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PART I—FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS
As required under Item 1—Financial Statements included in this section are as follows:

Financial Statement Description Page
Condensed Consolidated Balance Sheets as of September 30. 2015 and December 31. 2014 4

Condensed Consolidated Statements of Comprehensive Income for the Three and Nine Months Ended
September 30. 2015 and 2014 =

Condensed Consolidated Statements of Cash Flows for the Nine Months Ended September 30. 2015 and
2014

Notes to Condensed Consolidated Financial Statements

(DN (@)
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VERISIGN, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except par value)

(Unaudited)

ASSETS

Current assets:

Cash and cash equivalents

Marketable securities

Accounts receivable, net

Other current assets

Total current assets

Property and equipment, net

Goodwill

Long-term deferred tax assets

Other long-term assets

Total long-term assets

Total assets

LIABILITIES AND STOCKHOLDERS’ DEFICIT
Current liabilities:

Accounts payable and accrued liabilities
Deferred revenues

Subordinated convertible debentures, including contingent interest derivative

Deferred tax liabilities

Total current liabilities
Long-term deferred revenues
Senior notes

Other long-term tax liabilities
Total long-term liabilities

Total liabilities

Commitments and contingencies
Stockholders’ deficit:

Preferred stock—par value $.001 per share; Authorized shares: 5,000; Issued and

outstanding shares: none

Common stock—par value $.001 per share; Authorized shares: 1,000,000; Issued
shares:322,968 at September 30, 2015 and 321,699 at December 31, 2014;
Outstanding shares: 111,891 at September 30, 2015 and 118,452 at December 31,

2014

Additional paid-in capital

Accumulated deficit

Accumulated other comprehensive loss
Total stockholders’ deficit

Total liabilities and stockholders’ deficit

See accompanying Notes to Condensed Consolidated Financial Statements.
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September 30,
2015

$177,871
1,713,087
14,714
35,468
1,941,140
297,299
52,527
262,243
24,096
636,165
$2,577,305

$180,106
660,417
626,590
512,779
1,979,892
279,724
1,234,890
114,209
1,628,823
3,608,715

323

17,697,985
(18,727,129 )
(2,589 )
(1,031,410 )
$2,577,305

December 31,
2014

$191,608
1,233,076
13,448
41,905
1,480,037
319,028
52,527
266,954
15918
654,427
$2,134,464

$190,278
621,307
620,620
477,781
1,909,986
269,047
740,175
98,722
1,107,944
3,017,930

322

18,120,045
(19,000,835
(2,998
(883,466
$2,134,464
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VERISIGN, INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(In thousands, except per share data)

(Unaudited)

Three Months Ended Nine Months Ended

September 30, September 30,

2015 2014 2015 2014
Revenues $265,780 $255,022 $786,741 $754,200
Costs and expenses:
Cost of revenues 47,218 46,933 143,792 140,948
Sales and marketing 20,966 24,304 67,677 68,244
Research and development 15,019 16,320 48,518 50,453
General and administrative 28,115 27,965 79,090 72,349
Total costs and expenses 111,318 115,522 339,077 331,994
Operating income 154,462 139,500 447,664 422,206
Interest expense (28,544 ) (21,533 ) (79,064 ) (64,408
Non-operating (loss) income, net (3,975 ) (6,473 ) (6,329 ) 5,037
Income before income taxes 121,943 111,494 362,271 362,835
Income tax expense (29,486 ) (16,305 ) (88,565 ) (73,047
Net income 92,457 95,189 273,706 289,788
Realized foreign currency translation adjustments, included L (291 )y —
in net income
Unrealized gain on investments 565 59 799 34
Realized (gain) loss on investments, included in net income (26 ) (1 ) (99 ) 2
Other comprehensive income 539 58 409 36
Comprehensive income $92,996 $95,247 $274,115 $289,824
Income per share:
Basic $0.82 $0.77 $2.38 $2.25
Diluted $0.70 $0.69 $2.06 $2.03
Shares used to compute net income per share:
Basic 112,955 124,109 115,235 128,924
Diluted 131,721 138,112 132,925 142,584

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

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

(Unaudited)

Nine Months Ended September

30,

2015 2014
Cash flows from operating activities:
Net income $273,706 $289,788
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation of property and equipment 46,554 47,924
Stock-based compensation 34,351 34,281
Excess tax benefit associated with stock-based compensation (19,420 ) (8,566
Unrealized loss (gain) on contingent interest derivative on Subordinated Convertible 9.058 (3.953
Debentures
Payment of Contingent interest (10,759 ) —
Other, net 8,161 7,470
Changes in operating assets and liabilities
Accounts receivable (1,319 ) (2,550
Prepaid expenses and other assets 2,967 31,349
Accounts payable and accrued liabilities 14,658 (2,540
Deferred revenues 49,787 37,237
Net deferred income taxes and other long-term tax liabilities 55,203 36
Net cash provided by operating activities 462,947 430,476
Cash flows from investing activities:
Proceeds from maturities and sales of marketable securities 1,965,767 2,425,259
Purchases of marketable securities (2,443,865 ) (2,281,523 )
Purchases of property and equipment (28,659 ) (30,058 )
Other investing activities (3,666 ) 351
Net cash (used in) provided by investing activities (510,423 ) 114,029
Cash flows from financing activities:
Proceeds from issuance of common stock from option exercises and employee stock 14,690 15.816
purchase plans
Repurchases of common stock (492,575 ) (673,540 )
Proceeds from borrowings, net of issuance costs 492,237 —
Excess tax benefit associated with stock-based compensation 19,420 8,566
Net cash provided by (used in) financing activities 33,772 (649,158 )
Effect of exchange rate changes on cash and cash equivalents (33 ) (621 )
Net decrease in cash and cash equivalents (13,737 ) (105,274 )
Cash and cash equivalents at beginning of period 191,608 339,223
Cash and cash equivalents at end of period $177,871 $233,949
Supplemental cash flow disclosures:
Cash paid for interest, net of capitalized interest $68,678 $57,767
Cash paid for income taxes, net of refunds received $13,289 $34,937

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

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

Note 1. Basis of Presentation

Interim Financial Statements

The accompanying unaudited Condensed Consolidated Financial Statements have been prepared by VeriSign, Inc.
(“Verisign” or the “Company”) in accordance with the instructions to Form 10-Q pursuant to the rules and regulations of
the Securities and Exchange Commission (“SEC”) and, therefore, do not include all information and notes normally
provided in audited financial statements. In the opinion of management, all adjustments (consisting of normal
recurring accruals and other adjustments) considered necessary for a fair presentation have been included. The results
of operations for any interim period are not necessarily indicative of, nor comparable to, the results of operations for
any other interim period or for a full fiscal year. These unaudited Condensed Consolidated Financial Statements
should be read in conjunction with the Consolidated Financial Statements and related notes contained in Verisign’s
fiscal 2014 Annual Report on Form 10-K (the “2014 Form 10-K”) filed with the SEC on February 13, 2015.
Reclassifications

Certain reclassifications have been made to prior period amounts to conform to current period presentation. Such
reclassifications have no effect on net income as previously reported.

Recent Accounting Pronouncements

On May 28, 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”)
No. 2014-09, Revenue from Contracts with Customers, which requires an entity to recognize the amount of revenue to
which it expects to be entitled for the transfer of promised goods or services to customers. The ASU will replace most
existing revenue recognition guidance in U.S. GAAP when it becomes effective. The new standard will become
effective for the Company on January 1, 2018. The standard permits the use of either the retrospective or cumulative
effect transition method. The Company is evaluating the effect that ASU 2014-09 will have on its consolidated
financial statements and related disclosures. The Company has not yet selected a transition method nor has it
determined the effect of the standard on its ongoing financial reporting.

In April 2015, the FASB issued ASU No. 2015-03, Simplifying the Presentation of Debt Issuance Costs, which
requires debt issuance costs to be presented in the balance sheet as a reduction of the related liability rather than an
asset. The Company elected to adopt this ASU effective June 30, 2015, and as a result, approximately $25.6 million
and $20.4 million of debt issuance costs as of September 30, 2015 and December 31, 2014, respectively, are presented
as a reduction of the related debt obligations.

Note 2. Cash, Cash Equivalents, and Marketable Securities
The following table summarizes the Company’s cash, cash equivalents, and marketable securities:
September 30, December 31,

2015 2014

(In thousands)
Cash $72,290 $110,799
Money market funds 113,223 85,453
Time deposits 4,052 3,384
Debt securities issued by the U.S. Treasury 1,712,986 1,233,076
Equity securities of public companies 101 —
Total $1,902,652 $1,432,712
Included in Cash and cash equivalents $177,871 $191,608
Included in Marketable securities $1,713,087 $1,233,076
Included in Other long-term assets (Restricted cash) $11,694 $8,028

The fair value of the debt securities held as of September 30, 2015 was $1.7 billion, including approximately $0.8
million of gross and net unrealized gains. All of the debt securities held as of September 30, 2015 are scheduled to
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Note 3. Fair Value of Financial Instruments

Assets and Liabilities Measured at Fair Value on a Recurring Basis

The following table summarizes the Company’s financial assets and liabilities measured at fair value on a recurring
basis as of September 30, 2015 and December 31, 2014:

Fair Value Measurement Using

IIZ;ileFa” (Level 1) (Level 2) (Level 3)

(In thousands)
As of September 30, 2015:
Assets:
Investments in money market funds $113,223 $113,223 $— $—
Debt securities issued by the U.S. Treasury 1,712,986 1,712,986 — —
Equity securities of public companies 101 101 — —
Foreign currency forward contracts (1) 284 — 284 —
Total $1,826,594  $1,826,310 $284 $—
Liabilities:
Contings:nt interest derivative on the Subordinated $25.054 $— $— $25.054
Convertible Debentures
Foreign currency forward contracts (2) 133 — 133 —
Total $25,187 $— $133 $25,054
As of December 31, 2014:
Assets:
Investments in money market funds $85,453 $85,453 $— $—
Debt securities issued by the U.S. Treasury 1,233,076 1,233,076 — —
Foreign currency forward contracts (1) 330 — 330 —
Total $1,318,859  $1,318,529 $330 $—
Liabilities:
Contings:nt interest derivative on the Subordinated $26.755 $— §— $26,755
Convertible Debentures
Foreign currency forward contracts (2) 169 — 169 —
Total $26,924 $— $169 $26,755

(1)Included in Other current assets

(2)Included in Accounts payable and accrued liabilities

The fair value of the Company’s investments in money market funds approximates their face value. Such instruments
are classified as Level 1 and are included in Cash and cash equivalents.
The fair value of the debt securities consisting of U.S. Treasury bills is based on their quoted market prices and are
classified as Level 1. Debt securities purchased with original maturities in excess of three months are included in

Marketable securities.

The fair value of the equity securities of public companies is based on quoted market prices and are classified as Level
1. Investments in equity securities of public companies are included in Marketable securities.

The fair value of the Company’s foreign currency forward contracts is based on foreign currency rates quoted by banks
or foreign currency dealers and other public data sources.

10
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The Company utilizes a valuation model to estimate the fair value of the contingent interest derivative on the
subordinated convertible debentures due 2037 (“the Subordinated Convertible Debentures”). The inputs to the model
include stock price, bond price, risk free interest rates, volatility, and credit spread observations. As several significant
inputs are not observable, the overall fair value measurement of the derivative is classified as Level 3. The volatility
and credit spread assumptions used in the calculation are the most significant unobservable inputs. As of

September 30, 2015, the valuation of the contingent interest derivative assumed a volatility rate of approximately 25%
and a credit spread of approximately 5%. The fair value of the contingent interest derivative would not have
significantly changed using a volatility rate of either 20% or 30%, or a credit spread of either 4% or 6%.

The following table summarizes the change in the fair value of the Company’s contingent interest derivative on the
Subordinated Convertible Debentures during the three and nine months ended September 30, 2015 and 2014:

Three Months Ended Nine Months Ended

September 30, September 30,

2015 2014 2015 2014

(In thousands)
Beginning balance $25,841 $18,489 $26,755 $29,004
Payment of contingent interest (5,534 ) — (10,759 ) —
Unrealized loss (gain) 4,747 6,562 9,058 (3,953 )
Ending balance $25,054 $25,051 $25,054 $25,051

In August 2015, the upside trigger on the Subordinated Convertible Debentures was met for the six month interest
period from August 15, 2015 through February 15, 2016. The $6.4 million contingent interest payable in February
2016 is included in the balance of the contingent interest derivative on the Subordinated Convertible Debentures as of
September 30, 2015.
Other
The Company’s other financial instruments include cash, accounts receivable, restricted cash, and accounts payable. As
of September 30, 2015, the carrying value of these financial instruments approximated their fair value. The fair value
of the Company’s Subordinated Convertible Debentures was $2.6 billion as of September 30, 2015. The fair values of
the senior notes due 2023 (the “2023 Senior Notes™) and the senior notes due 2025 (the “2025 Senior Notes”) were $734.1
million and $504.7 million, respectively, as of September 30, 2015. The fair values of these debt instruments are based
on available market information from public data sources and are classified as Level 2.
Note 4. Other Balance Sheet Items
Other Current Assets
Other current assets consist of the following:

September 30, December 31,

2015 2014
(In thousands)
Income tax and other receivables $18,458 $24.821
Prepaid expenses 16,018 16,190
Deferred tax assets and other assets 992 894
Total other current assets $35,468 $41,905

9
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Other Long-Term Assets
Other long-term assets consist of the following:
September 30, December 31,

2015 2014

(In thousands)
Long-term restricted cash 11,694 8,028
Other tax receivable 5,673 5,673
Long-term prepaid expenses and other assets 6,729 2,217
Total other long-term assets $24,096 $15,918

Accounts Payable and Accrued Liabilities
Accounts payable and accrued liabilities consist of the following:
September 30, December 31,

2015 2014

(In thousands)
Accounts payable $18,362 $29,335
Accrued employee compensation 38,959 49,470
Customer deposits 34,260 30,103
Income taxes payable and other tax liabilities 40,623 47,079
Accrued interest 33,144 21,138
Other accrued liabilities 14,758 13,153
Total accounts payable and accrued liabilities $180,106 $190,278

Accrued employee compensation primarily consists of liabilities for employee leave, salaries, payroll taxes, employee
contributions to the employee stock purchase plan, and incentive compensation. Accrued employee incentive
compensation as of December 31, 2014, was paid during the nine months ended September 30, 2015. Income taxes
payable and other tax liabilities decreased in the nine months ended September 30, 2015 as a result of payments made
for income taxes in certain non-U.S. jurisdictions. Accrued interest includes coupon interest on the Subordinated
Convertible Debentures, the 2023 Senior Notes and the 2025 Senior Notes.

Note 5. Stockholders’ Deficit

On January 30, 2015, the Company’s Board of Directors approved an additional authorization for share repurchases of
approximately $452.9 million of its common stock in addition to the $547.1 million remaining available for
repurchases of its common stock under the previous share buyback program for a total repurchase authorization of up
to $1.0 billion of its common stock. The share buyback program has no expiration date. Purchases made under the
program could be effected through open market transactions, block purchases, accelerated share repurchase
agreements or other negotiated transactions. During the three and nine months ended September 30, 2015 the
Company repurchased 2.3 million and 7.5 million shares of its common stock, respectively, at an average stock price
of $67.45 and $62.88, respectively. The aggregate cost of the repurchases in the three and nine months

ended September 30, 2015 was $156.0 million and $471.8 million, respectively. As of September 30, 2015, $604.6
million remained available for further repurchases under the share buyback program.

During the nine months ended September 30, 2015, the Company placed 0.3 million shares, at an average stock price
of $63.70, and for an aggregate cost of $20.8 million, into treasury stock for purposes related to tax withholding upon
vesting of Restricted Stock Units (“RSUSs”).

Since inception the Company has repurchased 211.1 million shares of its common stock for an aggregate cost of $7.2
billion, which is presented as a reduction of Additional paid-in capital.

10
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Note 6. Calculation of Net Income per Share

The following table presents the computation of weighted-average shares used in the calculation of basic and diluted
net income per share:

Three Months Ended Nine Months Ended
September 30, September 30,
2015 2014 2015 2014
(In thousands)
Weighted-average shares of common stock outstanding 112,955 124,109 115,235 128,924
Weighted-average potential shares of common stock
outstanding:
Conversion spread related to the Subordinated Convertible 18,024 13,228 16,936 12,935
Debentures
Unvested RSUs 722 730 724 670
Employee stock purchase plan and stock options 20 45 30 55
Shares used to compute diluted net income per share 131,721 138,112 132,925 142,584

The calculation of diluted weighted average shares outstanding, excludes potentially dilutive securities, the effect of
which would have been anti-dilutive, as well as performance based RSUs granted by the Company for which the
relevant performance criteria have not been achieved. The number of potential shares excluded from the calculation
was not significant in any period presented.

Note 7. Stock-based Compensation

Stock-based compensation is classified in the Condensed Consolidated Statements of Comprehensive Income in the
same expense line items as cash compensation. The following table presents the classification of stock-based
compensation:

Three Months Ended Nine Months Ended

September 30, September 30,

2015 2014 2015 2014

(In thousands)
Cost of revenues $1,722 $1,618 $5,202 $4,748
Sales and marketing 1,683 2,234 4,800 5,902
Research and development 1,478 1,678 4,890 5,189
General and administrative 7,339 9,386 19,459 18,442
Total stock-based compensation expense $12,222 $14,916 $34,351 $34,281
The following table presents the nature of the Company’s total stock-based compensation:

Three Months Ended Nine Months Ended

September 30, September 30,

2015 2014 2015 2014

(In thousands)
RSUs $9,871 $9,669 $27,375 $24.450
Performance-based RSUs 2,041 4,897 5,879 8,795
Employee stock purchase plan 958 1,046 3,152 3,124
Capitalization (Included in Property and equipment, net) (648 ) (696 ) (2,055 ) (2,088
Total stock-based compensation expense $12,222 $14916 $34,351 $34,281

11
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Note 8. Debt and Interest Expense

Senior Notes due 2025

On March 27, 2015, the Company issued $500.0 million principal amount of 5.25% senior unsecured notes due

April 1, 2025. The proceeds are being used for general corporate purposes, including, but not limited to, the
repurchase of shares of its common stock under its share buyback program. In connection with the offering the
Company incurred $6.5 million of issuance costs which are presented as a reduction of the Senior Notes liability
subsequent to the adoption of ASU 2015-03, Simplifying the Presentation of Debt Issuance Costs. The issuance costs
will be amortized to Interest expense over the 10 year term of the notes. The Company will pay interest on the notes
semi-annually on April 1 and October 1, commencing on October 1, 2015.

The Company may redeem the 2025 Senior Notes, in whole or in part, at any time at the Company’s option at specified
redemption prices. The Company entered into a registration rights agreement (the “Registration Rights Agreement”)
with the initial purchasers that provided holders of the notes certain rights relating to registration of the notes under
the Securities Act of 1933, as amended. In July 2015, the Company completed an exchange of $499.8 million of its
outstanding 2025 Senior Notes, which were not registered under the Securities Act, for an equal principal amount of
its 2025 Senior Notes, which have been registered under the Securities Act on an effective exchange offer registration
statement filed by the Company pursuant to the Registration Rights Agreement.

2015 Credit Facility

On March 31, 2015, the Company entered into a new credit agreement for a $200.0 million committed senior
unsecured revolving credit facility (the “2015 Credit Facility”’). The 2015 Credit Facility replaces the Company’s 2011
Credit Facility which was set to expire in November 2016. The terms of the 2015 Credit Facility are substantially
similar to the terms of the previous 2011 Credit Facility. The 2015 Credit Facility includes financial covenants
requiring that the Company’s interest coverage ratio not be less than 3.0 to 1.0 for any period of four consecutive
quarters and the Company’s leverage ratio not exceed 2.5 to 1.0. As of September 30, 2015, there were no borrowings
outstanding under the facility and the Company was in compliance with the financial covenants. The 2015 Credit
Facility expires on April 1, 2020 at which time any outstanding borrowings are due.

The following table presents the components of the Company’s interest expense:

Three Months Ended Nine Months Ended
September 30, September 30,
2015 2014 2015 2014

(In thousands)

Contractual interest on the Subordinated Convertible $10.156 $10.156 $30,469 $30.469

Debentures

Contractual interest on the 2023 Senior Notes 8,672 8,672 26,015 26,015
Contractual interest on the 2025 Senior Notes 6,563 — 13,490 —
AmOI‘tIZ‘f:ltIOIl of debt discount on the Subordinated 2,581 2,375 7,585 6.986
Convertible Debentures

Credit facility fees and amortization of debt issuance costs 734 497 1,973 1,482
Interest capitalized to Property and equipment, net (162 ) (167 ) (468 ) (544 )
Total interest expense $28,544 $21,533 $79,064 $64.,408

12
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Note 9. Non-operating (Loss) Income, Net
The following table presents the components of Non-operating (loss) income, net:

Three Months Ended Nine Months Ended
September 30, September 30,
2015 2014 2015 2014

(In thousands)

Unrealized (loss) gain on contingent interest derivative on $AT4T ) $(6.562 ) $9.058 ) $3.953

Subordinated Convertible Debentures

Interest income 639 197 1,271 708
Other, net 133 (108 ) 1,458 376
Total non-operating (loss) income, net $(3,975 ) $(6,473 ) $(6,329 ) $5,037

Unrealized losses and gains on the contingent interest derivative on the Subordinated Convertible Debentures reflect
the change in value of the derivative that results primarily from changes in the Company’s stock price. Interest income
is earned principally from the Company’s surplus cash balances and marketable securities.

Note 10. Income Taxes

The following table presents income tax expense and the effective tax rate:

Three Months Ended Nine Months Ended
September 30, September 30,
2015 2014 2015 2014
(Dollars in thousands)
Income tax expense $29,486 $16,305 $88,565 $73,047
Effective tax rate 24 % 15 % 24 % 20 %

The effective tax rate for the three and nine months ended September 30, 2015 and 2014 is lower than the statutory
federal rate of 35% primarily due to tax benefits from foreign income taxed at lower rates, partially offset by state
income taxes and non-deductible stock-based compensation. The effective tax rate for the three and nine months
ended September 30, 2014 was also reduced by discrete income tax benefits recognized as a result of changes in
estimates of U.S. income taxes related to the 2013 worthless stock deduction and the 2014 repatriation of earnings
from foreign subsidiaries. The Company recognized a discrete tax benefit of $5.2 million in the second quarter of
2014 and an additional $11.4 million during the third quarter of 2014 related to these changes.

Current deferred tax liabilities and Other long-term tax liabilities as of September 30, 2015 reflect the use of a portion
of U.S. foreign tax credits during the nine months ended September 30, 2015, an increase in the deferred tax liability
related to the Subordinated Convertible Debentures, and the reclassification of unrecognized tax benefits.

The Company’s federal income tax returns for 2010, 2011 and 2012 continue to be under examination by the Internal
Revenue Service (“the IRS”). During the three months ended September 30, 2015, the Company received notification
that its federal income tax returns for 2013 and 2014 are also under examination by the IRS.

13
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Note 11. Contingencies

Legal Proceedings

Verisign is involved in various investigations, claims and lawsuits arising in the normal conduct of its business, none
of which, in its opinion, will have a material adverse effect on its financial condition, results of operations, or cash
flows. The Company cannot assure you that it will prevail in any litigation. Regardless of the outcome, any litigation
may require the Company to incur significant litigation expense and may result in significant diversion of
management attention.

While certain legal proceedings and related indemnification obligations to which the Company is a party specify the
amounts claimed, such claims may not represent reasonably possible losses. Given the inherent uncertainties of the
litigation, the ultimate outcome of these matters cannot be predicted at this time, nor can the amount of possible loss
or range of loss, if any, be reasonably estimated, except in circumstances where an aggregate litigation accrual has
been recorded for probable and reasonably estimable loss contingencies. A determination of the amount of accrual
required, if any, for these contingencies is made after careful analysis of each matter. The required accrual may
change in the future due to new developments in each matter or changes in approach such as a change in settlement
strategy in dealing with these matters. The Company does not believe that any such matter currently being reviewed
will have a material adverse effect on its financial condition, results of operations, or cash flows.

Indemnifications

In connection with the sale of the Authentication Services business to Symantec in August 2010, the Company agreed
to indemnify Symantec for certain potential legal claims arising from the operation of the Authentication Services
business for a period of sixty months after the closing of the sale transaction. The Company’s indemnification
obligations in this regard expired in August 2015 with no liability to the Company.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

You should read the following discussion in conjunction with the interim unaudited Condensed Consolidated
Financial Statements and related notes.

This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended (the
“Exchange Act”). These forward-looking statements involve risks and uncertainties, including, among other things,
statements regarding our anticipated costs and expenses and revenue mix. Forward-looking statements include, among
others, those statements including the words “expects,” “anticipates,” “intends,” “believes” and similar language. Our actual
results may differ significantly from those projected in the forward-looking statements. Factors that might cause or
contribute to such differences include, but are not limited to, those discussed in the section titled “Risk Factors” in
Part II, Item 1A of this Quarterly Report on Form 10-Q. You should also carefully review the risks described in other
documents we file from time to time with the Securities and Exchange Commission, including the Quarterly Reports
on Form 10-Q or Current Reports on Form 8-K that we file in 2015 and our 2014 Form 10-K, which was filed on
February 13, 2015, which discuss our business in greater detail. You are cautioned not to place undue reliance on the
forward-looking statements, which speak only as of the date of this Quarterly Report on Form 10-Q. We undertake no
obligation to publicly release any revisions to the forward-looking statements or reflect events or circumstances after
the date of this document.

Overview

We are a global provider of domain name registry services and Internet security, enabling Internet navigation for
many of the world’s most recognized domain names and providing protection for websites and enterprises around the
world. Our Registry Services ensure the security, stability and resiliency of key Internet infrastructure and services,
including the .com and .net domains, two of the Internet’s root servers, and the operation of the root zone maintainer
function for the core of the Internet’s DNS. Our product suite also includes Security Services, which was formerly
known as Network Intelligence and Availability, or NIA Services, consisting of DDoS Protection Services, iDefense
Services, and Managed DNS Services. As of September 30, 2015, we had approximately 135.2 million names in the
domain name base for .com and .net, our principal registries. The number of domain names registered is largely driven
by continued growth in online advertising, e-commerce, and the number of Internet users, as well as advertising and
promotional activities carried out by us and third-party registrars. Growth in the number of domain names under our
management may be hindered by certain factors, including overall economic conditions, the growth of ccTLDs, the
introduction and growth of new gTLDs, and ongoing changes to algorithms used by Internet search engines that
negatively affect the profitability of certain types of websites, and as a result, reduce demand for new domain name
registrations and renewals. Revenues from Security Services are not significant in relation to our consolidated
revenues.

Business Highlights and Trends

We recorded revenues of $265.8 million and $786.7 million during the three and nine months ended
September 30, 2015. This represents an increase of 4% as compared to the same periods in 2014.

We recorded operating income of $154.5 million and $447.7 million during the three and nine months ended
September 30, 2015. This represents an increase of 11% and 6%, respectively, as compared to the same periods in
2014.

We added 1.7 million net new names during the third quarter, ending with 135.2 million names in the domain name
base for .com and .net, which represents a 3% increase over the base at the end of the third quarter in 2014, as
calculated including domain names on hold for both periods.

During the three months ended September 30, 2015, we processed 9.2 million new domain name registrations for
.com and .net as compared to 8.7 million for the same period in 2014.

The final .com and .net renewal rate for the second quarter of 2015 was 72.7% compared with 71.8% for the same
quarter in 2014. Renewal rates are not fully measurable until 45 days after the end of the quarter.

During the three months ended September 30, 2015, we repurchased 2.3 million shares of our common stock under
the share buyback program for $156.0 million. As of September 30, 2015, $604.6 million remained available for
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further repurchases under our share buyback program.
Through October 21, 2015, we repurchased an additional 0.5 million shares for $35.2 million under our share buyback
program.
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We generated cash flows from operating activities of $462.9 million during the nine months ended September 30,
2015, an increase from $430.5 million in the same period last year.

Pursuant to our agreements with ICANN, we make available on our website (at www.Verisign.com/zone) files
containing all active domain names registered in the .com and .net registries. At the same website address, we make
available a summary of the active zone count registered in the .com and .net registries and the number of .com and .net
domain names in the domain name base. The domain name base is the active zone plus the number of domain names
that are registered but not configured for use in the respective top level domain zone file plus the number of domain
names that are in a client or server hold status. These files and the related summary data are updated at least once per
day. The update times may vary each day. The number of domain names provided in this Form 10-Q are as of
midnight of the date reported. Information available on, or accessible through, our website is not incorporated herein
by reference.

Results of Operations
The following table presents information regarding our results of operations as a percentage of revenues:

Three Months Ended Nine Months Ended
September 30, September 30,
2015 2014 2015 2014
Revenues 100 % 100 % 100 % 100 %
Costs and expenses:
Cost of revenues 18 18 18 19
Sales and marketing 8 10 9
Research and development 5 6 6 7
General and administrative 11 11 10 9
Total costs and expenses 42 45 43 44
Operating income 58 55 57 56
Interest expense (11 ) (8 ) (10 ) 9 )
Non-operating (loss) income, net (1 ) @3 ) ) 1
Income before income taxes 46 44 46 48
Income tax expense (11 )y (7 ) (11 ) (10 )
Net income 35 % 37 % 35 % 38 %
Revenues

Revenues related to our Registry Services are primarily derived from registrations for domain names in the .com and
.net domain name registries. We also derive revenues from operating domain name registries for several TLDs and
from providing back-end registry services to a number of TLD registry operators, all of which are not significant in
relation to our consolidated revenues. For domain names registered with the .com and .net registries we receive a fee
from third-party registrars per annual registration that is fixed pursuant to our agreements with ICANN. Individual
customers, called registrants, contract directly with third-party registrars or their resellers, and the third-party
registrars in turn register the domain names with Verisign. Changes in revenues are driven largely by changes in the
number of new domain name registrations and the renewal rate for existing registrations as well as the impact of new
and prior price increases, to the extent permitted by ICANN and the DOC. New registrations and the renewal rate for
existing registrations are impacted by continued growth in online advertising, e-commerce, and the number of Internet
users, as well as advertising and promotional activities carried out by us and third-party registrars. We increased the
annual fee for a .net domain name registration from $5.62 to $6.18 on February 1, 2014, and from $6.18 to $6.79 on
February 1, 2015. On July 23, 2015, we announced an increase in the annual fee for a .net domain name registration
from $6.79 to $7.46, effective February 1, 2016. We have the contractual right to increase the fees for .net domain
name registrations by up to 10% each year during the term of our .net agreement with [ICANN through June 30, 2017.
The annual fee for a .com domain name registration is fixed at $7.85 for the duration of the current .com Registry
Agreement through November 30, 2018, except that prices may be raised by up to 7% each year due to the imposition
of any new Consensus Policy or documented extraordinary expense resulting from an attack or threat of attack on the
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Security and Stability (each as defined in the .com Registry Agreement) of the DNS, subject to approval of the DOC.
We offer promotional marketing programs for our registrars based upon market conditions and the business
environment in which the registrars operate. All fees paid to us for .com and .net registrations are in U.S. dollars.
Revenues from Security Services are not significant in relation to our total consolidated revenues.
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A comparison of revenues is presented below:
Three Months Ended September 30,  Nine Months Ended September 30,

2015 % Change 2014 2015 % Change 2014
(Dollars in thousands)
Revenues $265,780 4 % $255,022 $786,741 4 % $754,200
The following table compares domain name base for .com and .net managed by our Registry Services business:
September 30, September 30,
2015 % Change 1
Domain name base for .com and .net (1) 135.2 million 3 % 130.7 million

The domain name base for .com and .net presented above for each period, includes domain names that are in a
client or server hold status. The domain names that are on a hold status were not previously included in the
numbers reported in prior filings from 2014 and earlier; however, the prior period amounts reported in this Form
10-Q have been adjusted to include domain names on a hold status to allow for direct comparisons
Revenues increased by $10.8 million and $32.5 million during the three and nine months ended September 30, 2015,
respectively, as compared to the same periods last year, primarily due to an increase in revenues from the operation of
the registries for the .com and .net TLDs. The increase was driven by a 3% increase in the number of domain names
ending in .com and .net in each period and an increase in the .net domain name registration fees in February 2014 and
2015.
Growth in the domain name base was primarily driven by continued Internet growth and new domain name
promotional programs. However, ongoing economic uncertainty, competitive pressure from ccTLDs, the introduction
of new gTLDs, and ongoing changes to algorithms used by Internet search engines, has limited the rate of growth of
the domain name base in recent years and may continue to do so in the fourth quarter and beyond. During the third
quarter of 2015 we experienced an increase in the level of new domain name registrations from registrars in emerging
and international markets, particularly in Asia. While we expect to see continued growth in the domain name base
during the remainder of 2015, we do not believe the recent level of new registrations in these markets will continue at
the same pace during the fourth quarter. Also, due to seasonal factors, the fourth quarter tends to have fewer net
additions than the third quarter as we have experienced in recent years.
We expect revenues will continue to increase in the remainder of 2015, as a result of continued growth in the
aggregate number of domain names ending in .com and .net and increases in the .net domain name registration fees in
February 2014 and 2015.
Geographic revenues
We generate revenues in the U.S.; Australia, China, India and other Asia Pacific countries (“APAC”); Europe, the
Middle East and Africa (“EMEA”); and certain other countries including Canada and Latin American countries.
The following table presents a comparison of our geographic revenues:

Three Months Ended September 30, Nine Months Ended September 30,

ey

2015 % Change 2014 2015 % Change 2014
(Dollars in thousands)
U.S. $160,708 4 % $155,098 $477,424 4 % $460,017
EMEA 48,891 7 % 45,886 144,130 6 % 136,088
APAC 37,520 8 % 34,821 108,878 9 % 99,791
Other 18,661 3 Y% 19,217 56,309 3 Y% 58,304
Total revenues $265,780 $255,022 $786,741 $754,200

Revenues for our Registry Services business are attributed to the country of domicile and the respective regions in
which our registrars are located, however, this may differ from the regions where the registrars operate or where
registrants are located. Revenue growth for each region may be impacted by registrars reincorporating, relocating, or
from acquisitions or changes in affiliations of resellers. Revenue growth for each region may also be impacted by
registrars domiciled in one region, registering domain names in another region. Although revenues continued to grow
in the more mature markets of the U.S. and EMEA, the emerging markets in the APAC region saw the highest growth
rate for both the three and nine months ended September 30, 2015.
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Cost of revenues
Cost of revenues consist primarily of salaries and employee benefits expenses for our personnel who manage the
operational systems, depreciation expenses, operational costs associated with the delivery of our services, fees paid to
ICANN, customer support and training, consulting and development services, costs of facilities and computer
equipment used in these activities, telecommunications expense and allocations of indirect costs such as corporate
overhead.
A comparison of cost of revenues is presented below:

Three Months Ended September 30, Nine Months Ended September 30,

% %
2015 Change 2014 2015 Change 2014
(Dollars in thousands)
Cost of revenues $47218 1 % $46,933 $143,792 2 % $140,948

Cost of revenues remained consistent during the three months ended September 30, 2015, as compared to the same
period last year.
Cost of revenues increased by $2.8 million during the nine months ended September 30, 2015, as compared to the
same period last year, primarily due to a $2.7 million increase in salary and employee benefits expenses and a $1.5
million increase in registry fee expenses, partially offset by a $1.4 million decrease in telecommunication expenses.
Salary and employee benefits expenses increased primarily due to an increase in average headcount and increases in
salary, bonus and allocated benefit expenses. Registry fees due to ICANN increased by $1.5 million resulting from an
increase in the volume of .com registrations and renewals. Telecommunication expenses decreased primarily due to
savings realized on renewals of colocation agreements.
We expect cost of revenues as a percentage of revenues to remain consistent during the remainder of 2015 compared
to the nine months ended September 30, 2015.
Sales and marketing
Sales and marketing expenses consist primarily of salaries, sales commissions, sales operations and other
personnel-related expenses, travel and related expenses, trade shows, costs of lead generation, costs of computer and
communications equipment and support services, facilities costs, consulting fees, costs of marketing programs, such
as online, television, radio, print and direct mail advertising costs, and allocations of indirect costs such as corporate
overhead.
A comparison of sales and marketing expenses is presented below:

Three Months Ended September ~ Nine Months Ended September

30, 30,
2015 % Change 2014 2015 % Change 2014
(Dollars in thousands)

Sales and marketing $20,966 (14 Y% $24,304 $67,677 (1 )% $68,244

Sales and marketing expenses decreased by $3.3 million during the three months ended September 30, 2015, as
compared to the same period last year, primarily due to a decrease in advertising and consulting expenses that resulted
from differences in the timing of channel marketing programs for our Registry Services business, as 2014 programs
generally began later in the year than the 2015 programs.

Sales and marketing expenses remained consistent during the nine months ended September 30, 2015, as compared to
the same period last year.

We expect sales and marketing expenses as a percentage of revenues to remain consistent during the remainder of
2015 compared to the nine months ended September 30, 2015.

Research and development

Research and development expenses consist primarily of costs related to research and development personnel,
including salaries and other personnel-related expenses, consulting fees, facilities costs, computer and
communications equipment, support services used in our service and technology development, and allocations of
indirect costs such as corporate overhead.

A comparison of research and development expenses is presented below:
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Three Months Ended September
30,

2015 % Change 2014
(Dollars in thousands)

$15,019 (8 )% $16,320

Nine Months Ended September
30,
2015 % Change 2014

$48,518 (4 )% $50,453
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Research and development expenses decreased slightly in both the three and nine months ended September 30, 2015
compared to the same periods of last year, due to decreases in salary and employee benefits expenses resulting from a
decrease in average headcount during 2015.
We expect research and development expenses as a percentage of revenues to remain consistent during the remainder
of 2015 compared to the nine months ended September 30, 2015.
General and administrative
General and administrative expenses consist primarily of salaries and other personnel-related expenses for our
executive, administrative, legal, finance, information technology and human resources personnel, costs of facilities,
computer and communications equipment, management information systems, support services, professional services
fees, certain tax and license fees, and bad debt expense, offset by allocations of indirect costs such as facilities and
shared services expenses to other cost types.
A comparison of general and administrative expenses is presented below:

Three Months Ended September Nine Months Ended September

30, 30,
% %
2015 Change 2014 2015 Change 2014
(Dollars in thousands)
General and administrative $28.115 1 % $27965 $79,090 9 % $72,349

General and administrative expenses remained consistent during the three months ended September 30, 2015, as
compared to the same period last year. Legal expenses increased by $1.7 million primarily due to an increase in
services performed by external legal counsel. Stock-based compensation expenses decreased by $2.0 million due to
additional expense recognized in 2014 for certain performance-based RSUs which were recorded based on their
period-end fair value.

General and administrative expenses increased by $6.7 million during the nine months ended September 30, 2015, as
compared to the same period last year, primarily due to a $2.2 million expense for certain non-income related taxes, a
$2.3 million increase in legal expenses, a $1.8 million increase in salary and employee benefits expenses, including
stock-based compensation, and a $1.4 million increase in hardware and software expenses, partially offset by a $1.9
million decrease in contract and professional services expenses. Legal expenses increased by $2.3 million primarily
due to an increase in services performed by external legal counsel. Salary and employee benefits expenses increased
due to annual salary increases, and increased expenses related to insurance benefits. Stock based compensation
expense increased due to the expense associated with new executive stock grants, an increase in expense related to
performance-based RSUs, and the impact of new RSU grants which had a higher grant date fair value due to the
increase in our stock price, partially offset by additional expense recognized in 2014 for certain performance-based
RSUs which were recorded based on their period-end fair value. Hardware and software expenses increased primarily
due to additional hardware maintenance costs supporting our network infrastructure. Contract and professional
services expenses decreased due to reductions in consulting costs supporting various corporate functions.

We expect general and administrative expenses as a percentage of revenues to remain consistent during the remainder
of 2015 compared to the nine months ended September 30, 2015.
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Interest expense
The following table presents the components of Interest expense:

Three Months Ended Nine Months Ended
September 30, September 30,
2015 2014 2015 2014

(In thousands)

Contractual interest on the Subordinated Convertible $10.156 $10.156 $30,469 $30.469

Debentures
Contractual interest on the 2023 Senior Notes 8,672 8,672 26,015 26,015
Contractual interest on the 2025 Senior Notes 6,563 — 13,490 —

Amortization of debt discount on the Subordinated

Convertible Debentures 2,581 2,375 7,585 6,986

Credit facility fees and amortization of debt issuance costs 734 497 1,973 1,482
Interest capitalized to Property and equipment, net (162 ) (167 ) (468 ) (544 )
Total interest expense $28,544 $21,533 $79,064 $64.,408

We expect interest expense as a percent of revenue to increase during the remainder of 2015 as compared to the nine
months ended September 30, 2015 due to the additional interest on the 2025 Senior Notes.

Non-operating (loss) income, net

The following table presents the components of Non-operating (loss) income, net:

Three Months Ended Nine Months Ended
September 30, September 30,
2015 2014 2015 2014

(In thousands)

Unrealized (loss) gain on contingent interest derivative on $AT4T ) $(6.562 ) $9.058 ) $3.953

Subordinated Convertible Debentures

Interest income 639 197 1,271 708
Other, net 133 (108 ) 1,458 376
Total non-operating (loss) income, net $(3,975 ) $(6,473 ) $(6,329 ) $5,037

Unrealized losses and gains on the contingent interest derivative on the Subordinated Convertible Debentures reflect
the change in value of the derivative that results primarily from changes in our stock price. Interest income is earned
principally from our surplus cash balances and marketable securities.

Income tax expense

The following table presents income tax expense and the effective tax rate:

Three Months Ended Nine Months Ended
September 30, September 30,
2015 2014 2015 2014
(Dollars in thousands)
Income tax expense $29,486 $16,305 $88,565 $73,047
Effective tax rate 24 % 15 % 24 % 20 %

The effective tax rate for the three and nine months ended September 30, 2015 and 2014 was lower than the statutory
federal rate of 35% primarily due to tax benefits from foreign income taxed at lower rates, partially offset by state
income taxes and non-deductible stock-based compensation. The effective tax rate for the three and nine months
ended September 30, 2014 was also reduced by discrete income tax benefits recognized as a result of cha