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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-Q

(Mark One)

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

ACT OF 1934
For the quarterly period ended January 31, 2009

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

For the transition period from to

Commission file number: 001-32465

VERIFONE HOLDINGS, INC.

(Exact name of registrant as specified in its charter)
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Delaware 04-3692546
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)

2099 Gateway Place, Suite 600
San Jose, CA 95110
(Address of principal executive offices with zip code)
(408) 232-7800
(Registrant s telephone number, including area code)
N/A

(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated filer x Accelerated filer ~
Non-accelerated filer ~ (Do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes © No x

At February 28, 2009 the number of shares outstanding of the registrant s common stock, $0.01 par value was 84,455,505.
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PARTI FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS (Unaudited)

VERIFONE HOLDINGS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

Net revenues:
System Solutions
Services

Total net revenues
Cost of net revenues:
System Solutions
Services

Total cost of net revenues

Gross profit

Operating expenses:

Research and development

Sales and marketing

General and administrative

Amortization of purchased intangible assets
Impairment of goodwill

Total operating expenses

Operating loss

Interest expense

Interest income

Other income (expense), net

Loss before income taxes
Provision for (benefit of) income taxes

Net loss

Net loss per share:
Basic

Diluted

Weighted average shares used in computing net loss per share:

Basic
Diluted

Table of Contents

Three Months Ended January 31,

2009

(Unaudited)
(In thousands, except per share data)

$ 185,841
28,182

214,023

128,111
16,610

144,721

69,302
17,872
19,407
30,728
5,871
178,257
252,135
(182,833)
(5,361)
647
4,214

(183,333)
(1,344)

$ (181,989)

$ (2.15)

$ (2.15)

84,487

84,487

$

2008

155,601
29,920

185,521

109,604
18,553

128,157

57,364

22,462
24,643
26,066

5,890

79,061

(21,697)

(6,440)
2,088

(4,520)

(30,569)
2,929

(33,498)

(0.40)

(0.40)

84,153

84,153

4
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The accompanying Notes to Condensed Consolidated Financial Statements

are an integral part of these financial statements.
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VERIFONE HOLDINGS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS
Current assets:
Cash and cash equivalents
Accounts receivable, net of allowance of $4,949 and $5,033
Inventories
Deferred tax assets
Prepaid expenses and other current assets

Total current assets

Property, plant and equipment, net
Purchased intangible assets, net
Goodwill

Deferred tax assets

Debt issuance costs, net

Other assets

Total assets

LIABILITIES AND STOCKHOLDERS

Current liabilities:

Accounts payable

Income taxes payable

Accrued compensation

Accrued warranty

Deferred revenue, net

Deferred tax liabilities

Accrued expenses

Other current liabilities

Current portion of long-term debt

Total current liabilities
Accrued warranty
Deferred revenue, net
Long-term debt

Deferred tax liabilities
Other long-term liabilities

Total liabilities

Minority interest
Stockholders equity (deficit):

Preferred stock: $0.01 par value; 10,000 shares authorized at January 31, 2009 and October 31, 2008; zero
shares issued and outstanding as of January 31, 2009 and October 31, 2008

Common stock: $0.01 par value; 200,000 shares authorized at January 31, 2009 and October 31, 2008;
84,456 and 84,443 shares issued and outstanding as of January 31, 2009 and October 31, 2008

Table of Contents

January 31, October 31,
2009 2008 (1)
(Unaudited)

(In thousands, except
par value)
$ 155,075 $ 157,160

158,479 170,234
139,770 168,360

10,676 9,465
60,392 57,631
524,392 562,850
53,316 52,309
81,120 92,637
135,480 321,903
218 1,276
11,006 11,704
34,800 37,073
$ 840,332 $ 1,079,752
$ 49,533 $ 81,188
4,658 2,185
19,274 19,477
8,221 8,527
47,049 47,687
1,305 1,805
9,040 9,475
72,098 91,168
5,013 5,022
216,191 266,534
1,690 1,490
12,032 13,292
541,926 543,357
63,814 68,928
42,701 41,939
878,354 935,540
2,263 2,058
845 845
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Additional paid-in capital 664,538
Accumulated deficit (686,162)
Accumulated other comprehensive loss (19,506)
Total stockholders equity (deficit) (40,285)
Total liabilities and stockholders equity (deficit) $ 840,332

(1) Amounts as of October 31, 2008 were derived from the October 31, 2008 audited Consolidated Balance Sheets.
The accompanying Notes to Condensed Consolidated Financial Statements

are an integral part of these financial statements.
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655,974
(504,173)
(10,492)

142,154

$ 1,079,752
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VERIFONE HOLDINGS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities

Net loss

Adjustments to reconcile net loss to net cash provided by operating activities:
Amortization of purchased intangible assets

Depreciation and amortization of property, plant, and equipment
Amortization of capitalized software

Impairment of goodwill

Write-off of capitalized software

Loss on disposal of property, plant, and equipment
Amortization of debt issuance costs

Stock-based compensation

Other non cash items

Net cash provided by (used in) operating activities before changes in working capital

Changes in operating assets and liabilities:
Accounts receivable, net

Inventories

Deferred tax assets

Prepaid expenses and other current assets
Other assets

Accounts payable

Income taxes payable

Tax benefit from stock-based compensation
Accrued compensation

Accrued warranty

Deferred revenue, net

Deferred tax liabilities

Accrued expenses and other liabilities

Net cash provided by operating activities

Cash flows from investing activities

Purchases of property, plant, and equipment

Software development costs capitalized

Acquisition of businesses, net of cash and cash equivalents acquired

Net cash used in investing activities
Cash flows from financing activities
Proceeds from debt, net of costs
Repayment of debt

Payment of debt amendment fees
Proceeds from exercises of stock options
Tax benefit of stock-based compensation
Other

Net cash provided by (used in) financing activities
Effect of foreign currency exchange rate changes on cash and cash equivalents
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Three Months Ended January 31,

2009
(Unaudited)
(In thousands)

$ (181,989) $

11,039
3,245
790
178,257
494

156

698
8,557
213

21,460

11,795
28,695
(152)
(2,761)
989
(31,655)
2,473
(D
(203)
(106)
(1,899)
(5,614)
(15,922)

7,099
(4,674)

(283)
(536)

(5,493)

(1,417)

19
1
@n

(1,418)
(2,273)

2008

(33,498)

14,065
3,027
471

2,700

616
5,470
(227)

(7,376)

11,703
(9,543)
5,707
(16,421)
(11,370)
(4,605)
8,179
(957)
934
(758)
17,225
3,930
5373

2,021

(5,383)
(662)
(2,858)

(8,903)

439
(1,250)
(740)

1,704

957
31

1,079
112
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Net decrease in cash and cash equivalents (2,085) (5,691)
Cash and cash equivalents, beginning of period 157,160 215,001
Cash and cash equivalents, end of period $ 155,075 $ 209,310

Supplemental disclosures of cash flow information
Cash paid for interest $ 7844 $ 6,238

Cash paid (received) for income taxes $  (1,953) $ 2,232
The accompanying Notes to Condensed Consolidated Financial Statements

are an integral part of these financial statements.

Table of Contents 9



Edgar Filing: VeriFone Holdings, Inc. - Form 10-Q

Table of Conten
VERIFONE HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
Note 1. Principles of Consolidation and Summary of Significant Accounting Policies
Business Description

VeriFone Holdings, Inc. ( VeriFone orthe Company ) was incorporated in the state of Delaware on June 13, 2002. VeriFone designs, markets,
and services electronic payment solutions that enable secure electronic payments among consumers, merchants, and financial institutions.

Principles of Consolidation

The accompanying consolidated financial statements include the accounts of the Company and its majority-owned subsidiaries. All significant
intercompany accounts and transactions have been eliminated and amounts pertaining to the non-controlling ownership interest held by third
parties in the operating results and financial position of the Company s majority-owned subsidiaries are reported as minority interest.

Unaudited Interim Financial Statements

The accompanying condensed consolidated financial statements as of January 31, 2009 and for the three months ended January 31, 2009 and
2008 are unaudited. These unaudited condensed consolidated financial statements have been prepared in accordance with accounting principles
generally accepted in the United States ( GAAP ) for interim financial information and the rules and regulations of the Securities and Exchange
Commission ( SEC ), for reports on Form 10-Q and, therefore, do not include all information and notes normally provided in audited financial
statements prepared under GAAP. In the opinion of the Company s management, the unaudited condensed consolidated financial statements have
been prepared on the same basis as the annual consolidated financial statements and include all adjustments of a normal recurring nature
necessary for the fair presentation of the Company s financial position as of January 31, 2009, its results of operations for the three months ended
January 31, 2009 and 2008 and cash flows for the three months ended January 31, 2009 and 2008. The condensed consolidated balance sheet at
October 31, 2008 has been derived from audited consolidated financial statements, but does not include all disclosures required by GAAP. These
unaudited interim condensed consolidated financial statements should be read in conjunction with the Consolidated Financial Statements and
Notes thereto included in the Company s Annual Report on Form 10-K for the fiscal year ended October 31, 2008 filed with the Securities and
Exchange Commission.

Use of Estimates

The preparation of the condensed consolidated financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities, disclosures of contingent assets and liabilities at the date of the financial
statements, and the reported amounts of revenues and expenses during the reporting period. The Company bases its estimates on historical
experience and various other assumptions that are believed to be reasonable under the circumstances. Actual results could differ from those
estimates, and such differences may be material to the condensed consolidated financial statements.

Summary of Significant Accounting Policies

The Company adopted the Statement of Financial Accounting Standards ( SFAS ) No. 157, Fair Value Measurements, effective November 1,
2008, for all financial assets and liabilities recognized or disclosed at fair value in the financial statements. SFAS No. 157 defines fair value,
establishes a framework for measuring fair value and expands disclosures about fair value measurements. SFAS 157 applies to other
pronouncements that require or permit fair value measurements; it does not require any new fair value measurements. In accordance

Table of Contents 10
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with FSP No. 157-2, Effective Date of FASB Statement No. 157, the Company has delayed the implementation of SFAS No. 157 provisions on
the fair value of goodwill, other intangible assets and nonfinancial long-lived assets until the beginning of fiscal year 2010. The adoption of FAS
No. 157 did not have any material impact on the Company s consolidated financial statements. See Note 5. Fair Value Measurements for
additional information relating to the adoption of SFAS No. 157.

Effective November 1, 2008, the Company also adopted SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities
including an Amendment of FASB Statement No. 115, which allows an entity to choose to measure certain financial assets and liabilities at fair
value on a instrument-by-instrument basis. Subsequent fair value measurement for the financial assets and liabilities an entity elects to measure
will be recognized in earnings. The Company has not elected fair value option for any eligible assets and liabilities.

Other than these changes, there have been no changes in the Company s significant accounting policies during the three months ended
January 31, 2009 as compared to the significant accounting policies described in the Company s audited consolidated financial statements
included in the Company s Annual Report on Form 10-K for the fiscal year ended October 31, 2008.

Concentrations of Credit Risk

For the three months ended January 31, 2009, one customer accounted for 10% of the Company s net revenues and 14% of the Company s
outstanding accounts receivable as of January 31, 2009. No other customer accounted for more than 10% of the Company s net revenues or
outstanding accounts receivable balances for other periods presented.

Recent Accounting Pronouncements

In December 2007, the Financial Accounting Standards Board ( FASB ) issued SFAS No. 141(R), Business Combinations. SFAS No. 141(R) will
change the accounting for business combinations including the measurement of acquirer shares issued in consideration for a business
combination, the recognition of contingent consideration, the accounting for pre-acquisition gain and loss contingencies, the recognition of
capitalized in-process research and development as an indefinite-lived intangible asset until approved or discontinued rather than as an
immediate expense, expensing restructuring costs in connection with an acquisition rather than considering them a liability assumed in the
acquisition, the treatment of acquisition-related transaction costs, including the fair value of contingent consideration at the date of an
acquisition, the recognition of changes in the acquirer s income tax valuation allowance, and accounting for partial and/or step acquisitions.
SFAS No. 141(R) is effective on a prospective basis for all business combinations for which the acquisition date is on or after the beginning of
the first annual period subsequent to December 15, 2008, with the exception of the accounting for valuation allowances on deferred taxes and
acquired tax contingencies under SFAS No. 109, Accounting for Income Taxes. Early adoption is not permitted. When SFAS No. 141(R)
becomes effective, which, for the Company, will be in the first quarter of fiscal year 2010, any adjustments made to valuation allowances on
deferred taxes and acquired tax contingencies associated with acquisitions that closed prior to the effective date of SFAS No. 141(R) will be
recorded through income tax expense, whereas currently the accounting treatment would require any adjustment to be recognized through the
purchase price. The Company is currently evaluating SFAS No. 141(R) and has not yet determined the impact, if any, its adoption will have on
the Company s consolidated financial statements.

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial Statements, an amendment of ARB
No. 51. SFAS No. 160 will change the accounting and reporting for minority interests, which will be recharacterized as noncontrolling interests
and classified as a component of equity. In conjunction with SFAS No. 141(R), discussed below, SFAS No. 160 will significantly change the
accounting for partial and/or step acquisitions. SFAS No. 160 will be effective for the Company in the beginning of fiscal year 2010. Early
adoption is not permitted. The Company is currently evaluating SFAS No. 160 and has not yet determined the impact, if any, its adoption will
have on the Company s consolidated financial statements.

Table of Contents 11
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In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and Hedging Activities, an amendment of FASB
Statement No. 133. SFAS No. 161 amends and expands the disclosure requirements of SFAS No. 133, Accounting for Derivative Instruments
and Hedging Activities, to provide an enhanced understanding of an entity s use of derivative instruments, how they are accounted for under
SFAS No. 133 and a tabular disclosure of the effects of such instruments and related hedged items on the entity s financial position, financial
performance and cash flows. SFAS No. 161 is effective for financial statements issued for fiscal years and interim periods beginning after
November 15, 2008. The Company will be required to adopt SFAS No. 161 in the second quarter of fiscal 2009, which begins on February 1,
2009. The adoption of SFAS No. 161 will not have any material impact on the Company s consolidated financial statements.

In April 2008, the FASB issued FASB Staff Position ( FSP ) No. 142-3, Determination of the Useful Life of Intangible Assets. FSP No. 142-3
amends the factors that should be considered in developing renewal or extension assumption used to determine the useful life of a recognized
intangible asset under SFAS No. 142, Goodwill and Other Intangible Assets. FSP No. 142-3 will be effective in the first quarter of fiscal year
2010. The Company is currently evaluating the impact of the adoption of FSP No. 142-3 and has not yet determined the impact, if any, its
adoption will have on the Company s consolidated financial statements.

In May 2008, the FASB issued FSPAPB 14-1, Accounting for Convertible Debt Instruments That May Be Settled in Cash upon Conversion
(Including Partial Cash Settlement). FSP APB 14-1 requires the issuer of a convertible debt instrument with cash settlement features to account
separately for the liability and equity components of the instrument. The debt would be recognized at the present value of its cash flows
discounted using an entity specific nonconvertible debt borrowing rate at the time of issuance. The equity component would be recognized as the
difference between the proceeds from the issuance of the note and the fair value of the liability. FSP APB 14-1 also requires accretion of the
resultant debt discount over the expected life of the debt. FSP APB 14-1 is effective for fiscal years beginning after December 15, 2008, and
interim periods within those years. Entities are required to apply FSP APB 14-1 retrospectively for all periods presented. The Company is
currently evaluating FSP APB 14-1 and has not yet determined the impact its adoption will have on the Company s consolidated financial
statements. However, the impact of this new accounting treatment will be significant and will result in a significant increase to non-cash interest
expense beginning in fiscal year 2010 for financial statements covering past and future periods.

Note 2. Goodwill and Purchased Intangible Assets

The Company performed its annual impairment test of goodwill as of August 1, 2008 in accordance with SFAS No. 142 which did not result in
an impairment of goodwill. However, in light of the Company s fourth quarter operating results, the Company reduced its projected future cash
flow significantly, which resulted in an indicator of possible impairment of goodwill and long-lived assets as defined under SFAS No. 142 and
SFAS No. 144, requiring the Company to perform an impairment test as of October 15, 2008. Following the impairment test, the Company
recorded impairment charges of $262.5 million for goodwill and $26.6 million for developed and core technology intangible assets in the fourth
quarter of fiscal year 2008.

During November 2008, the macroeconomic environment worldwide continued to weaken. This was caused by the illiquidity of the credit
markets, difficulties in the banking and financial services sectors, falling consumer confidence and rising unemployment rates. The Company s
stock price and market capitalization declined significantly which was considered an indicator of possible impairment of goodwill and long-lived
assets triggering the necessity of an additional impairment test as of December 1, 2008.

As a result of the goodwill impairment test, the Company concluded that the carrying amount of the North America and Asia reporting units
exceeded their implied fair values and recorded an estimated impairment charge of $178.3 million in the Corporate segment during the first
quarter of fiscal year 2009. The net carrying value of goodwill in North America and International segments was reduced by $65.6 million and
$112.7 million, respectively. See Note 13. Segments and Geographic Information for additional information on segment information.
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The Company determined the fair value of the North America and Asia reporting units using the income approach, which requires estimates of
future operating results and discounted cash flows. This goodwill impairment charge is an estimate, as the valuations necessary to complete the
required evaluation of the Company s goodwill remain in process as of the date of this report. The Company will finalize this evaluation in the
second quarter of fiscal year 2009 and will update the impairment charge for goodwill, if necessary.

The long-lived assets impairment tests did not result in additional impairment charges.

Goodwill

Activity related to goodwill consisted of the following (in thousands):

Three Months
Ended Year Ended
January 31, October 31,
2009 2008
Balance, beginning of period $ 321,903 $ 611,977
Additions related to acquisitions 4,564
Resolution of tax contingencies, adjustments to tax reserves and valuation allowances established in
purchase accounting, and tax benefits from exercise of vested stock options assumed 139
Goodwill impairment (178,257) (262,462)
Currency translation adjustments (8,166) (32,315)
Balance, end of period $ 135,480 $ 321,903
Purchased Intangible Assets
Purchased intangible assets subject to amortization consisted of the following (in thousands):
January 31, 2009 October 31, 2008
Gross Gross
Carrying  Accumulated Carrying  Accumulated
Amount Amortization Net Amount Amortization Net

Developed and core technology $157,857 $ (114,522) $43,335 $158,432 $ (109,991) $48,441
Trade name 24917 (22,382) 2,535 24917 (22,315) 2,602
Internal use software 4,876 (1,823) 3,053 5,155 (1,629) 3,526
Customer relationships 93,088 (60,891) 32,197 94,003 (55,935) 38,068

$280,738 $ (199,618) $81,120 $282,507 $ (189,870) $92,637

Amortization of purchased intangible assets for the three months ended January 31, 2009 and 2008 was allocated as follows (in thousands):

Three Months
Ended
January 31,
2009 2008
Included in cost of net revenues $ 5,168 $ 8,175
Included in operating expenses 5,871 5,890
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Estimated future amortization expense of intangible assets recorded as of January 31, 2009 is as follows (in thousands):

Cost of Operating
Net Revenues Expenses Total
2009 (remaining 9 months) $ 15,115 $ 14,433 $ 29,548
2010 15,827 12,056 27,883
2011 10,647 3,657 14,304
2012 952 1,211 2,163
2013 163 727 890
Thereafter 763 5,569 6,332
$ 43,467 $ 37,653 $ 81,120
Note 3. Balance Sheet Details
Inventories
Inventories consisted of the following (in thousands):
January 31, October 31,
2009 2008
Raw materials $ 42,998 $ 52,152
Work-in-process 5,575 6,416
Finished goods 91,197 109,792

$ 139,770 $ 168,360
Prepaid Expenses and Other Current Assets

Prepaid expenses and other current assets consisted of the following (in thousands):

January 31, October 31,

2009 2008
Prepaid taxes $ 29,724 $ 31,554
Prepaid expenses 11,803 13,489
Other receivables 11,843 5,267
Other current assets 7,022 7,321
$ 60,392 $ 57,631

Restricted Cash

The Company had $1.9 million of restricted cash as of January 31, 2009 and October 31, 2008. The restricted cash balances were comprised
mainly of pledged deposits for bank guarantees to customers. The restricted cash was included in Other assets in the Condensed Consolidated
Balance Sheets.
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Accrued Warranty

Activity related to accrued warranty consisted of the following (in thousands):

Balance at beginning of period

Warranty charged to cost of net revenues
Utilization of warranty

Change in estimates

Warranty liabilities assumed in acquisitions

Balance at end of period
Less current portion

Long-term portion
Deferred Revenue, net

Deferred revenue, net consisted of the following (in thousands):

Deferred revenue
Deferred cost of revenue

Less current portion
Long-term portion
Other Current Liabilities

Other current liabilities consisted of the following (in thousands):

Other tax liabilities (1)

Accrued interest

Accounts payable related accruals
Accrued legal and audit fees
Other

Total other current liabilities
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Three Months
Ended
January 31,
2009

$ 10,017
809
(1,139)

224

9,911
(8,221)

$ 1,690

January 31,
2009

$ 69,235
(10,154)

59,081
(47,049)

$ 12,032

January 31,
2009

$ 35,063

586

16,875

7,465

12,109

$ 72,098

Year Ended

October 31,
2008
$ 11,667
7,289
(10,877)
1,889
49

10,017
(8,527)

$ 1,490

October 31,
2008

$ 73,263
(12,284)

60,979
(47,687)

$ 13,292

October 31,
2008

$ 35,542

4,448

23,217

10,885

17,076

$ 91,168
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Two of the Company s Brazilian subsidiaries that were acquired as part of the Lipman acquisition have been notified of assessments
regarding Brazilian customs penalties that relate to alleged infractions in the importation of goods. The Company has accrued 38.0 million
Brazilian reais or $16.6 million and 37.1 million Brazilian reais or $17.7 million as of January 31, 2009 and October 31, 2008,
respectively, related to these assessments. See Note 10. Commitments and Contingencies for additional information related to these tax
assessments.
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Note 4. Financings

The Company s financing as of January 31, 2009 and October 31, 2008 consisted of the following (in thousands):

January 31, October 31,
2009 2008

Term B Loan $ 230,000 $ 231,250
Senior convertible notes 316,250 316,250
Capital lease and other notes payable 689 879
Total 546,939 548,379
Less current portion (5,013) (5,022)
Long-term portion $ 541,926 $ 543,357

Secured Credit Facility

On October 31, 2006, the Company s principal subsidiary, VeriFone Inc., entered into a credit agreement (the Credit Facility ) consisting of a
Term B Loan facility of $500.0 million and a revolving loan permitting borrowings of up to $40.0 million. The proceeds from the Term B loan
were used to repay all outstanding amounts relating to a previous credit facility, pay certain transaction costs, and partially fund the cash
consideration in connection with the acquisition of Lipman Electronic Engineering Ltd. ( Lipman ) on November 1, 2006. Through January 31,
2009, the Company had repaid an aggregate of $270.0 million, leaving a Term B Loan balance of $230.0 million at January 31, 2009. The Credit
Facility is guaranteed by the Company and certain of its subsidiaries and is secured by collateral including substantially all of the Company s
assets and stock of the Company s subsidiaries.

Lehman Commercial Paper, Inc. ( Lehman CP ), a lender in the revolving loan, declared bankruptcy in October 2008. Under the terms of the
Credit Facility, the Company declared Lehman CP a defaulting lender and removed Lehman CP as a lender in the revolving loan. Therefore, as
of January 31, 2009 and October 31, 2008, $25.0 million was available to the Company under the revolving loan.

The Company pays a commitment fee on the unused portion of the revolving loan credit facility at a rate that varies depending upon its
consolidated total leverage ratio. The Company was paying a commitment fee at a rate of 0.425% per annum as of January 31, 2009 and
October 31, 2008.

The maturity dates on the components of the Credit Facility are October 31, 2012 for the revolving loan and October 31, 2013 for the Term B
Loan. Principal payments on the Term B Loan are due in equal quarterly installments of $1.3 million over the seven-year term on the last
business day of each calendar quarter with the balance due on maturity.

At the Company s option, the Term B loan and the revolving loan can be Base Rate or Eurodollar Rate loans. Base Rate loans bear interest at a
per annum rate equal to a margin over the greater of the Federal Funds rate plus 0.50% or the JP Morgan prime rate. For the Base Rate Term B

loan, the margin was 1.75% as of January 31, 2009 and October 31, 2008. For the Base Rate revolving loan, the margin varies depending upon

the Company s consolidated leverage ratio and was 1.00% as of January 31, 2009 and October 31, 2008.

At the Company s option, Eurodollar Rate loans bear interest at a margin over the one-, two-, three- or six-month LIBOR rate. The margin for the
Eurodollar Rate Term B loan was 2.75% as of January 31, 2009 and October 31, 2008. The margin for the Eurodollar Rate revolving loan varies
depending upon the Company s consolidated leverage ratio and was 2.00% as of January 31, 2009 and October 31, 2008.

As of January 31, 2009, the Term B loan bore interest at 2.75% over the one-month LIBOR rate of 0.41% for a total of 3.16%. As of October 31,
2008, the Term B loan bore interest at 2.75% over the one-month LIBOR
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rate of 3.12% for a total of 5.87%. As of January 31, 2009 and October 31, 2008, no amounts were outstanding under the revolving loan.

The terms of the Credit Facility require the Company to comply with financial covenants, including maintaining leverage and fixed charge
coverage ratios at the end of each fiscal quarter. As of January 31, 2009, the Company was required to maintain a total leverage ratio of not
greater than 3.5 to 1.0 and a fixed charge coverage ratio of at least 2.0 to 1.0. Total leverage ratio is equal to total debt less cash as of the end of a
reporting fiscal quarter divided by consolidated EBITDA, as adjusted, for the most recent four consecutive fiscal quarters. Fixed charge
coverage ratio is, all for the most recent four consecutive fiscal quarters, the ratio of (a) consolidated EBITDA, as adjusted, less capital
expenditures, as adjusted, and cash tax payments, over (b) the sum of cash interest expense and scheduled debt payments. Some of the financial
covenants become more restrictive over the term of the Credit Facility. Noncompliance with any of the financial covenants without cure or
waiver would constitute an event of default under the Credit Facility. An event of default resulting from a breach of a financial covenant may
result, at the option of lenders holding a majority of the loans, in an acceleration of repayment of the principal and interest outstanding and a
termination of the revolving loan. The Credit Facility also contains non-financial covenants that restrict some of the Company s activities,
including its ability to dispose of assets, incur additional debt, pay dividends, create liens, make investments, make capital expenditures, and
engage in specified transactions with affiliates. The terms of the Credit Facility permit prepayments of principal and require prepayments of
principal upon the occurrence of certain events including among others, the receipt of proceeds from the sale of assets, the receipt of excess cash
flow as defined, and the receipt of proceeds of certain debt issues. The Credit Facility also contains customary events of default, including
defaults based on events of bankruptcy and insolvency; nonpayment of principal, interest, or fees when due, subject to specified grace periods;
breach of specified covenants; change in control; and material inaccuracy of representations and warranties. In addition, if the Company s
leverage exceeds a certain level set out in its Credit Facility, a portion of the Company s excess cash flows must be used to pay down its
outstanding debt. The Company was in compliance with its financial and non-financial covenants as of January 31, 2009.

1.375% Senior Convertible Notes

On June 22, 2007, the Company issued and sold $316.2 million aggregate principal amount of 1.375% Senior Convertible Notes due 2012 (the

Notes ) in an offering through Lehman Brothers and JP Morgan Securities Inc. (together initial purchasers ) to qualified institutional buyers
pursuant to Section 4(2) and Rule 144 A under the Securities Act. The net proceeds from the offering, after deducting transaction costs, were
approximately $307.9 million. The Company incurred approximately $8.3 million of debt issuance costs. The transaction costs, consisting of the
initial purchasers discounts and offering expenses, were primarily recorded in debt issuance costs, net and are being amortized to interest
expense using the effective interest method over five years. The Company will pay 1.375% interest per annum on the principal amount of the
Notes, payable semi-annually in arrears in cash on June 15 and December 15 of each year, commencing on December 15, 2007, subject to
increase in certain circumstances as described below. The fair value of the Notes was $151.8 million as of January 31, 2009 based on the trading
price at the end of the day.

The Notes were issued under an Indenture between the Company and U.S. Bank National Association, as trustee. Each $1,000 of principal of the
Notes will initially be convertible into 22.719 shares of VeriFone common stock, which is equivalent to a conversion price of approximately
$44.02 per share, subject to adjustment upon the occurrence of specified events. Holders of the Notes may convert their Notes prior to maturity
during specified periods as follows: (1) on any date during any fiscal quarter beginning after October 31, 2007 (and only during such fiscal
quarter) if the closing sale price of the Company s common stock was more than 130% of the then current conversion price for at least 20 trading
days in the period of the 30 consecutive trading days ending on the last trading day of the previous fiscal quarter; (2) at any time on or after
March 15, 2012; (3) if the Company distributes, to all holders of its common stock, rights or warrants (other than pursuant to a rights plan)
entitling them to purchase, for a period of 45 calendar days or less, shares of the Company s common stock at a price less than the average
closing sale price for the ten trading days preceding
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the declaration date for such distribution; (4) if the Company distributes, to all holders of its common stock, cash or other assets, debt securities,
or rights to purchase the Company s securities (other than pursuant to a rights plan), which distribution has a per share value exceeding 10% of
the closing sale price of the Company s common stock on the trading day preceding the declaration date for such distribution; (5) during a
specified period if certain types of fundamental changes occur; or (6) during the five business-day period following any five consecutive
trading-day period in which the trading price for the Notes was less than 98% of the average of the closing sale price of the Company s common
stock for each day during such five trading-day period multiplied by the then current conversion rate. Upon conversion, the Company would pay
the holder the cash value of the applicable number of shares of the Company s common stock, up to the principal amount of the note. Amounts in
excess of the principal amount, if any, will be paid in stock.

As of January 31, 2009, none of the conditions allowing holders of the Notes to convert had been met. If a fundamental change, as defined in the
Indenture, occurs prior to the maturity date, holders of the Notes may require the Company to repurchase all or a portion of their Notes for cash
at a repurchase price equal to 100% of the principal amount of the Notes to be repurchased, plus any accrued and unpaid interest (including
additional interest, if any) up to, but excluding, the repurchase date.

The Notes are senior unsecured obligations and rank equal in right of payment with all of the Company s existing and future senior unsecured
indebtedness. The Notes are effectively subordinated to any secured indebtedness to the extent of the value of the related collateral and
structurally subordinated to indebtedness and other liabilities of the Company s subsidiaries including any secured indebtedness of such
subsidiaries.

In connection with the sale of the Notes, the Company entered into a registration rights agreement, dated as of June 22, 2007, with the initial
purchasers of the Notes (the Registration Rights Agreement ). Under the Registration Rights Agreement, the Company has agreed to use
reasonable best efforts to file a shelf registration statement regarding the Notes within 180 days after the original issuance of the Notes and cause
the shelf registration statement to be effective until the earliest of (i) the date when the holders of transfer restricted Notes and shares of common
stock issued upon conversion of the Notes are able to sell all such securities immediately without restriction under Rule 144(k) under the
Securities Act of 1933, as amended (the Securities Act ), (ii) the date when all transfer-restricted Notes and shares of common stock issued upon
conversion of the Notes are registered under the registration statement and sold pursuant thereto and (iii) the date when all transfer-restricted
Notes and shares of common stock issued upon conversion of the Notes have ceased to be outstanding. Due to the delay in the filing of the
Company s Annual Report on Form 10-K for the year ended October 31, 2007, the Company was not able to register the Notes and the shares
underlying the Notes until December 11, 2008. Accordingly, the interest rate on the Notes increased by 0.25% per annum on December 20, 2007
and by an additional 0.25% per annum on March 19, 2008 relating to the Company s obligations under the Registration Rights Agreement. Such
additional interest ceased to accrue on December 10, 2008, the day prior to the date the registration statement covering the Notes became
effective. The Company incurred $1.3 million in interest expense related to the registration default of which $0.7 million remained accrued as of
October 31, 2008. This accrued interest penalty was fully paid during the first quarter of fiscal year 2009.

In connection with the offering of the Notes, the Company entered into note hedge transactions with affiliates of the initial purchasers (the

counterparties ), consisting of Lehman Brothers OTC Derivatives ( Lehman Derivatives ) and JPMorgan Chase Bank, National Association,
London Branch, whereby the Company has the option to purchase up to 7.2 million shares of its common stock at a price of approximately
$44.02 per share. The note hedge transactions expire the earlier of the last day on which any Notes remain outstanding and June 14, 2012. The
cost to the Company of the note hedge transactions was approximately $80.2 million. The note hedge transactions are intended to mitigate the
potential dilution upon conversion of the Notes in the event that the volume weighted average price of the Company s common stock on each
trading day of the relevant conversion period or other relevant valuation period is greater than the applicable strike price of the convertible note
hedge transactions, which initially corresponds to the conversion price of the Notes and is subject, with certain exceptions, to the adjustments
applicable to the conversion price of the Notes. The note
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hedge transaction with Lehman Derivatives, which benefited from a guarantee by Lehman Brothers, covers 50% of the shares of the Company s
common stock potentially issuable upon conversion of the Notes. The filing by Lehman Brothers of a voluntary Chapter 11 bankruptcy petition
in September 2008 constituted an event of default under the note hedge transaction with Lehman Derivatives, giving the Company the
immediate right to terminate the transaction and entitling the Company to claim reimbursement for the loss incurred in terminating and closing
out the transaction. On September 21, 2008, the Company delivered a notice of termination to Lehman Derivatives and claimed reimbursement
for the loss incurred in termination and close-out of the transaction.

In addition, the Company sold warrants to the counterparties whereby they have the option to purchase up to approximately 7.2 million shares of
VeriFone common stock at a price of $62.356 per share. The Company received approximately $31.2 million in cash proceeds from the sale of
these warrants. The warrants expire progressively from December 19, 2013 to February 3, 2014. If the volume weighted average price of the
Company s common stock on each trading day of the measurement period at maturity of the warrants exceeds the applicable strike price of the
warrants, there would be dilution to the extent that such volume weighted average price of the Company s common stock exceeds the applicable
strike price of the warrants.

The cost incurred in connection with the note hedge transactions, net of the related tax benefit and the proceeds from the sale of the warrants, is
included as a net reduction in additional paid-in capital in the accompanying Condensed Consolidated Balance Sheets as of January 31, 2009 and
October 31, 2008, in accordance with the guidance in Emerging Issues Task Force ( EITF ) Issue No. 00-19, Accounting for Derivative Financial
Instruments Indexed to, and Potentially Settled in, a Company s Own Stock.

In accordance with SFAS No. 128, Earnings per Share, the Notes will have no impact on diluted earnings per share, or EPS, until the price of
the Company s common stock exceeds the conversion price of $44.02 per share because the principal amount of the Notes will be settled in cash
upon conversion. Prior to conversion the Company will include the effect of the additional shares that may be issued if its common stock price
exceeds $44.02 per share, using the treasury stock method. If the price of the Company s common stock exceeds $62.356 per share, it will also
include the effect of the additional potential shares that may be issued related to the warrants, using the treasury stock method. Prior to
conversion, the note hedge transactions are not considered for purposes of the EPS calculation as their effect would be anti-dilutive.

Principal Payments

Principal payments, including capital leases, due for financings over the next five years and thereafter are as follows (in thousands):

Fiscal Years ending October 31:

2009 (remaining 9 months) $ 3,763
2010 5,676
2011 5,000
2012 321,250
2013 211,250

$ 546,939

Note 5. Fair Value Measurements

Effective November 1, 2008, the Company adopted SFAS No. 157, except as it applies to the nonfinancial assets and nonfinancial liabilities
subject to FSP No. 157-2. SFAS No. 157 clarifies that fair value is an exit price, representing the amount that would be received to sell an asset
or paid to transfer a liability in an orderly transaction between market participants. As such, fair value is a market-based measurement that
should be
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determined based on assumptions that market participants would use in pricing an asset or a liability. As a basis for considering such
assumptions, SFAS No. 157 establishes a three-tier value hierarchy, which prioritizes the inputs used in the valuation methodologies in
measuring fair value:

Level 1 Observable inputs that reflect quoted prices (unadjusted) for identical assets or liabilities in active markets.
Level 2 Include other inputs that are directly or indirectly observable in the marketplace.

Level 3 Unobservable inputs which are supported by little or no market activity.

The fair value hierarchy also requires an entity to maximize the use of observable inputs and minimize the use of unobservable inputs when
measuring fair value. In accordance with SFAS No. 157, the Company measures its cash equivalents, Israeli severance pay funds and foreign
currency derivative contracts at fair value. The cash equivalents are classified as Level 1 or Level 2 because they are either valued primarily
using quoted market prices or based on alternative pricing sources utilizing observable inputs from active markets. The Israeli severance pay

funds are classified as Level 1 because the funds are valued using quoted market prices. Our foreign currency derivative contracts are classified

as Level 2 because the valuation inputs are based on quoted prices and market observable data of similar instruments in active markets.

The following table presents the Company s assets and liabilities that were measured at fair value on a regular basis as of January 31, 2009,

classified by the level within the fair value hierarchy (in thousands):

Level 1 Level 2 Level 3
Money market funds $ 44,052 $ $
Israeli severance funds 2,347
Corporate and government bonds 4,576
Foreign exchange derivative assets 249
Total assets at fair value $ 46,399 $4,825 $
Note 6. Other Income (Expense), net and Other Comprehensive Income (Loss)
Other Income (Expense)
Other income (expense), net consisted of the following (in thousands):
Three Months Ended
January 31,
2009 2008
Foreign currency transaction gains (losses), net $ 4,455 $ (5,363)
Foreign currency contract gains (losses), net (1,101) 642
Other, net 860 201
$ 4214 $ (4,520)
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Comprehensive Income (Loss)

The components of comprehensive income (loss) were as follows (in thousands):

Three Months Ended
January 31,

2009 2008
Net loss $(181,989) $(33,498)
Other comprehensive income (loss):
Foreign currency translation adjustments 9,014) (3,466)
Unrealized gain on interest rate hedge, net of tax 7
Comprehensive loss $(191,003) $ (36,957)

Note 7. Income Taxes

The Company recorded a benefit from income taxes of $1.3 million for the three months ended January 31, 2009 compared to a provision for
income taxes of $2.9 million for the three months ended January 31, 2008. The $1.3 million benefit from income taxes for the three months
ended January 31, 2009 is primarily related to discrete items, including a combination of a decrease of deferred tax liability due to goodwill
impairment for GAAP purposes, offset by unfavorable tax provision impacts from an increase in the U.S. valuation allowance, and interest
accruals associated with uncertain tax positions under FIN 48.

The decrease in income tax provision for the three months ended January 31, 2009, compared to the three months ended January 31, 2008, is due
to the fact that the Company provided tax for the three months ended January 31, 2008 notwithstanding an expected loss for the full fiscal year.
For the three months ended January 31, 2009, the estimated goodwill impairment provided a tax benefit of approximately $2.4 million offset by
the other discrete items noted above.

As of January 31, 2009, the Company remains in a net deferred tax liability position. The realization of the deferred tax assets is primarily
dependent on the Company generating sufficient U.S. and foreign taxable income in future periods. Management has determined that it is not
more likely than not the deferred tax assets in the U.S. and certain foreign jurisdictions will be realized and as such the Company continues to
record a full valuation allowance against these assets as of January 31, 2009. The amount of deferred tax assets considered realizable may
increase or decrease in subsequent quarters when the Company reevaluates the underlying basis for its estimates of future domestic and certain
foreign taxable income.

The Company is currently under audit by the Internal Revenue Service ( IRS ) for its fiscal years 2003 to 2004. Although the Company believes it
has correctly provided income taxes for the years subject to audit, the IRS may adopt different interpretations. The Company has not yet

received any final determinations with respect to this audit although certain adjustments have been agreed with the IRS. The liability associated
with the agreed adjustments had been accrued in previous periods. Subsidiaries of the Company are also under audit by the Israeli tax authorities
for calendar years 2004 to 2006 and the Brazilian federal government for all periods subsequent to January 1, 2003. With few exceptions, the
Company is no longer subjected to tax examination outside of the U.S. for periods prior to 2000.

Note 8. Stockholders Equity

The Company grants stock options and restricted stock units ( RSUs ) pursuant to stockholder approved stock option plans. The Company
maintains certain equity incentive plans, as described in detail in Note 8. Stockholders Equity of Notes to Consolidated Financial Statements in
its Annual Report on Form 10-K for the fiscal year ended October 31, 2008. All stock options and RSUs granted during the three months ended
January 31, 2009 were granted under the 2006 Equity Incentive Plan.
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Stock-Based Compensation

The Company follows SFAS No. 123(R), Share-Based Payment, which requires the measurement of compensation cost for all outstanding
unvested share-based awards at fair value and recognizes compensation over the requisite service period for awards expected to vest. The
following table summarizes stock-based compensation expense by classification recorded under SFAS No. 123(R) for the three months ended
January 31, 2009 and 2008 (in thousands):

Three Months Ended
January 31,

2009 2008
Cost of net revenues $ 504 $ 626
Research and development 1,366 1,496
Sales and marketing 1,859 1,803
General and administrative 4,828 1,545
Total stock-based compensation $ 8,557 $ 5,470

In the first quarter of fiscal year 2009, as a result of the cancellation of certain stock option grants voluntarily surrendered by an employee, the
Company expensed all previously unrecognized compensation cost of such stock option grants amounting to $3.6 million as of the cancellation
date.

Valuation Assumptions

The Company estimates the grant-date fair value of stock options using a Black-Scholes valuation model, consistent with the provisions of
SFAS No. 123(R) and Staff Accounting Bulletin No. 107, Share-Based Payment, using the weighted-average assumptions noted in the following
table.

Three Months Ended
January 31,
2009 2008
Expected term of the options (in years) 4.0 3.0
Risk-free interest rate 2.2% 2.9%
Expected stock price volatility 59.4% 40.6%
Expected dividend rate 0.0% 0.0%

The expected term represents the period of time that options granted are expected to be outstanding. The expected term of options granted is
derived from the historical actual term of option grants and an estimate of future exercises during the remaining contractual period of the option.

The average risk-free interest rate is based on the U.S. Treasury zero-coupon issues with a remaining term equal to the expected term of the
options used in the Black-Scholes valuation model.

Expected volatility of the stock is based on a blend of the Company s peer group in the industry in which it does business and the Company s
historical volatility for its own stock.

Estimates of fair value are not intended to predict actual future events or the value ultimately realized by employees who receive equity awards,
and subsequent events are not indicative of the reasonableness of the original estimates of fair value made by the Company under
SFAS No. 123(R). The fair value of each RSU is equal to the market value of the Company s common stock on the date of grant.

The Company estimates forfeitures of options and RSUs based on historical experience and records compensation expense only for those awards
that are expected to vest.
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Performance Restricted Stock Units for the Company s CEO

In January 2007, the Company made an award of up to 900,000 RSUs to the Company s CEO. These RSUs may vest in three tranches of up to
300,000 RSUs each over a four-year period based upon annual growth in the Company s net income, as adjusted, per share and its share price.
Two-thirds of the RSUs are performance units that will vest based on achievement of net income, as adjusted, targets, and one-third of the RSUs
are market units that will vest based on achievement of net income, as adjusted, targets and specified targets for the share price of the Company s
stock. Each year s RSUs will not vest until the end of the fiscal year following the year for which the specified target is met.

The performance targets for 2007 and 2008 were not achieved; hence 400,000 performance units and 200,000 market units have been cancelled.

The measurement of the fiscal 2009 tranche occurred in January 2009, the measurement date for that tranche. Up to 200,000 performance units
will vest if the fiscal year 2009 performance targets are achieved. Up to 100,000 market units will vest if the fiscal 2009 performance targets are
achieved and the volume-weighted average price of the Company s stock exceeds $62.20 per share during the 10-day trading period beginning
with the second full trading day following the Company s announcement of the financial results for the fiscal year ending October 31, 2009.
Because these shares are contingently issuable, they are excluded from the earnings per share calculation.

Equity Award Activity

Stock option activity for the three months ended January 31, 2009, was as follows:

Weighted
Average
Remaining Aggregate
Number of Weighted Contractual Intrinsic
Shares Average Term Value
(in thousands) Exercise Price (in years) (in thousands)

Balance at November 1, 2008 8,707 $ 26.20
Granted 2,734 6.59
Exercised (®)) 3.73
Cancelled 974) 22.58
Balance at January 31, 2009 10,462 $ 21.42 5.1 $ 209
Vested or expected to vest at January 31, 2009 9,629 $ 21.94 5.0 $ 208
Exercisable at January 31, 2009 3,914 $ 25.96 3.6 $ 176

The weighted average fair value of options granted during the three months ended January 31, 2009 and 2008 was $3.09 and $6.07, respectively.
The total intrinsic value of options exercised was $0.01 million and $3.3 million during the three months ended January 31, 2009 and 2008,

respectively.

Restricted stock unit activity for the three months ended January 31, 2009, was as follows (in thousands):

Aggregate
Number of Intrinsic
Shares Value
(in thousands) (in thousands)
Balance at November 1, 2008 385
Granted 10
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The weighted average fair value of RSUs granted during the three months ended January 31, 2009 and 2008 was $5.30 and $19.81, respectively.
The total fair value of RSUs vested during the three months ended January 31, 2009 and 2008 was $0.05 million and $0.2 million, respectively.

Net cash proceeds from the exercise of stock options were $0.02 million and $0.9 million for the three months ended January 31, 2009 and 2008,
respectively.

As of January 31, 2009, total compensation cost related to unvested options and RSUs expected to vest but not yet recognized was $37.0 million
and $2.2 million, respectively, and was expected to be recognized over a weighted-average period of 3.0 years for options and 1.9 years for
RSUs.

Note 9. Net Income (Loss) Per Share

Basic net loss per common share is computed by dividing net loss attributable to common stockholders by the weighted average number of
common shares outstanding for the period. Diluted net loss per common share is computed using the weighted average number of common
shares outstanding plus the effect of common stock equivalents, unless the common stock equivalents are anti-dilutive. The potential dilutive
shares of the Company s common stock resulting from the assumed exercise of outstanding stock options and equivalents, the assumed exercise
of the warrants and the dilutive effect of the convertible senior notes are determined using the treasury stock method.

The following details the computation of the loss per common share (in thousands, except per share data):

Three Months Ended
January 31,

2009 2008
Basic and diluted net loss per share:
Numerator:
Net loss $ (181,989) $(33,498)
Denominator:
Weighted-average shares outstanding used in computing basic net loss per share 84,487 84,153
Add dilutive securities:
Stock options and restricted stock units
Weighted-average shares used in computing diluted net loss per share 84,487 84,153
Net loss per share:
Basic $ (215 $  (0.40)
Diluted $ (@215 $ (0.40)

As of January 31, 2009 and 2008, options and RSUs to purchase 10.9 million and 8.8 million, respectively, of Common Stock were excluded
from the calculation of weighted average shares for diluted net loss per share as they were anti-dilutive.

The Notes are considered to be Instrument C securities as defined by EITF No. 90-19, Convertible Bonds with Issuer Option to Settle for Cash
upon Conversion (- EITF 90-19 ); therefore, only the conversion spread relating to the Notes is included in the Company s diluted earnings per
share calculation, if dilutive. The potential dilutive shares of the Company s common stock resulting from the assumed settlement of the
conversion spread of the Notes are determined under the method set forth in EITF 90-19. Under such method, the settlement of the conversion
spread of the Notes has a dilutive effect when the average share price of the Company s common stock during the period exceeds $44.02. The
average share price of the Company s common stock during the three months ended January 31, 2009 and 2008 did not exceed $44.02.
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Warrants to purchase 7.2 million shares of the Company s common stock were outstanding at January 31, 2009, but were not included in the
computation of diluted earnings per share because the warrants exercise price was greater than the average market price of the Company s
common stock during the three months ended January 31, 2009; therefore, their effect was anti-dilutive.

No