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"VeriSign: Phantom of the Internet, or Web's Version of General Eclectic?" 

 
 
Company Spotlight:   VeriSign, Inc. (NASDAQ: VRSN) 
 
Current Stock Price:   $39.26 based upon June 25 close 
52-week trading range:   $27.77 to $42.50 
Our Target Scenarios:   Tier-One target $34.00; Tier-Two target $30.00 
 
Hedging Scenario: Buy SEPT-08 $40.00 CALLS at $2.25 to lock in and "implied 
downside" of $3.00 per share for 90 days, and we will revisit the options into 2009 in 
late-August or early-September for a roll-out.  Unfortunately, the Call options in 
particular get too expensive the farther out you go. 
 
Option Speculation: Buy DEC-08 $32.50 PUTS at $1.35 (Please read more detailed 
strategy and analysis/projections at the end) 

INTRODUCTION 

VeriSign is one of those dominant internet infrastructure companies that many internet 
users still don't know, but the company has its hands in everything related to websites.  
The company has many solid properties, some of which are monopolies or brand leaders, 
and it is diversified.   
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But.... VeriSign is also in the midst of restructuring itself rather slowly, and the stock 
seems both overvalued and appears to have a phantom restructuring premium in the 
stock.  We believe a fair value for in-line Internet and market valuations can end up with 
a $34.00 price handle in fairly short order, with an ultimate target of closer to $30.00.  
Because this is a semi-fluid situation we insist that this strategy be considered on a de-
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leveraged PUT option basis OR that all short sales only be considered with an offsetting 
Call option purchase that can mitigate some of the downside risks if we are wrong and 
the stock manages to keep rising.  Just because we think it is overvalued doesn't mean the 
company can't pull rabbits out of the hat.   

There is one important angle to this call, and that is that the timing date set is not an in 
stone target price at a set target date.  The reasons are complicated and are partly because 
of the option expiration calendar remaining in 2008. Our $30.00 ultimate valuation target 
for the company is one we do not expect to see until very late in 2008 or even into 2009. 
We could even justify a valuation of $25.00 later into 2009, but the "if, then" scenarios 
get too complicated to model and that would also in our minds require a bear market to 
play out to that result.  

While this call may resemble some of the same characteristics of our best short sale call 
for Getty Images in mid-2007, we do not expect the exact same magnitude of what is or 
was effectively an industry "de-merger" to take place.  But the valuations and pricing to 
peers, the company's current structure, it's slow restructuring, and the industry changes 
that lie ahead all pose in our model a larger risk than a reward.   

THE COMPANY 

First off, what is inside of VeriSign?  For starters you have your old Network Solutions 
for domain registry, but even more importantly than this the company is the directory 
provider for .com, .net, .cc, and .tv domain names.  It is the premiere Secure Socket Layer 
certificate (SSL) provider with the highest trusted certificates for websites.  It also has 
security solutions, some partnered with Alladin Knowledge (ALDN).  Its content and 
management solutions allow for video delivery on the high-end down to basic messaging 
on the low-end, and that ties in with its Communications group.  The company also has 
its own global consulting services group for everything top to bottom on your website 
and ecommerce solutions. 
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The company has made many acquisitions that it is now trying to partially unload.  On 
the digital content side, it acquired Moreover for content aggregation on the web back in 
2005 for a price tag said to be around $30 million.  But now the company reportedly has 
this on the block and the word is that the Associated Press is going to end up owning it.  
This was a good web content property that the company has not at all been able to 
properly monetize.  Other properties it has acquired are Jamba in 2004 for mobile content 
($273 million cash),  GeoTrust in 2006 for SSL ($125 million cash), iDefense in 2005 for 
security intelligence ($40 million cash), 3united Mobile Solutions AG in 2006 for mobile 
applications ($70 million cash), inCode Wireless in 2006 for mobility solutions tech 
consulting ($52 million), CallVision in 2006 for simplified billing for cellular carriers 
($30 million), Kontiki in 2006 for file speed downloads and bandwidth load reduction 
($62 million), Guardent inc. in 2003 ($140 million cash and stock), mCube in 2006 for 
content ($250 million cash)…. And on. 
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The company also announced part of its headquarters sale for $49 million, and would 
enter into a lease-back arrangement for $12.5 million.  

ITS INITIAL DIVESTING PLANS & BASIC EXPANSION PLANS 

In November 2007, VeriSign outlined its path for divestitures. It called for divesting a 
number of businesses in the company's portfolio, such as communications, billing and 
commerce to allow VeriSign to invest more in extending the footprint of its core 
businesses.   

Some of these units have already been merged down into each other and some have even 
been sold off in part.  But there are between 8 and 12 smaller units that are essentially up 
for divestiture, sale, or closure over the coming months.  These may all bring in liquidity 
but may also result in charges compared to prices paid for those operations in the past.   

These newer areas included web certificates (SSL) and the Internet Registry Business 
(VeriSign Naming Services), and identity protection services.  While the company does 
plan to continue efforts in new top level domain-like opportunities, it also plans for new 
programs internationally.  This is still perhaps more of a risk than a reward based on the 
company's make-up after so many acquisitions in this decade. 

ANALYSTS SWARMING 

These are not all of the update and new calls from analysts, but here are some standouts: 
 Oppenheimer reiterated its Outperform rating and raised its target to $46 from $42 just 
last week with a $2.08 EPS target for 2010 and $1.68 EPS target for 2009;  JPMorgan 
downgraded to neutral from Overweight on June 5;  Stifel Nicolaus reiterated a Buy 
rating and lifted price target from $45 to $50 on June 4; Deutsche Bank reiterated its Buy 
rating and raised price target from $45 to $50 on May 9; Stanford Financial reiterated its 
Hold rating but raised its target price to $39 on May 9;  

We have a different view from the analysts on Wall Street.  Shares recently hit a 5-year 
high and analysts downgraded this some on performance and some on valuation.  The 
problem is that valuations are stretched and we feel are priced to perfection for 2008 as 
is, let alone for 2009.  We aren't looking for an industry de-merger trend imploding the 
company, but a $34 price for the first hurdle gives it a 25% premium to market and that 
$30 would give this closer to a 10% premium over what we think is its fair market value.  
This is still a premium to Google (the best target on the web) and a significant premium 
(more than twice over) compared to Web.com (Website Pros) (WWWW) as its smaller 
"knock-off" brand competitor and even more expensive on many metrics compared to the 
even smaller Entrust Inc. (ENTU) 

INDUSTRY CHANGES MAKE IT MORE EXPENSIVE THAN PEERS, BY FAR 

WWW.247WALLST.COM 

The key thesis behind our call is the new migration of the smaller and smaller companies 
taking the web by storm.  The huge enterprise companies and the huge multi-national 
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companies are already established and their services used with VeriSign are mostly set in 
place.  The growth of the web is coming from smaller and smaller players in Web 2.0 and 
just traditional ecommerce sites as far as raw numbers.  While VeriSign does get to claim 
the ICANN equivalent fee and while they do get to raise the price for that domain name 
registration from all other registrars, the raw costs at a Web.com (former Website Pros), 
Entrust, 1and1.com, GoDaddy, Register.com, and many others offer almost entirely the 
same suite of tools from registration to SSL to ecommerce to hosting to developing… and 
even to consulting.  The difference is that all of these other companies do it for a fraction 
of the cost compared to VeriSign.   

It goes without argument that VeriSign is the Rolls Royce model of the web.  You could 
probably even get the same answer from any of the smaller competitors.  But quite 
literally a start-up or small company can register a domain, create a respectable looking 
site, add ecommerce and SSL tags, get the hosting, and more for a few hundred dollars in 
today's world if they know what they are doing.  While it doesn't have to cost this at 
VeriSign, the total fees can easily run up into the thousands there at VeriSign.  As the 
economy shifts and as more and more individuals have to become self employed or have 
to start their own businesses they will turn to the cheaper alternative.  This figure is no 
joke: Two years ago when we were starting a Phase I at a different website partnership 
(without a dedicated IT/Web programmer like we have now) we were looking at more 
than $3,000.00 turnkey with a one-month roll-out.   By avoiding VeriSign that fee was 
literally $450.00 baseline and $600.00 turnkey with a 3-day roll-out for a partner.  Would 
the solution have been better all consolidated and all under the Rolls Royce model? Yes.  
But this was a mere test like so many other ventures are, and when it comes to a cash 
strapped start-up or when it comes to a person with financial issues as so many are in 
now this becomes a no-brainer.  Costs for the masses are likely to trump the turnkey 
solutions that stretch thin budgets. 

SECONDARY & TERTIARY DOMAIN CHANGES COMING 

A decision is imminent and due out of ICANN (Internet Corporation for Assigned Names 
and Numbers) that would allow virtually an unlimited number of domain endings such as 
.ibm, .news, .sports, .ebay, .video, and on.  There will also be an allowance for more 
domains to be granted out in foreign languages and domains to be granted out even in 
foreign language characters for Arabic, Chinese, and on.  While VeriSign would get a 
piece of this from the 70 million or so ".com" ending domains, this becomes yet another 
huge wild card down the road for its business model.  That will bring incidental business, 
but it will also be an opening up of many more competitors to registration.  The soonest 
this actual change will take place is early 2009 and it could be delayed further if history 
and legal juggernauting trends remain the way they have been in the past. 

WWW.247WALLST.COM 

To put this in perspective, depending upon how various calculations are made from 
source to source, there are now more domain registrations for Chinese websites ending in 
".cn" suffixes rather than ".net" suffixes.  The approval of the current unlimited changes 
is expected in extremely short order and could come as soon as the end of this week.  

http://1and1.com/
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This is a longer-term issue and one we feel the analyst community is going to interpret as 
a mixed bag with some calls positive and some calls negative. 

MOST RECENT EXPANSIONS 

Over the last few weeks VeriSign has made several expansion moves, but these are at 
least organic and not via acquisition like almost all initiatives have been before 2007. 
  The company invested somewhere in the vicinity of $100 million to expand with two 
new "Regional Internet Resolutions Site" offices in Paris and in Brussels in Europe, 
which will add to its European presences in Germany, England, Sweden, Italy, 
Switzerland, Ireland and Poland.  The company has also been selected for secure log-in 
access to Microsoft's HealthVault.  While it is divesting or closing non-core operations, 
there will continue to be more expansions. 

CURRENT NEWS TRENDS 

The company last quarter gave earnings at (-$0.09) net GAAP EPS on $19 million loss, 
after a $25.5 million impairment charge and $26.5 million restructuring charge; non-
GAAP earnings $44 million or $0.21 EPS.  This was on revenues of $354 million.  In 
January, VeriSign predicted first-quarter revenue of $215 million to $220 million from its 
core businesses. 

Second quarter 2008 guidance called for revenue of $228-$233 million ($228 million was 
consensus). The domain name business (approx. 60% of the core) posted 22% y/y growth 
in units and a 8% price hike generate an implied revenue growth of about 27%. Unit 
growth y/y of the domain name business has moderated over the past five quarters (Zacks 
says 28%, 27%, 25%, 24%, and 22%, respectively) even though VeriSign maintains that 
it is seeing "steady domain" growth.   

VeriSign said the growth of the web was constant in Q1 with some 14 million new 
domain names added, according to the first quarter 2008 Domain Name Industry Brief 
published by VeriSign.  The close of the first quarter saw a total base of more than 162 
million domain name registrations worldwide across all of the Top Level Domain Names, 
a 26% increase over the same quarter last year, and 6% growth over the fourth quarter of 
2007.  

VeriSign Inc. keeps the master list of domain names ending in ".com" and ".net," and 
effective Oct. 1, the annual fee for ".com" names will go up 7% to $6.86 and the ".net" 
fee will go up by 10% to $4.23. 

ANOTHER INDUSTRY CONCERN 

WWW.247WALLST.COM 

Concerns have been raised in the past that regulators or Google-initiated actions could 
reduce the number of "parked domains" (about 8%-10% of names).  This may be cyber-
squatting and it may be legitimate, but that is another issue entirely.  Either way, this is a 
business risk.  Concerns surrounding this issue are likely to persist.  Our "negative" 



 6

model does not take this into consideration, so it is not an issue we are banking on for the 
negative thesis to play itself out. 

POLITICAL ANGLE 

After 2008 we have a regime change in the U.S. coming either way, and this is likely to 
be much less of the status quo or a sharp change from the status quo for companies that 
possess a stranglehold over their smaller competitors.  Every few years the near-
monopoly is challenged and these fee hikes back to back annually are likely to be used as 
the reason that some are likely to challenge some of the contracts.  The fact that contract 
law prohibits an outright contract busting won't stave off the criticism and won't stave off 
the issues after 2011 to 2014.  These are very long-term issues that won't affect today's or 
tomorrow's earnings.   

HUGE COST INCREASES 

VeriSign plans to increase the capacity of its global Internet infrastructure by ten times by 
the year 2010; and it plans to increase its daily DNS query capacity from 400 
billion/daily to over 4 trillion queries a day; and it will increase the aggregate network 
bandwidth of its primary resolution centers around the world from more than 20 gigabits 
per second to greater than 200 Gbps per second.   Its deployment of Regional Internet 
Resolution Sites is planned to increase to more than 100 locations across the globe by 
2010.   This translates to significantly higher Cap-Ex and to significantly higher operating 
costs.  While the cost of these services used to see what felt like exponential cuts, the 
number of tier-1 providers that can accommodate these plans is a shrinking list and 
pricing power is basically established in today's world.  We feel these cost increases that 
are coming down the pipe have not been properly interpolated into a raw earnings per 
share number in 2009 and 2010. 

RECENT MANAGEMENT CHANGES 

On April 4, 2008 the company announced that CFO Albert E. Clement's employment 
ended April 4, as did Controller Debbie W. Tuck. While the company downplayed this, 
we are always concerned when more than one officer leaves.  That becomes an 
exponential concern when they are both from the finance department.  Here is the sugar-
coated answer to this: "These actions were not the result of any matters which, to the 
company's knowledge, would have an adverse impact on the integrity of the company's 
financial statements or the results of its operations," VeriSign said, but provided no 
details.  

The company is working on divesting some of its non-core units and said at the time that 
results from those would be listed as discontinued operations starting in the first quarter. 
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SHARE BUYBACKS 

VeriSign, Inc. entered into an accelerated share repurchase agreement in early February 
to repurchase $600 million worth of its common stock.  It also announced its intent to 
repurchase up to an additional $200 million in open market transactions. Under the 
agreement, VeriSign noted that it would pay $600 million to a financial institution in 
exchange for a number of shares. The company expects to complete the repurchases in 
the third quarter of 2008, although in certain circumstances the completion date may be 
shortened or extended.  This has made the exact number of shares and the exact market 
cap a current unknown, but when you back it out for a fully retired share count it does 
nothing to our thesis.  In fact, after all of the acquisitions it has made that haven't been 
able to be fully integrated we view this as the end to acquisitions and an expensive 
method of manipulating its earnings per share growth from 2008 to 2009.  The share 
performance from the end of Q1 to today leads us to believe that the lion share of the 
buyback stock pop has already been realized. 

The buybacks came right off the balance sheet as well.  The company's cash position 
from Q4-2007 to Q1-2008 went from over $1.37 Billion down to $483 million last 
quarter, and its long-term investments went from $131 million to $112.7 million.  At the 
same time its total current liabilities went from $946.1 million in Q4-2007 to $1.065 
Billion in Q1-2008.  We also saw a net increase in its longer-term obligations on a 
smaller scale, and total liabilities from Q4-2007 went from $2.495 Billion up to $2.626 
Billion in Q1-2008.   

BUSINESS OUTLOOK & VALUATIONS 

In early May, VeriSign issued core guidance for second quarter 2008 revenue (for core 
businesses) to be in the range of $228 million to $233million, reflecting sequential 
growth of 3 to 5%. At the time, analysts were expecting revenue of $231 million.  As of 
this week, that number sits at $231.3 million for the quarter about to end.  

We have estimates ahead on VeriSign as $1.00 EPS for Fiscal December 2008 on $947 
million in total revenues.  For 2009 we have estimates at $1.59 EPS on $1.12 Billion in 
revenues.   This takes us back to the top where we outlined rough numbers as being a 
stock with a current P/E ratio of nearly 50 in an uncertain environment.   This gives us a 
forward P/E of approximately 39.25 for 2008 and forward P/E of 25 for 2009.  On 
multiples of revenue projections, we have forward revenue multiples of 8.0 for 2008 and 
6.8 for 2009.  These multiples are high, but aren't in the stratosphere. 

Those high multiples become more realistic at a $34.00 stock, become fairly valued at a 
$30.00 stock, and become outright a "cheaply valued internet stock" at $25.00.   

WWW.247WALLST.COM 

We are only basing this first bearish target thesis and valuations on the $34.00 for 
forward numbers, because drops below that may only come from under-execution or 
overpromising from the company.  At a $34.00 stock, we still have a company that trades 
at 34-times 2008 projected EPS and with a near-$6.5 Billion market capitalization and a 
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forward revenue multiple close to 6.9.  Both multiples remain elevated to the market.  For 
forward 2009 valuations, we come closer to "less elevated" with a 2009 projected P/E of 
21.4 and a forward revenue multiple of 5.8-times.  But this is also before any discounting 
of present values, which gives more of a cushion to our bearish thesis.    

OPTIONS TRADE SET-UP FOR DE-LEVERAGING 

We have already outlined our bearish thesis for the company based upon current 
valuations and based upon some of the problems we have seen.  But we wanted to pose 
the other possibility of merely using a de-leveraged trading strategy with the use of PUT 
options.  Options on their own are generally considered a leveraged trade, but they 
frequently are the opposite.  Go ask traders in October 2007 if they preferred trading 
VMware (VMW) the stock or VMware put and call options. 

 We use the term "de-leveraged" in the sense that if you were going to theoretically short 
sell 1,000 shares, then you would only use the "purchasing of 10 PUT contracts" (1,000 
shares equivalent) to generate close to the same result.  Under this strategy your 
downside in raw dollars for more leverage actually works in your favor rather than 
against you. 

If you want to set up in this manner we want to go for the contract that offers time value 
but doesn't demand so much premium that its cost basis is shot.  We believe the DEC-08 
$32.50 PUTS at $1.35 offer the best convexity and risk/reward of the contracts.  Based 
upon our calculations, if we see a drop in the share price to $36.00 by the end of August 
we calculate an option value of this at $2.25.  If we see a $34.00 share price say by the 
end of September, then we calculate a value of those contracts at closer to $2.75 to 
account for the time value.   

The most leverage a trader can take without any crazy predictions would be to purchase 
the DEC-08 $30.00 PUTS at $0.85.  But the problem there is that even a drop to $35.00 
by the end of September might not even generate a $2.00 price.  Because of convexity 
and some event risk being a factor, we might not even expect a substantial premium 
increase if that time is delayed. 

Once again, using options for a leveraged trade is not our idea in the slightest.  We saw 
much larger gains from the PUT OPTIONS contract in our newsletter call betting against 
Getty Images than we did on the raw short sale with the CALL OPTION as a hedge.  
This situation is a different one than from then, so keep the risk/reward parameters in 
mind. 

RISKS TO OUR THESIS 
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There are many things that could blow us out of the water on the call against VeriSign.  
For starters, they are THE leader in the field.  The company could suddenly be the 
beneficiary of an industry change and it could figure a way of capturing all the foreign 
registration business.  The drop in revenues from other operations might not be as harsh 
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as many expect.  Internet competition among the top players could actually decrease in 
some economic slowdown scenarios.  There is always a chance that the divest-plan 
comes together much faster for more monies than were originally estimated.  A sudden 
major bull market in technology and internet stocks would throw many of the "valuation 
concerns" right out the window.  Trust factors from consumers and/or businesses alike 
could demand more premium "know thy partner" environment.  The company could fall 
in love with buybacks.   The list goes on…. 
 
Jon C. Ogg 
June 26, 2008 
 
Company Contact: 
24/7 Wall St., LLC 
16 East 90th Street 
New York, NY 10128 
Tel (212) 203-0673 
Fax (888) 633-0673 
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The officers and employees of 24/7 Wall St., LLC do not own shares of any companies mentioned in this 
report and have not been paid or compensated in any way to represent any of the companies mentioned 
herein in any particular light. 
 
DISCLAIMER: Information has been taken from sources deemed reliable, but no assurances can be made 
to the accuracy of any figures, claims, or opinions. This is for informational purposes only and is not to be 
interpreted as investment advice or a recommendation to buy or sell securities.  Neither the company nor 
the officers are licensed brokers or investment advisors.  It is the sole responsibility of each individual to do 
their own research and form their own opinions. Neither 24/7 Wall St., LLC nor its officers assume any 
responsibility or liability for investor gains or losses, and neither holds any material knowledge or inside 
information regarding the companies noted herein.  Investing involves a high degree of risk, and you 
should contact your own financial advisor before making any investment decision. 
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