable to prohibited owners, including required divestiture and loss of voting rights.

These restrictions and requirements may:

discourage industry participants that might have otherwise been interested in acquiring us from making a tender
offer or proposing some other form of transaction that could involve a premium price for our shares or otherwise
be in the best interests of our stockholders; and

discourage investment in us by other investors who are telecommunications service providers or who may be
deemed to be affiliates of a telecommunications service provider.

The standards for determining whether an entity is a telecommunications service provider are established by the
FCC. In general, a telecommunications service provider is an entity that offers telecommunications services to the
public at large, and is, therefore, providing telecommunications services on a common carrier basis. Moreover, a party
will be deemed to be an affiliate of a telecommunications service provider if that party controls, is controlled by, or is
under common control with, a telecommunications service provider. A party is deemed to control another if that party,
directly or indirectly:

owns 10% or more of the total outstanding equity of the other party;

has the power to vote 10% or more of the securities having ordinary voting power for the election of the directors
or management of the other party; or

has the power to direct or cause the direction of the management and policies of the other party.
20

Table of Contents 30



Edgar Filing: NEUSTAR INC - Form S-1

Table of Contents

The standards for determining whether an entity is a telecommunications service provider or an affiliate of a
telecommunications service provider and the rules applicable to telecommunications service providers and their
affiliates are complex and may be subject to change. Each stockholder will be responsible for notifying us if it is a
telecommunications service provider or an affiliate of a telecommunications service provider.

Holders of our options may have rescission rights against us, and we may be subject to fines and sanctions
under federal and state securities laws.

We did not supply the holders of options granted under our 1999 Equity Incentive Plan with financial and other
information required to comply with Rule 701 under the Securities Act. Shares issued upon exercise of options
granted during this time were issued in violation of Section 5 of the Securities Act of 1933. In addition, we did not
comply with certain requirements in California and Maryland to qualify the issuance of our options under the
securities laws in those states. As a result, regulators could impose monetary fines or other sanctions as provided
under these federal and state laws. In addition, holders of those options and shares acquired upon exercise of such
options may have rescission rights against us. See Potential Claims Related to Our Options.
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS
This prospectus contains forward-looking statements. In some cases, you can identify forward-looking statements

by terminology such as may, will, should, expects, intends, plans, anticipates, believes, estimates,

continue or the negative of these terms or other comparable terminology. These statements relate to future events or
our future financial performance and involve known and unknown risks, uncertainties and other factors that may cause
our actual results, levels of activity, performance or achievements to differ materially from any future results, levels of
activity, performance or achievements expressed or implied by these forward-looking statements. Many of these risks
are beyond our ability to control or predict. These risks and other factors include those listed under Risk Factors and
elsewhere in this prospectus and include:

failures or interruptions of our systems and services;
security or privacy breaches;
loss of, or damage to, a data center;

termination, modification or non-renewal of our contracts to provide telephone number portability and other
clearinghouse services;

adverse changes in statutes or regulations affecting the communications industry;
our failure to adapt to rapid technological change in the communications industry;

competition from our customers in-house systems or from other providers of addressing, interoperability or
infrastructure services;

our failure to achieve or sustain market acceptance at desired pricing levels;

a decline in the volume of transactions we handle;

inability to manage our growth;

economic, political, regulatory and other risks associated with our potential expansion into international markets;
inability to obtain sufficient capital to fund our operations, capital expenditures and expansion; and

loss of members of senior management, or inability to recruit and retain skilled employees.

Although we believe that the expectations reflected in the forward-looking statements are reasonable, we cannot
guarantee future results, levels of activity, performance or achievements. We caution you not to place undue reliance
on forward-looking statements, which reflect only our expectations as of the date of this prospectus. We undertake no
obligation to publicly update the forward-looking statements to reflect subsequent events or circumstances. All
subsequent written and oral forward-looking statements attributable to us, or persons acting on our behalf, are
expressly qualified in their entirety by the cautionary statements contained throughout this prospectus.

MARKET AND OTHER DATA

This prospectus includes market and other data from industry sources. We have not independently verified the data
obtained from outside sources, and we cannot assure you of the accuracy or completeness of the data. In this
prospectus, information relating to the number of U.S. VoIP customers has been derived from research reports from
International Data Corporation dated March 2005 and September 2004. Information relating to the number of users of
advanced wireless services has been derived from research reports from International Data Corporation dated March
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2005. Forecasts and other forward-looking information obtained from these sources are subject to the same
qualifications and uncertainties as the other forward-looking statements in this prospectus.
22

Table of Contents

33



Edgar Filing: NEUSTAR INC - Form S-1

Table of Contents

USE OF PROCEEDS

We will not receive any of the proceeds from the sale of shares of our Class A common stock by the selling
stockholders in this offering. If the selling stockholders exercise warrants or options in connection with this offering,
we will receive proceeds from those exercises.

PRICE RANGE OF COMMON STOCK

Prior to June 29, 2005, there was no established public trading market for our Class A common stock. Since
June 29, 2005, our Class A common stock has traded on the New York Stock Exchange under the symbol NSR. The
following table sets forth the per-share range of the high and low closing sales prices of our Class A common stock as
reported on the New York Stock Exchange for the periods indicated:

High Low
Fiscal year ended December 31, 2005
First quarter N/A N/A
Second quarter $ 26.67 $ 2450
Third quarter $ 33.02 $ 2535

The last reported sale price for our common stock on the New York Stock Exchange on November 10, 2005 was
$30.82 per share. As of November 1, 2005, there were approximately 141 holders of record of our common stock.
DIVIDEND POLICY
We do not expect to pay any cash dividends on our common stock for the foreseeable future. We currently intend
to retain any future earnings to finance our operations and growth. Any future determination to pay cash dividends
will be at the discretion of our board of directors and will depend on earnings, financial condition, operating results,
capital requirements, any contractual restrictions and other factors that our board of directors deems relevant.
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CAPITALIZATION
The following table sets forth our cash, cash equivalents and short-term investments and capitalization as of
September 30, 2005:

on an actual basis;

on an as adjusted basis to reflect the exercise of warrants to purchase 6,361,383 shares of our Class A common
stock by selling stockholders in connection with this offering and the payment of offering costs, excluding
underwriting discounts and commissions, of approximately $1.25 million as if they occurred on September 30,
2005.
You should read this information in conjunction with Management s Discussion and Analysis of Financial
Condition and Results of Operations and the consolidated financial statements and related notes appearing elsewhere
in this prospectus.

September 30, 2005
As
Actual adjusted

(in thousands, except

share and
per share data)
Cash, cash equivalents and short-term investments $ 84,279 $ 83,453
Long-term debt 5,872 5,872

Stockholders equity:
Class A common stock, par value $0.001; 200,000,000 shares
authorized, 58,901,852 shares issued and outstanding, actual;
65,263,235 shares issued and outstanding, as adjusted 59 65
Class B common stock, par value $0.001; 100,000,000 shares
authorized, 1,631,345 shares issued and outstanding, actual and as

adjusted 2 2
Additional paid-in capital 140,781 141,199
Deferred stock compensation (1,406) (1,406)
Retained earnings 9,973 8,723
Total stockholders equity 149,409 148,583
Total capitalization $ 155,281 $ 154,455

The table above excludes the following shares as of September 30, 2005:
9,117,211 shares subject to options exercisable as of September 30, 2005, with a weighted average exercise price
of $2.17 per share;

4,872,953 shares subject to options outstanding but not exercisable as of September 30, 2005, with a weighted
average exercise price of $8.59 per share;
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6,107,824 additional shares reserved as of September 30, 2005 for future issuance under our stock-based
compensation plans; and

350,000 shares to be issued to an employee on December 18, 2008, provided the employee provides continuous
service through the vesting date.
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SELECTED CONSOLIDATED FINANCIAL DATA

The tables below present selected consolidated statements of operations data for each of the five years ended
December 31, 2004 and the nine months ended September 30, 2004 and 2005 and selected consolidated balance sheet
data as of December 31, 2000, 2001, 2002, 2003 and 2004 and September 30, 2005. The selected consolidated
statements of operations data for each of the three years ended December 31, 2002, 2003 and 2004, and the selected
consolidated balance sheet data as of December 31, 2003 and 2004, have been derived from, and should be read
together with, our audited consolidated financial statements and related notes, appearing elsewhere in this prospectus.
The selected consolidated statements of operations data for each of the two years ended December 31, 2000 and 2001,
and the selected consolidated balance sheet data as of December 31, 2000, 2001 and 2002, have been derived from our
audited consolidated financial statements and related notes not included in this prospectus. The selected consolidated
statements of operations data for the nine months ended September 30, 2004 and 2005, and the selected consolidated
balance sheet data as of September 30, 2005, have been derived from our unaudited interim consolidated financial
statements included elsewhere in this prospectus. The share and per share data included in the selected consolidated
statements of operations data for the years ended December 31, 2000, 2001, 2002, 2003 and 2004 and the nine months
ended September 30, 2004 reflect the 1.4-for-1 split of our common stock effected as part of the Recapitalization, but
do not reflect other aspects of the Recapitalization.

The pro forma information for the year ended December 31, 2004 and the nine months ended September 30, 2005
gives effect to all aspects of the Recapitalization as though it had occurred on January 1, 2004, except for the
conversion of all outstanding shares of Class B common stock into shares of Class A common stock.

The as adjusted consolidated balance sheet data as of September 30, 2005 reflect our payment of offering costs in
connection with this offering, excluding underwriting discounts and commissions, of approximately $1.25 million as
if it had occurred on September 30, 2005, and receipt of approximately $424,000 by us from the exercise of warrants
to purchase 6,361,383 shares of our Class A common stock held by some of the selling stockholders, as if such
exercise had occurred on September 30, 2005.
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The following information should be read together with, and is qualified in its entirety by reference to, the more

detailed information contained in Management s Discussion and Analysis of Financial Condition and Results of
Operations and our consolidated financial statements and related notes included in this prospectus.

Nine Months
Ended
Year Ended December 31, September 30,
2000 2001 2002 2003 2004 2004 2005

(in thousands, except per share data)

Consolidated
Statements of
Operations Data:
Total revenue $67,714 $ 74,176  $ 90,972 $111,693 $ 165,001 $ 123,553 $ 179,048
Operating expense:

Cost of revenue

(excluding

depreciation and

amortization shown

separately below) 16,781 40,770 36,677 37,846 49,261 35,410 46,154
Sales and marketing 27,362 13,855 14,381 22,743 15,032 21,775
Research and
development 4,477 8,021 6,256 6,678 7,377 5,409 8,540
General and
administrative 33,182 16,372 13,366 11,359 21,144 13,781 22,045
Depreciation and
amortization 1,310 10,857 27,020 16,051 17,285 13,487 11,740
Restructuring charges
(recoveries) 8,928 7,332 (1,296) (220) (389)
Asset impairment
charge 13,190
Amortization of
goodwill 5,566 3,510

61,316 116,420 117,696 85,019 117,590 83,119 109,865

Income (loss) from

operations 6,398 (42,244) (26,724) 26,674 47,411 40,434 69,183
Other (expense) income:
Interest expense (4,866) (3,416) (6,260) (3,119) (2,498) (1,873) (1,715)
Interest income 2,137 4,089 1,876 1,299 1,629 1,100 1,756

Income (loss) before
income taxes and

minority interest 3,669 (41,571) (31,108) 24,854 46,542 39,661 69,224
Provision for (benefit
from) income taxes 1,880 1,250 836 1,166 (1,504) 27,653
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Income (loss) before
minority interest
Minority interest

Net income (loss)
Dividends on and
accretion of preferred
stock

Net (loss) income
attributable to common
stockholders

Net (loss) income
attributable to common
stockholders per
common share:

Basic

Diluted

Weighted average

common shares

outstanding:
Basic

Diluted

Pro forma information
(unaudited):
Pro forma net income
attributable to
common stockholders

Pro forma net income

attributable to

common stockholders

per common share:
Basic

Diluted
Pro forma weighted
average common
shares outstanding:

Basic

Diluted
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1,789 (42,821)
1,326

1,789 (41,495)

(2,932) (4,888)

$ (1,143) $ (46,383)

$ (0.33) $§ (12.13)

$ (0.33) $§ (12.13)

3,464 3,825

3,464 3,825
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(31,108) 24,018
1,908 10
(29,200) 24,028
(9,102) (9,583)
$ (38,302) $ 14455 §$
$ (0.04) $ 309§
$ .04 $ 031 %
4,236 4,680
4,236 76,520
$
$
$
26

45,376

45,376

(9,737)

35,639

6.33

0.57

5,632

80,237

45,376

0.77

0.62

59,068

72,872

41,165

41,165

(7,568)

$ 33,597

$ 6.05

$ 051

5,550

81,245

41,571

41,571

(4,313)

$ 37,258

$ 1.49

$ 0.54

25,016

76,813

$ 41,571

$ 0.69

$ 0.54

59,857

76,287
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Consolidated Balance
Sheet Data:

Cash, cash equivalents
and short-term
investments

Working capital
Goodwill and other
intangible assets
Total assets

Deferred revenue and
customer credits,
excluding current
portion

Long-term debt and
capital lease
obligations, excluding
current portion

Series A redeemable
preferred stock
Convertible preferred
stock, Series B,
Series C and Series D
Total stockholders
(deficit) equity

Edgar Filing: NEUSTAR INC - Form S-1

As of December 31,

2000 2001

$ 1,495
16,905

$ 33,663
3,098

48,847
117,244

44,087
199,067

2,175

50,787

25,234

36,039

2,202 142,356

(1,373) (49,265)

2002

$ 21,347
3,633

44,087
132,544

2,910

7,722

151,458
(87,300)

27

2003

2004

(in thousands)

$ 63,987
23,630

54,751
190,245

14,840

5,996

161,041

(68,581)

$ 63,929
38,441

50,703
211,454

13,812

7,964

140,454

(31,858)

As of September 30,
2005

Actual

$ 84,279
74,568

53,439
238,142

16,624

5,872

149,409

As
Adjusted

$ 83453
73,742

53,439
237,316

16,624

5,872

148,583
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MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

You should read the following discussion and analysis in conjunction with the information set forth under Selected
Consolidated Financial Data and our consolidated financial statements and related notes included elsewhere in this
prospectus. The statements in this discussion regarding our expectations of our future performance, liquidity and
capital resources, and other non-historical statements in this discussion, are forward-looking statements. These
forward-looking statements are subject to numerous risks and uncertainties, including, but not limited to, the risks and
uncertainties described under Risk Factors and Cautionary Note Regarding Forward-Looking Statements. Our actual
results may differ materially from those contained in or implied by any forward-looking statements.
Overview

We provide the North American communications industry with essential clearinghouse services. We operate the
authoritative directories that manage virtually all telephone area codes and numbers, and enable the dynamic routing
of calls among thousands of competing communications service providers, or CSPs, in the United States and Canada.
All CSPs that offer telecommunications services to the public at large, or telecommunications service providers, such
as Verizon Communications Inc., Sprint Corporation, AT&T Corp. and Cingular Wireless LLC, must access our
clearinghouse as one of our customers to properly route virtually all of their calls. We also provide clearinghouse
services to emerging CSPs, including Internet service providers, cable television operators, and voice over Internet
protocol, or VolP, service providers. In addition, we manage the authoritative directories for the .us and .biz Internet
domains, as well as for Common Short Codes, part of the short messaging service relied upon by the U.S. wireless
industry.
Our Company

We were founded to meet the technical and operational challenges of the communications industry when the
U.S. government mandated local number portability in 1996. While we remain the provider of the authoritative
solution that the industry relies upon to meet this mandate, we have developed a broad range of innovative services
that meet an expanded range of customer needs. We provide the communications industry in North America with
critical technology services that solve the industry s addressing, interoperability and infrastructure needs.

These services are now used by CSPs to manage a range of their technical and operating requirements, including:

Addressing. We enable CSPs to use critical, shared addressing resources, such as telephone numbers, Internet
top-level domain names, and Common Short Codes.

Interoperability. We enable CSPs to exchange and share critical operating data so that communications
originating on one provider s network can be delivered and received on the network of another CSP. We also
facilitate order management and work flow processing among CSPs.

Infrastructure and Other. We enable CSPs to more efficiently manage changes in their own networks by centrally
managing certain critical data they use to route communications over their own networks.

We derive a substantial portion of our annual revenue on a transaction basis, most of which is derived from
long-term contracts.

Our costs and expenses consist of cost of revenue, sales and marketing, research and development, general and
administrative, and depreciation and amortization.

Cost of revenue includes all direct materials, direct labor, and those indirect costs related to generation of revenue
such as indirect labor, materials and supplies. Our primary cost of revenue is related to our information technology
and systems department, including network costs, data center maintenance,
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database management, and data processing costs, as well as personnel costs associated with service implementation,
product maintenance, customer deployment and customer care. Cost of revenue also includes costs relating to
developing modifications and enhancements of our existing technology and services.

Sales and marketing expense consists of personnel costs, advertising costs and relationship marketing costs. This
expense includes salaries, sales commissions, sales operations and other personnel-related expense, travel and related
expense, trade shows, costs of computer and communications equipment and support services, facilities costs,
consulting fees and costs of marketing programs, such as Internet and print. Included in these classifications are
product branding and packaging, market analysis and forecasting, stock-based compensation and customer
relationship management.

Research and development expense consists primarily of costs related to personnel, including salaries and other
personnel-related expense, consulting fees and the costs of facilities, computer and support services used in service
and technology development.

General and administrative expense consists primarily of salaries and other personnel-related expense for our
executive, administrative, legal, finance, and human resources functions, facilities, management information systems,
support services, professional services fees, certain audit, tax and license fees, stock-based compensation and bad debt
expense.

Depreciation and amortization relates primarily to our property and equipment and includes our network
infrastructure and facilities related to our services and the amortization of identifiable intangibles.

Critical Accounting Policies and Estimates

The discussion and analysis of our financial condition and results of operations are based on our consolidated
financial statements, which have been prepared in accordance with U.S. generally accepted accounting principles, or
U.S. GAAP. The preparation of these financial statements in accordance with U.S. GAAP requires us to utilize
accounting policies and make certain estimates and assumptions that affect the reported amounts of assets and
liabilities, the disclosure of contingencies as of the date of the financial statements and the reported amounts of
revenue and expense during a fiscal period. The Securities and Exchange Commission considers an accounting policy
to be critical if it is important to a company s financial condition and results of operations, and if it requires significant
judgment and estimates on the part of management in its application. We have discussed the selection and
development of the critical accounting policies with the audit committee of our board of directors, and the audit
committee has reviewed our related disclo