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Explanatory Note 

As disclosed in a Current Report on Form 8-K filed on October 5,2007, on October 1, 2007, iBasis, Inc. ("iBasis," the 
"Company," or the "Registrant") and KPN B.V. ("KPN), a subsidiaIy of Royal KPN N.V., completed transactions 
("KPN Transaction") pursuant to which iBasis issued 40,121,074 shares of common stock of iBasis to KPN and acquired the 
outstanding shares of hvo subsidiaries of KPN ("KPN GCS"), which encompassed KPN's international wholesale voice 
business, and received $55 million in cash from KPN, subject to post-closing adjustments based on the working capital and 
debt of iBasis and KPN GCS. Immediately after issuance on October 1,2007, the shares of common stock of iBasis issued to 
KPN represented 51% of the issued and outstanding shares of isasis's common stock on a fully-diluted basis (which includes 
all of the issued and outstanding common stock and the common stock underlying outstanding "in-the-money" stock options, 
as adjusted, and warrants to purchase common stock). On October 8,2007, isasis paid a dividend in the aggregate amount of 
$1 13 million at a rate of $3.28 per share to each of its shareholders of record on September 28,2007, the trading date 
immediately prior to the closing date of the KPN Transaction. 

Since isasis issued shares of common stock and is the surviving registrant in the KPN Transaction, the Financial 
Statements, Management's Discussion and Analysis and other Items of Part I and Part I1 in this Quarterly Report on Form 10- 
Q covering the three and nine month periods ended September 30,2007 and 2006, reflect isasis's stand-alone operations as 
they existed as of and for the periods ended September 30,2007 prior to the completion of the KPN Transaction. However, 
KPN now holds a majority of our outstanding common stock. Accordingly, for accounting and financial reporting purposes, 
we have determined that KPN GCS is the accounting acquirer and Basis is the accounting acquiree. For all future filings 
under the Securities Exchange Act of 1934, as amended, the historical fmancial statements of isasis for periods prior to the 
completion of the KPN Transaction will be those of KPN GCS and will replace the pre-acquisition historical financial 
statements of isasis. iBasis's operations will be consolidated with those of KPN GCS in the fmancial statements of the 
Company for all periods subsequent to the completion of the KPN Transaction. See Note 1 to the Notes to Condensed 
Consolidated Financial Statements and Management's Discussion and Analysis for further information. 
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Part I-Financial Information 

Item 1. Financial Statements 

isasis, Inc. 

Condensed Consolidated Balance Sheets 

(unaudited) 

Assets 
Cash and cash equivalents 
Short-term marketable investments 
Accounts receivable, net of allowance for doubtful accounts of $1,008 
and $3,803, respectively 
Prepaid expenses and other current assets 

Total current assets 

Property and equipment, at cost: 
Network equipment 
Equipment under capital lease 
Computer software 
Leasehold improvements 
Furniture and fixtures 

Less: Accumulated depreciation and amortization 

Property and equipment, net 
Other assets 

Total assets 

Liabilities and Stockholders' Equity 
Accounts payable 
Accrued expenses 
Deferred revenue 
Current portion of long-term debt 

Total current liabilities 

Long term debt, net of current portion 
Other long term liabilities 
Commitments and contingencies (Note 9) 

Stockholders' equity: 
Common stock, $0.001 par value, authorized--170,000 shares; 
issued-35,520 and 34,286 shares, respectively 
Treasury stock; 1,069 and 1,069, respectively, at cost 
Additional paid-in capital 
Accumulated other comprehensive income (loss) 
Accumulated deficit 

$ 54,711 $ 35,525 
3,993 18,546 

65,208 65,135 
4,963 4,190 

46,648 38,696 
3,151 4,917 

4,955 4,867 
887 848 

67,223 59,165 
(51,492) (45,307) 

15,731 13,858 
520 410 

$ 145,126 $ 137,664 

11,582 9,837 

:--- --- 
.,., ~~ - .  - -. 

_l_ v- . .. .. . .. ,... 

$ 47,918 $ 48,638 
42,776 37,302 
12,057 10,709 
1,063 1,462 

103,814 98,111 

61 755 
1,588 1,417 

---- 
=;*---,e 

- - 

36 34 

489,938 485,940 

(445,949) (444,238) 

(4,358) (4,358) 

(4) 3 



Total stockholders' equity 

Total liabilities and stockholders' equity 

The accomoanvine notes are an inteeral Dart of these condensed consolidated financial statements 



isasis, Inc. 

Condensed Consolidated Statements of Operations 

(unaudited) 

Net revenue 
Costs and operating expenses: 
Data communications and telecommunications (excluding depreciation and 
amortization) 
Research and development 
Selling and marketing 
General and administrative 
Depreciation and amortization 
Write-off of leasehold improvements 
Restructuring costs 
Merger related expenses 

Total costs and operating expenses 

Loss from operations 
Interest income 
lnterest expense 
Other income (expenses), net 
Foreign exchange gain, net 

Income (loss) before provision for income taxes 
Provision for income taxes 

Net income (loss) 

Net income (loss) per share: 
Basic 
Diluted 

Weighted average common shares outstanding: 
Basic 
Diluted 

135,494 117,858 
4.099 3.277 
41490 41281 
71296 7,300 
2,250 1,810 

1,047 
105 

515 1,244 

154,144 136,922 

(554) (3,452) 
555 508 
(49) (71) 
(39) (49) 
325 58 

238 0,006) 
(58)  (1  1) 

~ 

~ 

~--- , ~. P 

---- P 

-v- 

s 0.01 $ (0.09) 
$ 0.01 $ (0.09) 

34,059 33,187 
35,484 33,187 

The accompanying notes are an integral pari of these condensed consolidated fmancial statements 
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isasis, Inc. 

Condensed Consolidated Statements of Operations 

(unaudited) 

Net revenue 
Costs and operating expenses: 
Data communications and telecommunications (excluding depreciation and 
amortization) 
Research and development 
Selling and marketing 
General and administrative 
Depreciation and amortization 
Write-off of leasehold improvements 
Restructuring costs 
Merger related expenses 

Total costs and operating expenses 

Loss from operations 
Interest income 
Interest expense 
Other income (expenses), net 
Foreign exchange gain, net 

Loss before provision for income taxes 
Provision for income taxes 

Net loss 

Net loss per share: 

Weighted average common shares outstanding: 
Basic and diluted 

Basic and diluted 

403,778 325,301 
11,703 10,072 
13,806 12,142 
21,222 16,985 

6,366 5,162 
~ 1,047 

240 282 
544 2,786 

457,659 373,777 
- *ww- 

-a* - ’/__/ 

(2,676) (2,204) 
1,628 1,370 
(133) (260) 
(228) (139) 
199 189 

__L - -*m 

(1,210) (1,044) 
(33) 

$ (1,302) $ (1,077) 
-- (92) -..-.- 

$ (0 04) $ (0 03) 

33,555 33,192 

The accompanying notes are an integral part of these condensed consolidated financial statements 
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iBasis, h e .  

Condensed Consolidated Statements of Cash Flows 

(unaudited) 

Cash flows from operating activities: 
Net loss 
Adjustments to reconcile net loss to net cash provided by operating 
activities: 

Depreciation and amortization 
Restructuring costs 
Increase to allowance for doubtful accounts 
Stock-based compensation and services 
Amortization of discount on short-term marketable securities 
Write-off of leasehold improvements 
Changes in assets and liabilities: 

Accounts receivable 
Prepaid expenses and other current assets 
Other assets 
Accounts payable 
Accrued expenses 
Deferred revenue 
Other long term liabilities 

Net cash provided by operating activities 

Cash flows from investing activities: 
Purchases of property and equipment 
Purchases of available-for-sale short-term marketable investments 
Maturities of available-for-sale short-term marketable investments 
Other 

Net cash provided by (used in) investing activities 

Cash flows from financing activities: 
Repurchases of common stock 
Payments of principal on capital lease obligations 
Proceeds from exercise of warrants 
Proceeds from exercises of common stock options 

Net cash used in (provided by) financing activities 

Effect of exchange rate changes on cash and cash equivalents 
Net increase in cash and cash equivalents 
Cash and cash equivalents, beginning of period 

Cash and cash equivalents, end of period 

Supplemental disclosure of cash flow information: 
Interest paid 
Supplemental disclosure of non-cash investing and fmancing activities 

.Vine Months Ended 

Seplember 30. 

2007 2006 -- --- 
(m thousands) 

(1,077) 

5,162 
282 

2,427 
1,508 

129 
1,047 

(1 1,885) 
(1,323) 

(17) 
14,761 
7,088 

355 
(52) 



Purchases of property and equipment in accounts payable at end of period .$ 1,464 S 178 

The accompanying notes are an integral part of these condensed consolidated financial statements. 
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iBasis, Inc. 

Notes to Condensed Consolidated Financial Statements 

(unaudited) 

(1) Business and Presentation 

Business 

We are a leading provider of international communications services and a provider of retail prepaid calling services. Our 
operations consist of our Voice-Over-Internet-Protocol ("VolP") trading business ("Trading"), in which we connect buyers 
and sellers of international telecommunications services, and our retail services business ("Retail"). In the Trading business 
we receive voice traffic from buyers-originating carriers who are interconnected to our network via VolP or traditional time 
division multiplexing ("TDM") connections, and we route the traffic over the Internet to sellers-local carriers in the 
destination countries with whom we have established agreements to manage the completion or termination of the call. We 
useproprietary, patent-pending technology to automate the selection of routes and termination partners based on a variety of 
performance, quality, a i d  business metrics. We offer this Trading service on a wholesale basis to carriers, telephony resellers 
and other service providers worldwide. We have call termination agreements with local service providers in North America, 
Europe, Asia, the Middle East, Latin America, Africa and Australia. Our Retail business was launched in late 2003, with the 
introduction of our retail prepaid calling cards which are marketed through distributors primarily to ethnic communities 
within major metropolitan markets in the US.  In late 2004, we launched a prepaid calling service, Pingo@, offered directly to 
consumers through an eCommerce web interface, which we have included in our Retail business segment. Revenues from 
our Pingon services have not been material in any period to date. 

Presentation 

The unaudited condensed consolidated financial statements presented herein have been prepared by us and, in the 
opinion of management, reflect all adjustments of a normal recurring nature necessary for a fair presentation. Interim results 
are not necessarily indicative of results for a full year. 

The unaudited condensed consolidated fmancial statements have been prepared pursuant to the d e s  and regulations of 
the Securities and Exchange Commission. Certain information and note disclosures normally included in the annual fmancial 
statements prepared in accordance with generally accepted accounting principles have been omitted pursuant to those rules 
and regulations, but we believe that the disclosures are adequate to make the information presented not misleading. 

Trunsariion with KPN B. V., a subsidiury of Royal KPiV N. V .  

As disclosed in a Current Report on Form 8-K filed on October 5,2007, on October 1,2007, iBasis, Inc. ("iBasis," the 
"Company," or the "Registrant") and KPN B.V., ("KPN')), a subsidiary of Royal KPN N.V., completed transactions ("KPN 
Transaction") pursuant to which iBasis issued 40,12 1,074 shares of common stock of iBasis to KF" and acquired the 
outstanding shares of two subsidiaries of KPN ("KPN GCS"), which encompassed KPNs international wholesale voice 
business, and received $55 million in cash from KPN, subject to post-closing adjustments based on the working capital and 
debt of iBasis and KF" GCS. Immediately after issuance on October 1, 2007, the shares of common stock of iBasis issued to 
KPN represented 5 1% of the issued and outstanding shares of isasis's common stock on a fully-diluted basis (which includes 
all of the issued and outstanding common stock and the common stock underlying outstanding "in-the-money" stock options, 
as adjusted, and warrants to purchase common stock). The officers of iBasis immediately prior to the closing of the KPN 
Transaction will continue to serve as the officers of the combined company and one 
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executive of KPN GCS, Mr. Edwin Van Ierland, was appointed as Senior Vice President Camer Services of the combined 
company. Upon closing of the KPN Transaction, Messrs. Charles Skibo and David Lee, two of iBasis's independent members 
of the board of directors, resigned as members of the board of directors of iBasis and the board of directors of iBasis 
appointed Messrs. Eelco Blok and Joost Farwerck, two executives of Royal KPN N.V., as directors to fill the vacancies 
created by the resignations of Messrs. Slubo and Lee. 

On October 8,2007, isasis paid a dividend in the aggregate amount of $1  13 million at a rate of $3.28 per share to each 
of its shareholders of record on September 28,2007, the trading date immediately prior to the closing date of the KPN 
Transaction. In addition, holders of outstanding warrants to purchase iBasis common stock on the record date of the dividend 
will be entitled to receive this dividend upon the future exercise of these warrants. As of September 30, 2007, iBasis had 
warrants outstanding to purchase 0.8 million shares of its common stock. In connection with the payment of the dividend to 
shareholders, iBasis adjusted the exercise price and number of shares to be issued upon exercise of its outstanding common 
stock options to preserve their value (See Note 3 to the Condensed Consolidated Notes to Financial Statements for further 
information regarding the adjustment to outstanding stock options.) 

Although iBasis is the legal acquirer in the KPN Transaction, KPN GCS has been deemed to be the accounting acquirer, 
as KPN, among other things, now holds a majority of iBasis's outstanding common stock. Accordingly, under the purchase 
method of accounting, our tangible and identifiable intangible assets and liabilities will be, as of October 1,2007. recorded at 
their fair value, including an amount for goodwill representing the difference between the deemed purchase price of isasis 
and the fair value of its tangible and identifiable intangible net assets, and will be added to the historical assets and liabilities 
of KPN GCS. 

For all future filings under the Securities Exchange Act of 1934, as amended, the historical financial statements of iBasis 
for periods prior to the completion of the KPN Transaction will be those of KPN GCS and will replace the pre-acquisition 
historical financial statements of isasis. isasis's operations will be included in the financial statements of the combined 
company for all periods subsequent to the completion of the KPN Transaction. 

(2) Net income (loss) per share 

Basic net income (loss) per common share is determined by dividing net income (loss) by the weighted average common 
shares outstanding during the indicated period. Diluted net income per share is determined by dividing net income by 
weighted average common and dilutive common equivalent shares outstanding during the indicated period. Dilutive common 
shares consist of common stock issuable upon the exercise of stock options and warrants using the treasuly method of 
Statement of Financial Accounting Standards No. 128, "Earnings Per Share". Basic and diluted net loss per share is 
determined by dividing net loss by the weighted average common shares outstanding during the period. 

9 



The following table summarizes common shares that have been excluded from the computation of diluted weighted 
average common shares for the periods presented: 

Three Months Nine Months 
Ended Ended 

September 30, September 30. 
I.. . . . ' " i _ ~ r  

2007 2006 2007 2006 
_li___^: ---- - 

(In thousands) 

Options to purchase common shares 451 2,451 2,434 2,451 
Warrants to purchase common shares - 2,520 752 2,520 

Total I 3;186 4,971 
:a>-.-* /,,,:- 

(3) Stock-Based Compensation 

We issue stock options as an equity incentive to employees, non-employee directors and nun-employee contractors. At 
our Annual Meeting of Shareholders held on September 27,2007, our shareholders approved the iBasis, Inc. 2007 Stock 
Plan, which authorizes us to issue up to 3.5 million shares of common stock pursuant to awards made under this plan. The 
iBasis, Inc. 2007 Stock Plan replaces our 1997 Stock Incentive Plan, which expired in August 2007. The stock options we 
issue are for a fixed number of shares with an exercise price equal to the fair market value of our common stock on the date 
of grant. The employee stock option grants typically vest quarterly in equal installments over four years, provided that no 
options shall be exercisable during the employees' first year of employment, and have a term of ten years. 

Effective January 1,2006, we adopted the provisions of Statement of Financial Accounting Standards 123R, "Share- 
Based Payment"("SFAS 123R"), which require us to record compensation expense related to the fair value of our stock- 
based compensation awards. We elected to use the modified prospective transition method as permitted under SFAS 123R. 
Prior to January 1,2006, we accounted for our stock-based compensation in accordance with Accounting Principles Board 
rAPB') Opinion 25, "Accounting for Stock Issued to Employees," and related interpretations. 
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The following table presents the employee stock-based compensation expense included in our unaudited condensed 
consolidated statements of operations. 

Three Months Ended Nine Months Ended 

September 30, Scptrmbcr 30, 

2007 2006 2007 2 W 6  

(In thousands) 

Stock-based compensation expense: 
Research and development $ 89 
Sales and marketing 85 
General and administrative 660 

.,,~~,~,,.~.- 

Total stock-based compensation 834 
Provision for income taxes ~ 

Net stock-based compensation expense $ 834 
-.5*n9.ai_ 

$ 356 
297 
693 

1,346 
.. ~ .-- 

~ - --- 
$ 1,346 

The fair value of our stock option awards was estimated using the Black-Scholes model with the following weighted- 
average assumptions: 

Three Months Ended Nine Months Ended 

September 30, SeptemherZO, --- - - 
2007 2006 2007 2006 

s-=mw*.- (xu ~~~~ . 

Risk free interest rate 4.75% 4.63% 4.71% 4.67% 
Dividend yield 0% 0% 0% 0% 
Expected life 6.25 years 6.25 years 6.25 years 6.25 years 
Volatility 96% 114% 101% 114% 
Fair value of options granted $ 6.95-$7.14 $ 6.99 $ 6.95-$8.26 $ 4.82-$7.32 

The risk-free interest rate was based on the U.S. Treasury yield curve in effect at the time of grant. The expected 
dividend yield of zero is based on the fact that we have never paid cash dividends and we have no current intention to pay 
cash dividends, other than the one-time, special dividend which was paid on October 8, 2007 after the KF" Transaction. Our 
estimate of the expected life was determined using the simplified method allowed under SFAS 123R as our stock options 
qualify as "plain vanilla" options. Our estimate of expected volatility is based on the historical volatility of our common stock 
over the period which approximates the expected life of the options. 

No income tax benefit was realized from stock option exercises during the three and nine months ended September 30, 
2007 and 2006. 

Stock Option Exchange 

In the third quarter of 2007, we completed a tender offer to exchange certain employee stock options, which we 
previously determined had been granted with exercise prices at less than fair market value and which vested after 
December 3 1,2004, to mitigate the adverse tax effect to employees of Section 409A of the Internal Revenue Code caused by 
these below fair market value grants. Under the terms of the tender offer, employees surrendered their stock options and were 
granted new stock 
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options with exercise prices equal to the fair market value of our common stock on the original option grant dates and will 
receive a cash payment in January 2008 equal to the increase in the exercise prices of these options. 
retained the same vesting provisions as the surrendered stock option grants. The aggregate cash payment to be made to 
employees in January 2008 is approximately $0.3 million. As a result, we recorded a stock-based compensation charge, 
included in general and administrative expenses, of '6 144,000 in the third quarter of 2007, which reflected the increase in the 
fair value, including the future cash payment to employees of $0.3 million, of the new stock options over the fair value of the 
options that were surrendered. In addition, two independent members of our hoard of directors resigned upon the closing of 
the KPN Transaction. nie unvested options of the departing board members became vested immediately preceding the 
closing of the KPN Transaction and the additional stock-based compensation charge in the third quarter of 2007 associated 
with the accelerated vesting of these options was approximately $0.2 million. 

Stock Option Modifications for Terminated Employees 

The new option grants 

In the first quarter of 2007, the Compensation Committee of our Board of Directors approved a resolution that allowed 
us to modify the terms of stock option grants for individuals who terminated their eniployment with us, covering an aggregate 
of approximately 100,000 shares, with exercise prices between $1.11 and $8.07 per share. These modifications allowed 
employees, terminated on or after October 17,2006, to exercise their vested stock options beyond the noma1 90-day post- 
tennination period provided under our 1997 Stock Incentive Plan and their individual option agreements. We extended the 
exercise period of these options because we were unable, during our financial statement restatement process, to deliver 
registered shares of our common stock to such individuals in compliance with the applicable registration requirements of the 
Securities Act of 1933, as amended. Absent the extension, these options would have expired prior to the employee having the 
opportunity to exercise, since the 90 day post-termination exercise period would have expired prior to the restatement of our 
prior financial statements. As a result of these modifications, we recorded non-cash stock-based compensation charges, 
included in general and administrative expenses, totaling $0.5 million in the first quarter of 2007 and $0.1 million in the 
second quarter of 2007. 

Dividend-Related Adjustment to Stock Options 

Upon closing of the KPN Transaction on October 1,2007, and in conjunction with the $ 1  13 million dividend we paid to 
iBasis shareholders on October 8,2007, we increased the number of shares subject to unexercised stock option grants and 
reduced the exercise price of these stock option grants to preselve their value. The adjustment to the number of shares and 
exercise price was based on the closing price of $10.75 per share of iBasis common stock on September 28,2007, the trading 
date immediately preceding the closing of the KPN Transaction, reduced by the dividend per share amount of $3.28 per 
share. Sharesunderlying outstanding stock options were increased by a factor of 1.4391, which reflected the ratio of $10.75 
per share divided by $7.47 per share ($10.75 per share less the dividend of $3.28 per share) and the per share exercise price 
of outstanding stock options was reduced by dividing the exercise price by this same factor. As a result, the number of shares 
underlying outstanding stock options, as o f  the date of this adjustment, increased from 2.4 million shares to 3.5 million shares 
and the average exercise price of outstanding stock options was reduced from $6.07 per share to $4.22 per share. 



(4) Short-term marketable investments 

Our investments are classified as available-for-sale, carried at fair value and consist of securities that are readily 
convertible into cash, including government securities and commercial paper, with original maturities at the date of 
acquisition ranging from 90 days to one year. 

Short-term marketable investments consist of: 

Septermber 30,2007 December 31,2006 
. .  -,-_ . ,, 

Fair Value Unrealized Loss Fair Valuc Unrea l id  Gain 
-=--.. -- ... -- PI 

(In Ihousands) 

Government securities $ - $  - $  1,986 $ ~ 

Commercial paper, corporate bonds and certificates of 
deposit 3,993 (6) 16,560 2 

Total $ 3,993 $ (6) $ 18,546 $ 2 
- ---- 

The net unrealized loss of $6,000 as of September 30,2007 on our short-term marketable investments in commercial 
paper, corporate bonds and certificates of deposit was caused by interest rate increases. Because we have the ability and 
intent to hold these investments until a recovery of fair value, which may be maturity, we do not consider these investments 
to be other-than-temporarily impaired at September 30,2007 due to the short-term duration and the lack of severity of the 
impairment. As of September 30,2007 and December 31,2006, the unrealized gain (loss) on our short-term marketable 
securities is a component of accumulated other comprehensive income (loss). 

(5) Business Segment Information 

Our Trading business consists of international long distance services we provide using VoIP. We offer these services on 
a wholesale basis through our worldwide network to carriers, telephony resellers and others around the world by operating 
through various service agreements with local service providers in North America, Europe, Asia, the Middle East, Latin 
America, Africa and Australia. 

Our Retail business consists of our retail prepaid calling card services, and PingoB, a prepaid calling service sold to 
consumers through an eCommerce interface. To date, we have marketed our retail prepaid calling card services primarily to 
ethnic communities within major domestic markets through distributors. Launched in the third quarter of 2004, revenue from 
OUT PingoB services bas not been material to date. 

We use net reyenue and gross profit, which is net revenue less data communications and telecommunications costs, as 
the basis for measuring profit or loss and making decisions on our Trading and Retail businesses. We do not allocate our 
research and development expenses, selling and marketing expenses, general and administrative expenses, and depreciation 
and amortization between Trading and Retail. 
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Operating results, excluding interest income and expense, other income and expense, foreign exchange gains or losses, 
and income tax expense for our two business segments are as follows: 

I 4,099 
4,490 
7,296 

Net revenue 
Data communications and telecommunication costs (excluding 
depreciation and amortization) 

Gross profit 

Research and development expenses 
Selling and marketing expenses 
General and administrative expenses 
Depreciation and amortization 
Merger related expenses 

Loss from operations 

Net revenue 
Data communications and telecommunication costs (excluding 
depreciation and amortization) 

Gross profit 

Research and development expenses 
Selling and marketing expenses 
General and administrative expenses 
Depreciation and amortization 
Write-off of leasehold improvements 
Restructuring costs 
Merger related expenses 

Loss from operations 
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l h r e r  Months Ended September 30,2007 
=------- .. a,,LX 

Trading Retail Total 

(in thousands) 

’S 121,562 $ 32,028 $ 153,590 

107,470 28,024 135,494 
:.~~,--.: ,,.. x-s__”x 

$ 14,092 $ 4,004 
..~~,, ._I_ reS?t%-- 

2,250 
51 5 

$ (554) 

Three Months Lnded September 30,2006 
_\F 

Trading Retail Totil 

(In thousands) 

$ 109,310 $ 24,160 $ 133,470 

96,569 21,289 117,858 

- 

$ 12,741 $ 2,871 

3,277 
4,281 
7,300 
1.810 
11047 

105 
1,244 

$ (3,452) 



Xine Monlhs Ended Seplemhrr 30,2007 

$ 369,617 $ 85,366 $ 454,983 

329,528 74,250 403,778 

1 1,703 
13,806 
21,222 

6,366 
240 
544 -- 

$ (2,676) 

Nine Months Endcd September 30,2006 
~ , . , ~ ~ = ~ . . ~ : . - - ~ ~ , ~ ~ , . - - ~  

Trading Retail Total 

(In thousands) 

$ 300,794 $ 70,779 $ 371,573 

265,345 59,956 325,301 

~ ~ . ~ . ~ , , ~  --- -- 

&-mF'?x.'- -- 
$ 35,449 $ 10,823 

10,072 
12,142 
16,985 
5,162 
1,047 

282 
2,786 

Net revenue 
Data communications and telecomniunication costs (excluding 
depreciation and amortization) 

Gross profit 

Research and development expenses 
Selling and marketing expenses 
General and administrative expenses 
Depreciation and amortization 
Restructuring costs 
Merger related expenses 

Loss from operations 

Net revenue 
Data communications and telecommunication costs (excluding 
depreciation and amortization) 

Gross profit 

Research and development expenses 
Selling and marketing expenses 
General and administrative expenses 
Depreciation and amortization 
Write-off of leasehold improvements 
Restructuring costs 
Merger related expenses 

Loss from operations 
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Assets relating to our Trading and Rctail businesses consist of accounts receivable, net of allowance for doubtful 
accounts. We do not allocate cash and cash equivalents, short-term marketable investments, prepaid expenses and other 
cnrrent assets, property and equipment, net, or other assets between Trading and Retail. 

As OrScpIernher 30,2007 

Segment assets 

Non-segment assets 

Total assets 

Segment assets 

Non-segment assets 

Total assets 

$ 53,880 $ 11,328 $ 65,208 

79,918 
>*-- c+gsgs*  

$ 145,126 

A s  ofDecember31.2006 
------s* -- .. . 

Trading Retail Total 

(In thousands) 

$ 57,832 $ 7,303 $ 65,135 

72,529 

-,- - ---- 

(6)  Accrued Restructuring Costs and Lease Termination Costs 

In 2006, we negotiated the early termination of leased space for one of our locations in New York City which we no 
longer needed and took a charge of $1. I million for future monthly payment obligations through February 201 1 under the 
lease termination agreement. 

At September 30,2007, accrued restructuring costs of $1.9 million consisted of $0.9 million remaining in future 
payment obligations relating to the terminated New York City facility lease and costs accrued for future lease obligations for 
certain vacant leased facilities, net of future sublease assumptions. Payments of these restructuring costs will be made 
through February 201 1. During the nine months ended September 30,2007, we took an additional charge of $0.2 million, 
respectively, as a result of a change in estimate relating to our future sublease assumptions on vacant leased facilities ($0 
during the three months ended September 30,2007). 
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A summary of the accrued restructuring costs for the nine months ended September 30,2007 is as follows: 

(In thousands) 
. , ,' .. . . ~ : : &7F.s-f. .-:- . .~~ . . . - . . . - ,~ * . v I -  

Balance, December 3 I ,  2006 
Change in estimates 
Cash payments 

Balance, September 30,2007 

Current portion 
Long-term portion 

Total 

Future Payment 
Obligation on 

IAase 

Termination 

$ 1,027 
Ix__,;"x_ 

- 

(166) 

CODtraCtUaI Lease 
Ohligatinnr Relating 

to Vacant Facilities 

$ 1,167 
240 

e,,s,~-a..~s-~-~2 .,,, 

(378) 

$ 861 
vi. 

Total 

$ 2,194 
240 

-u .. 

(544) 
.. 

IF 1,890 

$ 732 
1,158 

$ 1,890 

M 

(7) Income Taxes 

We adopted the provisions of Financial Accounting Standards Board ("FASB") Interpretation No. 48, "Accounting for 
Uncertainty in Income Taxes-an interpretation of FASB Statement No. 109" ("FIN 487, on January 1,2007. FIN 48 clarifies 
the accounting for uncertainty in income taxes recognized in an enterprise's fmancial statements in accordance with FASB 
Statement 109, "Accounting for Income Taxes", and prescribes a recognition threshold and measurement process for 
financial statement recognition and measurement of a tax position taken or expected to be taken in a tax return. FIN 48 also 
provides guidance on derecognition, classification, interest and penalties, accounting in interim periods, disclosure and 
transition. 

As a result of the adoption of FIN 48, we recognized a $409,000 liability for uncertain tax positions, which was 
accounted for as an increase to the accumulated deficit as of January 1,2007 and an increase to other long-term liabilities. If 
this liability is ultimately not paid, the reversal of this reserve would reduce the effective tax rate in the future. This liability 
relates to potential tax issues related to our international operations and included $307,000 for unrecognized tax liabilities and 
$102,000 for estimated accrned penalties and interest. We also increased the liability by $8,000 and $24,000 for interest 
expense incurred during the three and nine months ended September 30,2007, respectively. There were no other changes in 
the liability during the three and nine months ended September 30,2007. We do not expect this liability to change 
significantly during the next 12 months. Our policy is to report penalties and tax-related interest expense as a component of 
income tax expense. 

We are subject to U S .  federal income tax, as well as income tax in multiple state and foreign jurisdictions. As of 
September 30,2007 and January 1,2007, we were subject to examination in the U.S. federal tax jurisdiction for the 1997 to 
2006 tax years and we were also subject to examination in most state and foreign jurisdictions for the 2000 to 2006 tax years. 

As discussed in Note I O  to our consolidated financial statements in our 2006 Annual Report on Form lO-K, we have a 
valuation allowance against the full amount of our net deferred tax assets. We 

17 



currently provide a valuation allowance against our net deferred tax assets as it is more likely than not that they will not be 
realized. 

(8) Line of Credit and Long-Term Debt 

On October 2,2007, we entered into a Second Amended and Restated Loan and Security Agreement (the “Loan 
Agreement”) with Silicon Valley Bank, which amended and restated a certain Amended and Restated Loan and Security 
Agreement dated as of December 29,2003. We entered into the Loan Agreement to obtain fnnding for working capital 
purposes and in support of the KPN Transaction. Pursuant to the Loan Agreement, we may borrow up to $35.0 million from 
time to time under a secured revolving credit facility for a two-year period. Borrowings under the line of credit will be on a 
formula basis, based on eligible domestic and foreign accounts receivable. The line of credit contains quarterly fmancial 
covenants, consisting primarily of minimum profitability and minimum liquidity requirements. Interest on borrowings under 
the line of credit will be based, in part, on our quarterly profitability, with the maximum interest rate being the bank’s prime 
rate, plus 0.5%, or LIBOR, plus 2.75%. The line ofcredit has a quarterly commitment fee 010.63% on any unused portion of 
the line of credit and an up-front, one-time facility fee of 0.75%, or $263,000. The revolving credit facility is also guaranteed 
by iBasis Global, Inc., isasis Retail, Inc., isasis Securities Corporation and KPN International Network Services, Inc., all of 
which are our wholly-owned subsidiaries. The revolving credit facility is secured by a first priority lien and security interest 
on the assets of isasis and such guarantors. In addition, iBasis has pledged two-thirds of all its shares of KPN GCS, our 
wholly-owned subsidiary, as collateral for the revolving credit facility. Pursuant to the terms of the Loan Agreement, vie may 
use the proceeds solely as (i) working capital, (ii) to fund its general business requirements, and (iii) to h n d  the dividend 
declared by us in connection with the KPN Transaction. 

We had issued outstanding letters of credit of $2.9 million at September 30,2007 and $2.7 million at December 3 I ,  
2006 and we had no other borrowings outstanding under our previous $15.0 million line of credit at September 30,2007 and 
December 31,2006. 

Long-term debt consists of the following: 

September30, December31, 

znw 2006 
-. ~ .- 

(In Ihousande) 

Capital lease obligations 
Less-current portion 

Long teim debt, net of cunent portion 
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(9) Commitments and Contingencies 

Litigation 

In addition to litigation that we have initiated or responded to in the ordinary course of business, we are currently party 
to the following potentially material legal proceedings: 

Class Action Pursuant to I999 Iniliul Public Offering 

In 2001, we were served with several class action complaints that were filed in the United States District Court for the 
Southern District of New York against us and several of our officers, directors, and former officers and directors, as well as 
against the investment banking firms that underwrote our November IO, 1999 initial public offering of common stock and 
our March 9,2000 secondary offering of common stock. The complaints were filed on behalf of a class of persons who 
purchased our common stock between November 10,1999 and December 6,2000. 

The complaints are similar to each other and to hundreds of other complaints filed against other issuers and their 
underwriters, and allege violations of the Securities Act of 1933, as amended, and the Securities Exchange Act of 1934, as 
amended, primarily based on the assertion that there was undisclosed compensation received by our underwriters in 
connection with OUT public offerings and that there were understandings with customers to make purchases in the aftermarket. 
In September, 2001, the complaints were consolidated and allege that our prospectuses failed to disclose these arrangements. 
The consolidated complaint seeks an unspecified amount of monetary damages and other relief. In October 2002, the 
individual defendants were dismissed from the litigation by stipulation and without prejudice and subject to an agreement to 
toll the running of time-based defenses. In February 2003, the district court denied our motion to dismiss. 

In June 2004, we and the individual defendants, as well as many other issuers named as defendants in the class action 
proceeding, entered into an agreement-in-principle to settle this matter, and this settlement was presented to the court. The 
district court granted a preliminary approval of the settlement in February 2005, subject to certain modifications to the 
proposed bar order, to which plaintiffs and issuers agreed. In August 2005, the district court issued a preliminary order 
futher approving the modifications to the settlement, certifying the settlement classes and scheduled a faimess hearing, after 
notice to the class. The fairness hearing was held on April 24, 2006 and the motion for approval of the settlement is pending. 
Plaintiffs have continued to pursue their claims against the underwriters. The district court established a procedure whereby 
six "focus" cases are being pursued initially and has certified a class of purchasers in those cases. The underwriters appealed 
the certification order in each of the six cases and in December 2006, the United States Court of Appeals for the Second 
Circuit reversed the certification orders. Since the pending settlement with the issuers involves parallel classes to those in the 
six focus cases, it is not expected that the district court will act favorably on the issuer settlement in its current form. 

We anticipate additional settlement negotiations will occur, but there can be no assurance that those negotiations will 
result in a revised settlement. We believe that if this matter is not settled, we have meritorious defenses which we intend to 
vigorously assert. 

We have received a letter, dated July 30,2007, directed to our board of directors on behalf of an individual asserted to 
be a shareholder, demanding that the board of directors prosecute a claim against the Company's IPO underwriters and 
certain of its officers, directors and principal shareholders, 
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as identified in the IPO prospectus, for violations of-Section l6(b) of the Securities Exchange Act of 1934. The letter does not 
identify specific purchases and sales alleged to constitute violations of short-swing trading prohibitions of Section 16(b). 
Counsel for the demanding shareholder has rejected our request to provide h t h e r  details of the transactions alleged to 
constitute violations of Section 16 or of the legal analysis underlying their allegations. At this time we are unable to conclude 
that the alleged violations of Section 16 occurred. 

We cannot estimate potential losses, if any, from these matters or whether, in light of our insurance coverage, any loss 
would he material to our financial condition, results of operations or cash flows. As such, no amounts have been accrued as 
of September 30,2007. 

Class Action Regarding Prepaid Calling Card Claims 

We have been named in a class action complaint, filed in the California State Court for the Western Division of Los 
Angeles on June 12, 2007, alleging violations of the California Consumers Legal Remedies Act: Nora Monday v. Basis Inc. 
6/12/2007 2:07-cv-03802 MMM (Western Division-Los Angeles). The putative class action plaintiff asserts that prepaid 
phone cards that we scll often expire without notice and without the consumer's knowledge, charge rates that are frequently 
higher than stated in the uniform representations of the cards and include hidden charges. Plaintiff filed an amended 
complaint on September 13,2007 and a motion for class certification in October 2007. In November 2007, we reached a 
tentative settlement with the named plaintiff, on an individual basis. The tentative settlement is subject to approval of the 
court and there can be no assurance that this settlement will be approved, or that we will ultimately prevail if this matter were 
to proceed to trial. No amounts have been accrued as of September 30,2007 as our tentative settlement was immaterial. 

Actions Pursuant to Option Invesfigution 

On December 21,2006, two derivative actions naming us as a nominal defkndant were tiled in the United States District 
Court for the District of Massachusetts: David Shurvel, Derivatively on Behalfof ;Basis, Inc., v. Ofer Gneezy et ai.. 
U.S.D.C. Civil Action No. 06-12276-DPW; and Victor Malozi, Derivatively on Behalfof iBasis, Inc., v. Ofer Gneery et ai., 
U.S.D.C. Civil Action No. 06-12277-DPW. The complaints in these two actions each name the same defendants: Ofer 
Gneezy, our President, Chief Executive Officer, and Director; Gordon J. VanderBrug, our Executive Vice President and 
Director; Richard G. Tennant, our Senior Vice President of Finance and Administration and Chief Financial Officer; Paul H. 
Floyd, our Senior Vice President of R&D, Engineering and Operations; Charles Cortield, Charles M. Skibo, W. Frank King, 
David Lee. and Robert H. Bnunley, our Directors; Daniel Price, former Senior Vice President of Speech Solutions and our 
former Director; John G. Henson, Jr., our former Vice President, Engineering and Operations; Michael J. Hughes, our former 
Chief Financial Officer and former Vice President of Finance and Administration; Charles Giambalvo, our former Senior 
Vice President of Worldwide Sales; Jonathan D. Draluck, our former Vice President, Business Affairs, General Counsel and 
Secretary; and John Jarve, Charles Houser, and Carl Redfield, our former Directors. The complaints allege that the 
defendants caused or allowed our "insiders" to backdate their stock option grants, and caused or allowed us (i) to file 
materially false and misleading financial statements that materially understated our compensation expenses and materially 
overstated our quarterly and annual net income and earnings per share,and (ii) to make disclosures in our 
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. .  

periodic filings and proxy statements that falsely portrayed our options as having been granted at exercise prices equal to the 
fair market value of our common stock on the date of the grant. The complaints also allege that certain defendants engaged in 
illegal insider selling of our common stock while in possession of undisclosed material adverse information. Based on these 
and other allegations, the complaints assert claims for: violation of Section 14(a) of the Exchange Act; disgorgement under 
the Sarhanes-Oxley Act of 2002; unjust enrichment; breach of fiduciary duty for approving improperly dated stock option 

~ erants to our executive officers; breach of fiduciary duties for insider selling and misappropriation of information; abuse of 
control; gross mismanagement; waste of corporate assets; rescission of certain stock option contracts; and constructive tmst. 
The complaints seek the following relief. damages in favor of us for the individual defendants' alleged wrongdoing; 
disgorgement of all bonuses or other incentive-based or equity-based compensation received by Mr. Gneezy and Mr. Tennant 
during any period for which we restated our financial results; a declaration that the Director defendants caused us to violate 
Section 14(a) of the Exchange Act; certain colporate governance reforms; an accounting of all undisclosed backdated stock 
option grants, cancellation of all unexercised grants, and revision of our financial statements; disgorgement of all profits 
obtained by the defendants from the allegedly backdated stock option grants and related equitable relief; and an award to the 
plaintiffs of their costs and disbursements for the action, including reasonable attorney's fees and accountants' and experts' 
fees, costs and expenses. 

On May 10, 2007, the United States District Court for the District ofMassachusetts entered orders consolidating the 
above derivative actions under Civil Action No. 06-12276-DPW. On June 15,2007, the Plaintiffs filed a consolidated 
complaint. On August 24, 2007, we filed a motion to dismiss all of the claims asserted in the consolidated complaint. The 
Court has scheduled oral argument on our motion to dismiss for November 28,2007. 

We announced on October 20,2006 that we were contacted by the SEC as part of an informal inquiry and we further 
disclosed on March 29,2007, on our Current Report on Form 8-K, that the SEC had notified us that we would he receiving a 
formal order of investigation relating to our stock option practices. On April 13,2007, we received the formal order of 
investigation. The SEC investigation seeks documents and information from us relating to the grant of our options from 1999 
through 2007. The SEC has taken testimony from individuals including certain of our current and former oficers and 
directors. We expect that the SEC may seek the testimony of additional individuals during through the fourth quarter of 2007. 
We are cooperating fully with the SEC investigation that is ongoing. There is no assurance that other regulatoly inquiries will 
not he commenced by other U.S. federal, state or other regulatory agencies. 

We can not estimate the amount of losses, if any, from these matters, or whether any loss would he material to our 
financial condition, results of operations or cash flows. As such, no amounts have been accrued as of September 30,2007 

Regulatory Proceedings 

On June 30,2006, the Federal Communications Commission ("FCC") issued an order requiring providers of prepaid 
calling cards that utilize Internet Protocol to contribute to the Universal Service Fund ("USF") and pay access charges and 
other regulatory fees both in the future and for some prior period of time. In connection with our Retail business, we plan to 
absorb or pass along such future 
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fees, to the extent permitted by law, which, based on current traffic mix, equal approximately 1.8% of revenue. We have filed 
an appeal of the retroactive aspect of the FCC Order with the United States Court oFAppeals in Washington, D.C. Oral 
arguments before the United States Coun of Appeals were held in early October 2007 and a decision on our appeal is 
expected in the fourth quarter of 2007. A s  of September 30, 2007, we estimate that the maximum potential retroactive USF 
charge relating to ow Retail business prior to the effective date of the FCC Order of October 3 I ,  2006 would he 
approximately $3.2 million, of which we have accrued $0.6 million for the period of July 1, 2006 to October 31, 2006. Ifwe 
are not successful with our appeal of the retroactive aspect of the FCC Order and are required to pay USF and other fees on a 
retroactive basis, we do not believe we would be able to recover these fees from our customers. As such, we would have to 
fund tbese fees and record an additional charge in the amount of $2.6 million. 

We have appealed the retroactive aspect of the FCC Order because we believe this FCC Order was a result of a new 
rule-making procedure and, historically, an order issued by the FCC as a result of a new rule-making procedure has not been 
subject to retroactive application. As such, we believe the amount of retroactive fees are not probable of being incurred and 
no amounts have been accrued as of September 30,2007. 

OIher Murlers 

We are also party to suits for collection, related commercial disputes, claims by former employees, claims related to 
certain taxes, claims from carriers and foreign service partners over reconciliation of payments for circuits, Internet 
bandwidth and/or access to the public switched telephone network, and claims from estates of bankrupt companies alleging 
that we received preferential payments from such companies prior to their bankruptcy filings. Our employees have also been 
named in proceedings arising out of business activities in foreign countries. We intend to prosecute vigorously claims that we 
have brought and employ all available defenses in contesting claims against us, or our employees. Nevertheless, in deciding 
whether to pursue settlement, we will consider, among other factors, the substantial costs and the diversion of management's 
attention and resources that would be required in litigation. In light of such costs, we have settled various and in some cases 
similar matters on what we believe have been favorable terms which did not have a material impact our financial position, 
results of operations, or cash flows. The results or failure of any suit may have a material adverse affect on our business. 

We cannot estimate the amount of losses, if any, from these matters; or whether any loss would be material to our 
financial condition, results of operations or cash flows. As such, no amounts have heen accrued as of September 30,2007 
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Item 2. 

Transaction with KPN B.V., a subsidiary of Royal KPN N.V. 

Management's Discussion and Analysis of Financial Condition and Results of Operations 

As disclosed in a Current Report on Form 8-K filed on October 5, 2007, on October I ,  2007, iBasis, Inc. ("iBasis," the 
"Company," or the "Registrant") and KPN B.V., ("KPN'), a subsidiary of Royal KPN N.V., completed transactions ("€3" 
Transaction") pursuant to which iBasis issued 40,12 1,074 shares of common stock of iBasis to KPN and acquired the 
outstanding shares of two subsidiaries of KPN ("KPN CCS"), which encompassed KPN's international wholesale voice 
business, and received $55 million in cash from KPN, subject to post-closing adjustments based on the working capital and 
debt of Basis and KPN GCS. Immediately after issuance on October 1,2007, the shares of common stock of iBasis issued to 
KPN represented 51% of the issued and outstanding shares of iBasis's common stock on a fully-diluted basis (which includes 
all of the issued and outstanding common stock and the common stock underlying outstanding "in-the-money" stock options, 
as adjusted, and warrants to purchase common stock). The officers of Basis immediately prior to the closing of the 
KPN Transaction will continue to serve as the officers of the combined company and one executive of KPN GCS, Mr. Edwin 
Van Ierland, was appointed as Senior Vice President Carrier Services of the combined company. Upon closing of the 
KPN Transaction, Messrs. Charles Skibo and David Lee, two of iBasis's independent members of the board of directors, 
resigned as members of the board of directors of isasis and the board of directors of iBasis appointed Messrs. Eelco Blok and 
Joost Fanverck, two executives of Royal KPN N.V., as directors to fill the vacancies created by the resignations of 
Messrs. Skibo and Lee. 

On October 8,2007, isasis paid a dividend in the aggregate amount of $1 13 million at a rate of $3.28 per share to each 
of its shareholders of record on September 28,2007, the trading date immediately prior to the closing date of the 
KPN Transaction. In addition, holders of outstanding warrants to purchase iBasis common stock will be entitled to receive 
upon the future exercise of these wanants an amount in cash equal to the dividend that they would have received had the 
warrants been exercised immediately prior to the dividend record date. As of September 30,2007, iBasis had warrants 
outstanding to purchase 0.8 million shares of its common stock. In connection with the payment of the dividend to 
shareholders, iBasis adjusted the exercise price and number of shares to be issued upon exercise of its outstanding common 
stock options to preserve their value (See Note 3 to the Condensed Consolidated Notes to Financial Statements for further 
information regarding the adjustment to outstanding stock options.) 

The KPN Transaction creates a company with strengths in two of the fastest growing segments of global 
telecommunications: mobile services and consumer VoIP. KPN GCS brings an established business in mobile services, 
including a reliable and high quality product portfolio and relationships with more than 100 mobile operators, as well as 
international traffic from Royal KPNs Dutch, German and Belgian operations. Furthermore, the KPN Transaction results in 
complementary geographic coverage by bringing together the extensive footprint of KPN GCS in Europe, the Middle East 
and Africa with isasis' strong presence in the Americas and Asia. 

Although iBasis is the legal acquirer in the KPN Transaction, we have determined that KPN GCS is the acquirer for 
accounting purposes, as KPN, among other things, now holds a majority of iBasis's outstanding common stock. Accordingly, 
under the purchase method of accounting, our tangible and identifiable intangible assets and liabilities will be, as of 
October 1,2007, recorded at their fair value, including an amount for goodwill representing the difference between the 
deemed purchase price of iBasis and the fair value of its tangible and identifiable intangible net assets, and will be added to 
the historical assets and liabilities of KPN GCS. 

For all future filings under the Securities Exchange Act of 1934, as amended (the "Exchange Act"), the historical 
financial statements of iBasis for periods prior to the completion of the KPN Transaction will be those of KPN GCS and will 
replace the pre-acquisition historical financial 
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statements of inasis. isasis's operations will be included in the financial statements of the combined company for all periods 
subsequent to the completion of the KPN Transaction. 

We incurred merger related expenses of $0.5 million in the three and nine months ended September 30,2007, and 
$1.2 million and $2.8 million in the three and nine months ended September 30, 2006. respectively, which consisted 
primarily of investment banking advisory services, legal and accounting fees. Such amounts have been expensed as we are 
the acquiree for accounting purposes. Our revenues from KPN for the three and nine months ended September 30,2007 and 
2006 w-ere not material. 

Overview 

We are a leading provider of international communications services and a provider of retail prepaid calling services. Our 
operations consist of our Voice-Over-Internet-Protocol ("VoIP") trading business ("Trading"), in which we connect buyers 
and sellers of international telecommunications services, and our retail services business ("Retail"). In the Trading business 
we receive voice traffic from buyers-originating carriers who are interconnected to our network via VoIP or traditional time 
division multiplexing ("TDM") connections, and we route that traffic over the Internet to sellers-local service providers and 
carriers iu the destination countries with whom we have established agreements to manage the completion or termination of 
the call. We use proprietary, patent-pending technology to automate the selection of routes and termination partners based on 
a variety of performance, quality, and business metrics. We offer this Trading service on a wholesale basis to carriers, 
consumer VoIP companies, telephony resellers and other service providers worldwide. We have call termination agreements 
with local service providers in North America, Europe, Asia, the Middle East, Latin America, Africa and Australia. 

We launched our Retail business in late 2003, with the introduction of our retail prepaid calling cards, which are 
marketed through distributors primarily to ethnic communities within major metropolitan markets in the United States. In 
September 2004, we expanded our Retail business segment with Pingom, a prepaid calling service that we offer and sell 
directly to consumers and business customers through an Internet website on a prepaid basis. Both the prepaid calling card 
business and Pingo leverage our existing international VoIP network and have the potential to deliver higher margins than are 
typically achieved in the Trading business. In addition, the retail prepaid calling card business typically has a faster cash 
collection cycle than the Trading business. Pingo is sold directly to consumers and business customers. To date, revenues 
from our Pingo services have not been material. 

We continue to expand our market share in our'lrading business by expanding our customer base and by introducing 
cost-effective solutions for our customers to interconnect with our network. Our Trading products include isasis DirectsTM, 
which features our direct routes to more than 100 countries, which are our most cost-efficient routes. Designed for camer 
customers with sophisticated Least Cost Routing capabilities, Directs offers our most competitive rates. We also offer our 
PremiumCertifiedB international routing product which features routes to more than 700 destinations that are actively 
monitored and managed to deliver a level of quality that is equal to or exceeds the highest industq benchmarks for retail 
quality. PremiumCerlified is designed to take advantage of third-party or off-net routes to provide thorough worldwide 
coverage for customers, and enhances our ability to compete for retail international trafiic from existing customers as well as 
from mobile operators and consumer VoIP providers. 

In targeting the emerging consumer VoIP providers, we have expanded our DirectVoIPTM rP interconnection offering 
with DirectVoIP Broadband, which addresses requirements that are specific to the growing consumer VoIP market. 
DirectVoIP Broadband includes our transcoding solution, which enables us to provide greater interoperability among devices 
and voice applications, as well as deliver high quality service even over sub-optimal network connections. We have 
approximately 70 customers 
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in the consumer VoIP market, including leaders among the emerging independent providers and cable operators, and we 
believe this market offers significant growth potential for us. 

NASDAQ Listing 

On July 11,2007, we were notified by the Nasdaq Listing and Hearing Review Council that we were in compliance with 
all Nasdaq Marketplace Rules for continued listing on the Nasdaq Global Market and that the matter of our prior non- 
compliance with these rules was now closed. Our non-compliance with the Nasdaq Marketplace Rules had resulted from our 
late filings with the Securities and Exchange Commission of our third quarter 2006 Form IO-Q, our 2006 Annual Report on 
Form 10-K and our first quarter 2007 Form 10-0. These late filings, which were completed and tiled with the Securities and 
Exchange Commission in June 2007, were a result of the restatement of our prior financial statements. 

Critical Accounting Policies and Estimates 

Our discussion and analysis of our financial condition and results of operations are based upon our condensed 
consolidated financial statements. The preparation of these financial statements and related disclosures in conformity with 
accounting principles generally accepted in the United States of America requires us to (i) make judgments, assumptions and 
estimates that affect the reported amounts of assets, liabilities, revenue and expenses and (ii) disclose contingent assets and 
liabilities. We base our accounting estimates on historical experience and other factors that we consider reasonable under the 
circumstances. However, actual results may differ from these estimates. To the extent there are material differences between 
our estimates and the actual results, our future financial condition and results of operations will be affected. Our critical 
accounting policies and estimates are described in Item 7 ,  "Management's Discussion and Analysis of Financial Condition 
and Results of Operations" in our 2006 Annual Report on Form IO-K for the year ended December 3 I ,  2006. On January 1, 
2007, we adopted the provisions of F N  48, which clarifies the accounting for uncertainty in income taxes recognized in an 
enterprise's financial statements in accordance with FASB Statement 109, "Accounting for Income Taxes", and prescribes a 
recognition threshold and measurement process for financial statement recognition and measurement of a tax position taken 
or expected to be taken in a tax return. There have been no other changes to these critical accounting policies and estimates 
for the three and nine months ended September 30,2007. 
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Results from Operations 

The following table sets forth for thc periods indicated the principal items included in the Condensed Consolidated 
Statement of Operations as a percentage of net revenue. 

Net revenue 
Costs and operating expenses: 

Data communications and telecommunications 
Research and development 
Selling and marketing 
General and administrative 
Depreciation and amortization 
Write-off of leasehold improvements 
Restrncturing costs 
Merger related expenses 

Total costs and operating expenses 

Loss from operations 
Interest income 
Interest expense 
Other expenses, net 
Foreign exchange gain (loss), net 

Income (loss) before provision for income t&yes 
Provision for income taxes 

Net income (loss) 

Three Months Ended Nine Months Ended 

September 30, September 30, 

2007 2006 2001 2006 
---',-.-- %-- ,~/~;xx^ lc  ...'. ~ ~ . .  

100.0% 100.0% 100.0% 100.0% 

88.2 88.3 88.7 87.5 
2.7 2.5 2.6 2.7 
2.9 3.2 3.0 3.3 
4.8 5.4 4.7 4.6 
1.5 1.4 1.4 1.4 
- 0.8 0.3 
- 0.1 0.1 0.1 
0.3 0.9 0.1 0.7 

100.4 102.6 100.6 100.6 

(0.4) (2.6) (0.6) (0.6) 

(0.0) (0.1) (0.0) (0.1) 
(0.0) (0.0) (0.1) (0.0) 
0.2 (0.0) 0.0 0.0 

(0.1) (0.0) (0.0) 0.0 

~ 

- -c1)_. -- _LIII-IB -~ . . 

ixx̂ I- -- - -  

0.4 0.4 0.4 0.4 

XI- . .. **-a -uli - 
0.2 (2.3) (0.3) (0.3) 

-,BL-- .-- 

Three Months Ended September 30,2007 Compared to September 30,2006 

Net revenue. Our primary source of revenue is the fees that we charge customers for completing voice and fax calls 
over our network. Revenue is dependent on the volume of voice and fan traffic carried over our network and revenue from 
the sale of our prepaid calling services. Our VoIP Trading revenue is dependent on the volume of voice and fax traffic carried 
over our network, which is measured in minutes. We charge our customers fees, per minute of traffic, that are dependent on 
the length and destination of the call and recognize this revenue in the period in which the call is completed. Our average 
revenue per minute ("ARPM") is based upon our total net revenue divided by the number of minutes of traffic over our 
network for the applicable period. Average revenue per minute is a key telecommunications industly financial measurement. 
We believe this measurement is useful in understanding our financial performance, as well as industry trends. Although the 
long distance telecommunications industry has been experiencing declining prices for a number of years, due to the effects of 
deregulation and increased competition, our average revenue per minute can fluctuate from period to period as a result of 
shifts in traffic over our network to higher priced, or lower priced, destinations. 

Our total net revenue increased by approximately $20.1 million, or 15%, to $153.6 million in the third quarter of 2007 
from $133.5 million in the third quarter of 2006. Traffic camed over our network increased 27% to approximately 3.7 billion 
minutes in the thud quarter of 2007 from 2.9 billion minutes in the third quarter of 2006. Our ARPM was 4.20 cents per 
minute in the third quarter of 2007 compared to 4.62 cents per minute in the third quarter of 2006. The reduction in ARPM of 
0.42 cents per minute is approximately the same as the reduction in OUT average cost per minute of 
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0.38 cents per minute and reflects a higher proportion of our traffic going to lower priced destinations. Trading revenue 
increased $12.3 million, or 1 I%, to $121.6 million in the third quarter of 2007 from $109.3 million in the third quarter of 
2006. We have continued to add Trading customers, ending the third quarter of 2007 with 637 customers compared to 512 
customers at the end of the third quarter of 2006. We have also continued to increase revenue from consumer VoIP 
customers, many of which use our PremiumCertitiedTM service. We currently have approximately 75 consumer VoIP 
customers and revenue from these customers was 10% of total Trading revenue in the third quarter of 2007 compared to 10% 
in the third quarter of 2006. Retail revenue increased $7.8 million, or 33%, to $32.0 million in the thud quarter of 2007 from 
S24.2 million in the third quarter of 2006. The increase in Retail revenue reflects the launch of new calling card brands and 
the continued expansion of our distribution network. Revenue from our Pingo@ calling services, which is part of our Retail 
revenue, have not been material to date. 

Sequentially, total net revenue declined approximately $2.0 million, or 1%, to $153.6 million in the third quarter of 2007 
from $155.6 million in the second quarter of 2007. Trading revenue of$121.6 million in the third quarter of 2001 declined 
$6.2 million, or 5%, from $127.8 million the second quarter of 2007 and Retail revenue of $32.0 million in the third quarter 
of 2007 increased $4.1 million, or 15%, from $27.9 million in the second quarter of 2007. The decline in trading revenue 
reflects a higher proportion of traffic going to lower priced destinations, as the minutes of traffic for our Trading business 
was essentially the same level sequentially. The increase in Retail revenue reflects a continuedrecovery from the decline in 
revenue we experienced in the second half of 2006, when we disengaged from doing business with one of our largest Retail 
calling card distributors due to delinquent payments. Since late 2006, we have introduced new iBasis-branded calling cards 
and have strengthened our distribution network in a number of important markets. 

Data communications and telecommunications COSIS. Data communications and telecommunications costs are 
composed primarily of termination and circuit costs. Tennination costs are paid to local service providers to terminate voice 
and fax calls received from our network. Termination costs are negotiated with the local service provider. Should competition 
cause a decrease in the prices we charge our customers and, as a result, a decrease in our profit margins, our contracts, in 
some cases, provide us with the flexibility to renegotiate the per-minute termination fees. Circuit costs include charges for 
Internet access at our Internet Central Offices, fees for the connections between our Internet Central Offices and our 
customers andor service provider partners, facilities charges for overseas Internet access and phone lines to the primary 
telecommunications carriers in particular countries, and charges for the limited number of dedicated international private line 
circuits we use. For our Retail calling services, these costs also include the cost of local and toll free access charges. Our 
average cost per minute ("ACPM") is based upon our total data communications and telecommunications costs divided by the 
number of minutes of traffic over our network for the applicable period. We believe this measurement is useful in 
understanding our financial performance and industry trends. 

Data communications and telecommunications expenses increased by $17.6 million, or IS%, to $135.5 million in the 
third quarter of2007 from $1  17.9 million in the third quarter of 2006. Our ACPM declined to 3.71 cents per minute in the 
third quarter of 2007 from to 4.09 cents per minute in the third quarter of 2006, which primarily reflects our continued ability 
to effectively route traffic to low cost termination partners. Data communications and telecommunications expenses were 
$107.5 millinn and $28.0 million for our Trading and Retail business segments, respectively, in the third quarter of 2007, 
compared to $96.6 million and $2 1.3 million for our Trading and Retail business segments, respectively, in the third quarter 
of 2006. As a percentage of total net revenue, data communications and telecommunications expenses were 88.2% in the 
third quarter of 2007 compared to 88.3% in the third quarter of 2006. 
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Gross profit. Trading gross profit was $14.1 million, or 11.6% of Trading revenue in the third quarter of2007, 
coinpared to $12.7 million, or 11 -7% of Trading revenue, in the third quarter of 2006. Retail gross profit was $4.0 million, or 
12.5% of Retail revenue in the third quarter of 2007, compared to $2.9 million; or 11.9% ofRetail revenue, in the third 
quarter of 2006. The increase in Retail gross profit as a percentage of Retail revenue reflects the continued recovery we have 
experienced since the decline in Retail revenue in the second half of 2006. 

Research and development expenses. Research and development expenses include the expenses associated with 
developing, operating, supporting and expanding our international and domestic network, expenses for improving and 
operating our global network operations centers, salaries, and payroll taxes and benefits paid for employees directly involved 
in the development and operation of our global network operations centers and the rest of OUT network. 

Research and development expenses increased $0.8 million to $4.1 million in the third quarter of 2007, from 
$3.3 million in the third quarter of2006. The increase primarily reflects personnel additions and salary increases and an 
increase in network hardware and software maintenance costs of $0.2 million. Stock-based compensation included in 
research and development expenses was $0.1 million in the third quarter of 2007 and 2006. As a percentage of net revenue, 
research and development expenses were 2.7% in the third quarter of 2007 compared to 2.5% in the third quarter of 2006. 

Selling and marketing expenses. Selling and marketing expenses include expenses relating to the salaries, payroll 
taxes, benefits and commissions that we pay for sales personnel and the expenses associated with the development and 
implementation of our promotional and marketing campaigns. 

Selling and marketing expenses increased by $0.2 million to $4.5 million in the third quarter of 2007, from $4.3 million 
in the third quarter of 2006. The increase in expenses largely relates to personnel additions and salary increases. Marketing 
and promotional expenditures, primarily related to OUT Retail business, were $0.2 million lower year-to-year. Stock-based 
Compensation included in sales and marketing was $0.1 million in the third quarter of 2007 and 2006. As a percentage of net 
revenue, selling and marketing expenses were 2.9% in the third quarter of 2007 and 3.2% in the third quarter of 2006. 

General and administrative expenses. General and administrative expenses include salaries, payroll taxes and benefits, 
and related costs for general corporate functions, including executive management, finance and administration, legal and 
regulatory, facilities, information technology and human resources. 

General and administrative expenses were $7.3 million in the third quarter of 2007, essentially the same as the third 
quarter of 2006. In the third quarter of 2006, we recorded a provision for doubtful accounts receivable of $1.8 million, 
compared to $0.3 million in the third quarter of 2007. The provision for doubtful accounts of $1.8 million in the third quarter 
of 2006 included $1.3 million related to a prepaid calling card distributor we disengaged from doing business with during the 
period. Excluding the reduction in the provision for doubtful accounts receivable, general and administrative expenses 
increased $lSmillion. This increase relates primarily to personnel additions and salary increases, executive officer incentive 
compensation, higher audit fees and an increase in stock-based compensation. In the third quarter of 2007, we incurred 
$0.3 million in legal fees relating to the investigation of our stock option granting practices, compared to $0.8 million in the 
third quarter of 2006. 

Total stock-based compensation included in general and administrative expenses in the third quarter of 2007 was 
$0.7 million compared to $0.2 million in the third quarter of 2006. In the third quarter of 2007, we completed a tender offer 
to exchange certain employee’s stock options, which we previously determined had been granted with exercise prices at less 
than fair market value and which vested after December 31,2004, to mitigate the adverse tax effect of Section 409A of the 
Internal 
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Revenue Code to employees caused by these below fair market value grants. Under the terms of the tender offer, employees 
surrendered their stock options and were granted new stock options with exercise prices per share equal to the fair market 
value of our common stock on the determined option grant dates and will receive a cash payment in January 2008 equal to 
the increase in the exercise prices of these options. The new option grants retained the same vesting provisions as the 
surrendered stock option grants. The aggregate cash payment to be made to employees in January 2008 is approximately 
$0.3 million. As a result, we recorded a stock-based compensation charge, included in general and administrative expenses, 
of $144,000 in the third quarter of 2007, which reflected the increase in the fair value, including the future cash payment to 
employees of $0.3 million, of the new stock options over the fair value ofthe options that were surrendered. In addition, two 
independent members of our hoard of directors resigned upon the closing of the KPN Transaction. The unvested options of 
the departing hoard members became vested immediately preceding the closing of the KPN Transaction and the additional 
stock-based compensation charge in the third quarter of 2007 associated with the accelerated vesting of these options was 
approximately $0.2 million. 

As a percentage of net revenue, general and administrative expenses were 4.8% in the third quarter of 2007 and 5.4% in 
the third quarter of 2006. 

Depreciation and amoriizaiion expenses. Depreciation and amortization expenses increased by $0.5 million to 
$2.3 million in the third quarter of 2007, from $1.8 million in the third quarter of 2006. This increase was primarily due to 
depreciation relating to the addition of new capital equipment deployed into our network over the past twelve months. As a 
percentage of net revenue, depreciation and amortization expenses was 1.5% in the third quarter of 2007 and 1.4% in the 
third quarter of 2006. 

Restructuring costs. There were no restructuring costs in the third quarter of 2007. Restructuring costs of $0.1 million 
in the third quarter of 2006 relate to a change in estimate relating to our sublease assumptions associated with prior 
restructuring charges. 

Merger related expenses. Merger related expenses were $0.5 million in the third quarter of 2007 and $1.2 million in 
the third quatter of 2006 and relate to transaction costs for the KPN Transaction. These transaction costs consist primarily of 
investment banking advisory services, legal and accounting fees. These costs have been expensed as iBasis is considered the 
aquiree for accounting purposes in the W N  Transaction. 

Interest income. Interest income was $0.6 million in the third quarter of 2007 compared to $0.5 million in the third 
quarter of 2006. The increase reflects the income earned on higher average year-to-year cash and short-term investment 
balances as well as the effect of higher short-term interest rates. 

Interest expense. Interest expense of $49,000 in the third quarter of 2007 and $71,000 in the third quarter of 2006 
relates to capital lease obligations. 

Uther expenses, net. Other expenses, net were $39,000 and $49,000 in the third quarter of 2007 and 2006, 
respectively, and primarily consist of state excise and franchise taxes. 

Foreign achange gain, net. Foreign exchange gain was $0.3 million in the third quarter of 2007, compared to a gain 
of $0.1 million in the third quarter of 2006. The foreign exchange gain in the third quarter of 2007 and 2006 was primarily 
due to the effect of a stronger Euro relative to the U.S. dollar on our Euro-denominated accounts receivable. 

Provisionfor income tuxes. The provision for income taxes of $58,000 in the third quarter of 2007 represents foreign 
income taxes on the earnings of onr foreign subsidiaries and interest accrued on the liability for uncertain tax positions we 
recognized upon adoption of FIN 48 as of January 1,2007. The income tax provision of $1 1,000 in the third quarter of 2006 
represents foreign income taxes. 
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Net income (loss). Net income was $0.2 million in the third quarter of 2007, or $0.01 per share, compared to a net loss 
of $(3.0) million, or $(0.09) per share, in the third quarter of 2006. Net income for the third quarter of 2007 included 
$0.5 million in merger related expenses and $0.3 million stock option investigation related expenses. Net loss in the third 
quarter of 2006 included $1.2 million in merger related expenses, a write-off of leasehold improvements of $1  .O million and 
$1.0 million stock option investigation related expenses. 

Nine Months Ended September 30,2007 Compared to September 30,2006 

Net revenue. Our total net revenue increased by approximately $83.4 million, or 22%, to $455.0 million in 2007 from 
$37 1.6 million in 2006. Trading revenue increased $68.8 million, or 23%, to $369.6 million in 2007 from $300.8 million in 
2006. We have continued to add Trading customers, ending the third quarter o f  2007 with 637 customers compared to 512 
customers at the end of the third quarter of 2006. We have also continued to increase revenue from consumer VoIP 
customers, many of which use our PremiumCertifiedTM service. We currently have approximately 75 consumer VoIP 
customers and revenue from these customers was 9% oftotal Trading revenue in 2007 compared to 10% in 2006. Retail 
revenue increased $14.6 million, or 21%, to $85.4 million in 2007 from $70.8 million in 2006. The increase in Retail revenue 
reflects the launch of new calling card brands and the continued expansion of our distribution network. Revenue from our 
Pingo@ calling services, which is part of OUT Retail revenue, has not been material to date. 

Data communications and felecommunieations costs. Data communications and telecommunications expenses 
increased by $78.5 million, or 24%, to $403.8 million in 2007 from $325.3 million in 2006. Data communications and 
telecommunications expenses were $329.6 million and $74.2 million for our Trading and Retail business segments, 
respectively, in 2007, compared to $265.3 million and $60.0 million for our Trading and Retail business segments, 
respectively, in 2006. As a percentage of total net revenue, data communications and telecommunications expenses were 
88.7% in 2007 compared to 87.5% in 2006. 

Grossprofit. Trading gross profit was $40.lmillion, or 10.8% ofTrading revenue in 2007, compared to $35.4 million, 
or 11.8% ofTrading revenue, in 2006. Retail gross profit was $1 1.1 million, or 13.0% of Retail revenue in 2007, compared to 
$10.8 million, or 15.3% of Retail revenue, in 2006. The lower Trading gross profit, as a percentage of Trading revenue, is 
due to an increase in traffic to lower margin destinations. The lower Retail gross profit in 2007 primarily reflects the issuance 
of a significant number of new prepaid calling cards, which initially have lower margins than our more established brands, 
during the past nine months. In the second half of 2006, we disengaged doing business with one of our largest calling card 
distributors due to their default on payments to us. The revenue we generated in 2006 on calling cards we sold through this 
distributor were primarily established brands which carried margins that were higher than our overall prepaid calling card 
portfolio. 

Research and development expenses. Research and development expenses increased $1.6 million to $11.7 million in 
2007, from $10.1 million in 2006. The increase primarily reflects personnel additions and salary increases and an increase in 
network hardware and software maintenance costs of $0.7 million. Stock-based compensation included in research and 
development expenses war $0.3 million in 2007 and $0.4 million in 2006. As a percentage of net revenue, research and 
development expenses decreased to 2.6% in 2007 from 2.7% in 2006. 

Selling and marketing expenses. Selling and marketing expenses increased by $1.7 million to $13.8 million in 2007, 
from $12.1 million in 2006. The increase in expenses, primarily related to our Retail business, largely relates to personnel 
additions and salary increases and marketing and promotional expenditures, which increased $0.4 million year-to-year. 
Stock-based compensation 
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included in sales and marketing was $0.3 million in 2007 and 2006. As a percentage of net revenue, selling and marketing 
expenses were 3.0% in 2007 and 3.3% in 2006. 

General and adminislrrrlive expenses General and administrative expenses increased $4.2 million to $21.2 million in 
2007, from $17.0 million in 2006. The provision for doubtful accounts receivable was $1.0 million in 2007, compared to 
$2.4 million in 2006. Excluding the reduction in the provision far doubtful accounts receivable, general administrative 
expenses increased $5.9 million in 2007 over 2006. The increase in expenses relates primarily to a combination of personnel 
additions and salary increases, audit fees and an increase in stock-based compensation. In 2007, we incurred $1.7 million in 
stock option investigation related expenses compared to $1.0 million in 2006. 

Total stock-based compensation and services included in general and administrative expenses in 2007 was $1.6 million 
compared to $0.7 million in 2006. In the first quarter of 2007, the Compensation Committee of our Board of Directors 
approved a resolution that allowed us to modify the terms of stock option grants for 20 individuals, covering an aggregate of 
approximately 100,000 shares, with exercise prices between $1.1 1 and $8.07 per share. These modifications allowed 
employees, terminated on or after October 17, 2006, to exercise their vested stock options beyond the normal 90-day post- 
termination period provided under our 1997 Plan and their individual option agreements. We extended the exercise period of 
these options because we were unable, during our financial statement restatement process, to deliver registered shares of our 
common stock to such individuals in compliance with the applicable registration requirements of the Securities Act of 1933, 
as amended. Absent the extension; these options would have expired prior to the employee having the opportunity to 
exercise, since the 90 day post-termination exercise period would have expired prior to our completion of the fmancial 
statement restatement process. As a result of these modifications, we have recorded a non-cash stock-based compensation 
charge, included in general and administrative expenses, totaling $0.6 million in 2007. 

In the third quarter of 2007, we completed a tender offer to exchange certain employee stock options, which we 
previously determined had been granted with exercise prices at less than fair market value and which vested after 
December 3 1,2004, to mitigate the adverse tax effect of Section 409A of the Internal Revenue Code to employees caused by 
these below fair market value grants. Under the terms of the tender offer, employees surrendered their stock options and were 
granted new stock options with exercise prices per share equal to the fair market value of our common stock on the 
determined option grant dates and will receive a cash payment in January 2008 equal to the increase in the exercise prices of 
these options. The new option grants retained the same vesting provisions as the sunendered stock option grants. The 
aggregate cash payment to he made to employees in January 2008 is approximately $0.3 million. As a result, we recorded a 
stock-based compensation charge, included in general and administrative expenses, of $144,000 in the third quarter of 2007, 
which reflected the increase in the fair value, including the future cash payment to employees, of the new stock options over 
the fair value of the options that were surrendered. In addition, two independent members of our board of directors were 
replaced by two executives of Royal KPN N.V., upon the closing of the KPN Transaction. The unvested options of the 
departing board members became vested immediately preceding the closing of the KPN Transaction and the additional stock- 
based compensation charge in the third quarter of 2007 associated with the accelerated vesting of these options was 
approximately $0.2 million. 

As a percentage of net revenue, general and administrative expenses were 4.7% in 2007 and 4.6% in 2006 

Deprecialion and amorfization expenses. Depreciation and amortization expenses increased by $1.2 million to 
$6.4 million in 2007, from $5.2 million in 2006. This increase was primarily due to depreciation relating to the addition of 
new capital equipment deployed into our network over the past twelve months. As a percentage of net revenue, depreciation 
and amortization expenses were 1.4% in 2007 and 2006. 
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Write-offofleasehold improvements. In the third quarter of 2006, we negotiated the early termination of leased space 
for one of our locations in New York City which we no longer needed. As a result of our early termination of this lease, we 
took a non-cash charge of $1.0 million for the write-off of the carrying value of leasehold improvements relating to this 
location in the third quarter of 2006. 

Restructuring costs. Kestiuctuhg costs of $0.2 million in 2007 and $0.3 million in 2006 relate to a change in estimate 
relating to our sublease assumptions associated with prior restructuring charges. 

Merger related expenses. Merger related expenses were $0.5 million in 2007 and $2.8 million in 2006 and relate to 
transaction costs for the KPN Transaction. These transaction costs consist primarily of investment banking advisory services, 
legal and accounting fees. These costs have been expensed as Basis is the acquiree for accounting purposes in the 
KPN Transaction. 

Interest income. 
income eamed on our higher average year-to-year cash and shon-tenn investment balances as well as the effect of higher 
short-term interest rates. 

Interest income was $1.6 million in 2007 compared to $1.4 million in 2006. The increase reflects the 

Interest expense. 

Other expenses, net. 

Interest expense of $0.1 million in 2007 and $0.3 million in 2006 relates to capital lease obligations 

Other expenses, net were $0.2 million and $0.1 million in 2007 and 2006, respectively. Other 
expenses include state excise and franchise taxes recorded in the second quarter of 2007 and 2006. 

Foreign exchange gain, net. Foreign exchange gain was $0.2 million in 2007 and 2006. The foreign exchange gain in 
2007 and 2006 was primarily due to the effect of a stronger Euro relative to the U.S. dollar on our Euro-denominated 
accounts receivable. 

Provisionfor income taxes. The provision for income taxes of $92,000 in 2007 represents foreign income taxes on the 
earnings of our foreign subsidiaries and interest accrued on the liability for uncertain tax positions we recognized upon 
adoption of FIN 48 as of January 1,2007. 

Net loss. Net loss was $( 1.3) million in 2007, or $(0.04) per share, compared to a net loss of $( 1. I )  million, or S(0.03) 
per share, in 2006. The net loss in 2007 includes $0.5 million in merger related expenses, $1.7 million in stock option 
investigation related expenses and $0.6 million in non-cash charges related to the modification of certain stock options. The 
net loss in 2006 includes $2.8 million in merger related expenses, $1 .O million in stock option investigation related expenses 
and a $1 .O million write-off of leasehold improvements. 

Liquidity and Capital Resources 

Our principal capital and liquidity needs historically have related to the development of our network infrastructure, our 
sales and marketing activities, research and development expenses, and general capital needs. Our working capital needs 
have been met, in large part, from the net proceeds from our public and private offerings of common stock, issuances of 
convertible debt and cash flow from operations. In addition, we have also met our capital needs through capital equipment 
leases and other equipment financings. 

Net cash provided by operating activities in 2007 was $10.5 million, compared to $18.4 million in 2006. Net cash 
provided by operating activities in 2007 was largely a result of the net loss of $1.3 million, offset by non-cash charges for 
depreciation of $6.4 million, stock-based compensation of $2.2 million and a provision for doubtful accounts receivable of 
$1.0 million. In addition, cash provided by changes in non-cash working capital was $2.3 million in 2007. Net cash provided 
by operating activities in 2006 of $18.4 million was primarily the result of the net loss of $1 . I  million, offset by non-cash 
charges for depreciation of $5.2 million, stock-based compensation of $1.5 million, a provision 
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for doubtful accounts of $2.4 million and a write-off of leasehold improvements of$l .O million. In addition, cash provided 
by changes in non-cash working capital was $9.0 million in 2006. Accounts receivable day sales outstanding were 38 days at 
September 30,2007 compared to 43 days at December 3 I ,  2006. In the three months ended September 30,2007, we wote- 
off approximately $3.8 million of previously reserved customer accounts receivable balances to our allowance for doubtfill 
accounts. 

Net cash provided by investing activities of $7.7 million in 2007 includes $6.8 million in cash used for capital 
expenditures, primarily for expansion of the iBasis Network and $0.1 million for the acquisition of a small company in South 
America. In addition, we used $8.9 million for purchases of short-temi marketable investments and received proceeds of 
$23.5 million from the maturities of short-term marketable investments. Net cash used in investing activities in 2006 of 
$16.8 million consisted of $6.9 million for capital expenditures, $35.9 million for purchases of short-term marketable 
investments, partially offset by proceeds of $26.0 million from maturities of short-term marketable investments. 

Net cash provided by financing activities was $1 . I  million in 2007 and relates to proceeds of $1.4 million for the 
exercise of warrants to purchase common stock and $0.7 million in proceeds from the exercise of stock options, offset by 
capital lease payments of $1.1 million. In addition, warrants for 0.6 million shares of common stock were exercised on a net 
share settlement basis. Net cash used in financing activities in 2006 was $2.9 million and consisted of $2.3 million used for 
the repurchase of 0.4 million shares of our common stock, $1.2 million for capital lease payments and proceeds from the 
exercise of employee stock options of $0.6 million. 

On October 2,2007, we entered into a Second Amended and Restated Loan and Security Agreement (the "Loan 
Agreement") with Silicon Val!ey Bank, which amended and restated a certain Amended and Restated Loan and Security 
Agreement dated as of December 29,2003. We entered into the Loan Agreement to obtain funding for working capital 
purposes and in support of the KPN Transaction. Pursuant to the Loan Agreement, we may borrow up to $35.0 million from 
time to time under a secured revolving credit facility for a two-year period. Borrowings under the line of credit will be on a 
formula basis, based on eligible domestic and foreign accounts receivable. The line of credit contains quarterly financial 
covenants, consisting primarily of minimum profitability and minimum liquidity requirements. Interest on borrowings under 
the line of credit will be based, in part, on our quarterly profitability, with the maximum interest rate being the bank's prime 
rate, plus 0.5%, or LIBOR, plus 2.75%. The line of credit has a quarterly commitment fee of 0.63% on any unused portion of 
the line of credit and an up-front, one-time facility fee of 0.75%, or $263,000. The revolving credit facility is also guaranteed 
by Basis Global, Inc., iBasis Retail, lnc.. iBasis Securities Corporation and KPN International Network Services, Inc., all of 
which are our wholly-owned subsidiaries. The revolving credit facility is secured by a fust priority lien and security interest 
on the assets of iBasis and such guarantors. In addition, isasis has pledged two-thirds of all its shares of JWN GCS, our 
wholly-owned subsidiary, as collateral for the revolving credit facility. Pursuant to the terms of the Loan Agreement, we may 
use the proceeds solely as (i) working capital, (ii) to fund i& general business requirements, and (iii) to fund the dividend 
declared by us in connection with the KPN Transaction. We had issued outstanding letters of credit of $2.9 million at 
September 30,2007 and $2.7 million at December 31,2006 and we had no other borrowings outstanding under our previous 
$15.0 million line of credit at September 30,2007 and December31,2006. 

On June 30, 2006, the Federal Communications Commission ("FCC") issued an order requiring providers of prepaid 
calling cards that utilize Internet Protocol to contribute to the Universal Service Fund ("USF") and pay access charges and 
other regulatory fees both in the future and for some prior period of time. In connection with our Retail business, we plan to 
absorb or pass along such future fees, to the extent permitted by law, which, based on current traffc mix, equal 
approximately 1.8% of revenue. We filed an appeal of the retroactive aspect of the FCC Order with the United States Court 
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of Appeals in Washington, D.C. and oral arguments were heard before the United States Court of Appeals in early 
October 2007. We expect a decision on our appeal in the fourth quarter of 2007. As of September 30,2007, we estimate that 
the maximum potential retroactive USF charge relating to our Retail business prior to the effective date of the FCC Order of 
October 3 1 2006 would be approximately $3.2 million, of which we have accrued $0.6 million for the period of July 1,2006 
to October 31,2006. Ifwe are not successful with our appeal of the retroactive aspect of the FCC Order and are required to 
pay USF and other fees on a retroactive basis, we do not believe we would be able to recover these fees from our customers. 
As such, we would have to fund these fees and record an additional charge in the amount of $2.6 million. We have appealed 
the retroactive aspect of the FCC Order because we believe this FCC Order was a result of a new rule-making procedure and, 
historically, an order issued by the FCC as a result of a new rule-making procedure has not been subject to retroactive 
application. As such, we believe the amount of retroactive fees are not probable of being incurred and no additional amounts 
have been accrued as of September 30,2007. 

As of September 30,2007, we had $58.7 million in cash, cash equivalents and short-term marketable investments. The 
dividend of $113.0 million paid to iBasis shareholders on October 8,2007 was paid from a combination of existing cash, 
cash equivalents and short-term marketable investments, together with the $55.0 million received from KPN and initial 
borrowings under our new $35.0 million line of credit. We believe the combination of existing cash, including the cash 
balance of $21 .O million of KPN GCS acquired upon closing of the KPN Transaction, together with cash flow generated 
from operations and borrowing availability under our new line of credit, will be sufficient to fund our operations and capital 
expenditures for at least the next twelve months. 

Off-Balance Sheet Arrangements 

Under accounting principles generally accepted in the US. ,  certain obligations and commitments are not required to be 
included in the consolidated balance sheets and statements of operations. These obligations and commitments, while entered 
into in the normal course of business, may have a material impact on liquidity. We do not have any relationships with 
unconsolidated entities or financial partnerships, such as entities often referred to as structured finance or special purpose 
entities, which would have been established for the purpose of facilitating off-balance sheet arrangements or other 
contractually narrow or limited purposes. As such, we are not exposed to any financing, liquidity, market or credit risk that 
could arise if we had engaged in such relationships. 

Contractual Obligations 

The following table summarizes our hture contractual obligations as of September 30,2007: 

Payment Due Date. 
--.*-- 

Lars than I 1 to 2 2 to 3 3 to 5 After 5 

Tetsl Year Yearn Years Years Years 

(In thousands) 

P 

Capital lease obligations, including interest $ 1,176 $ 1,114 $ 6 2 $  - $  - $  - 

Operating leases 8,536 2,617 1,983 1,315 716 1,905 

Total 31 
~ -* -:,: ---- P -- 

Item 3. Quantitative and Qualitative Disclosures About Market Risk 

Our primary market risk exposure is related to interest rates and foreign currency exchange rates. To date, we have not 
engaged in tradmg market risk sensitive instnnnents or purchasing hedging instruments, whether interest rate, foreign 
currency exchange, commodity price or equity price risk. We have not purchased options or entered into swaps or fonvard or 
htures contracts. 
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Our investments in commercial paper and debt instruments are subject to interest rate risk, but due to the short-term 
nature of these investments, changes in interest rates would not have a material impact on their value at September 30,2007. 
Our primary interest rate risk is the risk on borrowings under our line of credit agreements, which are subject to interest rates 
based on the bank's prime rate or LIBOR. A change in the applicable interest rates would also affect the rate at which we 
could borrow funds or finance equipment purchases. Our capital lease obligations are fixed rate debt. A 10% change in 
interest rates would not have a material impact on interest expense associated with our line of credit agreement. 

Although we conduct our business in various regions of the world, most of our revenues and costs are denominated in 
U S .  dollars with the remaining being primarily denominated in Euros or British pounds. Thus, we are exposed to foreign 
currency exchange rate fluctuations as the financial results and balances of our foreign subsidiaries are translated into 
U S .  dollars. As exchange rates vary, these results, when translated, may vary from expectations and may adversely impact 
our results of operations and financial condition. Accordingly, if the dollar weakens relative to foreign currencies, 
particularly the Euro or British Pound, our foreign currency-based denominated revenues and expenses would increase when 
stated in U.S. Dollars. Conversely, if the dollar strengthens, our foreign currency denominated revenues and expenses would 
decrease. Based on our net revenue for the three months ended September 30,2007, if the US. dollar had weakened against 
the Euro and British Pound by IO%, our net revenue would have increased approximately 2%. Conversely, based on our net 
revenue for the three months ended September 30,2007, if the US.  dollar had strengthened against the Euro and British 
Pound by IO%, our net revenue would have decreased by approximately 2%. The impact of a 10% change in the exchange 
rate between the U S .  dollar and the Euro or British Pound would not have a material effect on our foreign currency 
denominated operating expenses. 

Item 4. Controls and Procedures 

Evaluation of Disclosure Controls and Procedures 

As of September 30,2007, we camed out an evaluation, under the supervision and with the participation of our 
management, including our Chief Executive Officer and our Chief Financial Officer, of the effectiveness of the design and 
operation of our disclosure controls and procedures pursuant to Rule 13a - 15(b) promulgated under the Exchange Act. Based 
upon that evaluation, our management, including our Chief Executive Officer and our Chief Financial Officer, concluded that 
our disclosure controls and procedures are effective in ensuring that material information required to be disclosed by us in the 
reports that we file or submit under the Exchange Act is recorded, processed, summarized and reported within the time 
periods specified in the Securities and Exchange Commission's rules and forms, including ensuring that such material 
infomation is accumulated and communicated to our management, including our Chief Executive Officer and our Chief 
Financial Officer, as appropriate to allow timely decisions regarding required disclosure. 

Changes in Internal Control Over Financial Reporting 

There have been no changes in our internal control over financial reporting during the quarter ended September 30,2007 
that have materially affected, or are reasonably like to materially affect, our internal control over financial reporting. 

Additionally, management is investing in ongoing efforts to continuously improve the control environment and has 
committed considerable resources to the continuous improvement of the design, implementation, documentation, testing and 
monitoring of ow internal controls. 
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Part 11-Other Information 

Item 1. Legal Proceedings 

Please see Note 9 "Contingencies" of our Condensed Notes to Condensed Consolidated Financial Statements contained 
in this Quarterly Report on Form IO-Q for a description of legal proceedings. 

Item 1A. Risk Factors 

In addition to the other information set forth in this Quarterly Report on Form IO-Q, you should carefully consider the 
factors discussed in Part I, "Item 1A: Risk Factors" in our 2006 Annual Report on Form 10-K for the year ended 
December 3 I ,  2006, which could materially affect our business, financial condition or future results. The risks described in 
our 2006 Annual Report on Form 10-K are not the only risks that we face. Additional risks and uncertainties not currently 
known to us or that we currently deem to be immaterial also may materially adversely affect ow business, financial condition 
and/or operating results. There have been no material changes from the risk factors previously disclosed in our 2006 Annual 
Report on Form 10-K. 

SPECIAL NOTE REGARDING FOR WARD-LOOKING STATEMENTS 

This Quarterly Report on Form 10-Q and, in particular, OUT Management's Discussion and Analysis of Financial 
Condition and Results of Operations set forth in Part I-Item 2 contain or incorporate a number of forward-looking 
statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Exchange 
Act including statements regarding: 

our expectations regarding the outcome of the legal proceedings that we are currently a party to, including our 
defense strategies, the results of negotiations and settlements in such legal proceedings and our estimates 
regarding the amount of fees and losses to be paid in connection with such legal proceedings; 

our expectations that the VolP market offers significant growth potential for us; 

our plan to absorb or pass along future regulatory fees; 

our estimates regarding the retroactive Universal Service Fund and other fees we will be charged; and 

* 

- 
- our liquidity. 

Any or all of our fonvard-looking statements in this Quarterly Report on Form IO-Q may turn out to be wrong. They can 
be affected by inaccurate assumptions we might make or by known or unknown risks and uncertainties. Many factors 
mentioned in our discussion in this Quarterly Report on Form IO-Q will be important in determining future results. 
Consequently, no fonvard-looking statement can be guaranteed. Actual future results may vary materially. 

Without limiting the foregoing, the words "believes," "anticipates," "plans," "expects" and similar expressions are 
intended to identify forward-looking statements. There are a number of factors that could cause actual events or results to 
differ materially from those indicated by such forward-looking statements, many of which are beyond our control, including 
the factors set forth under "Item IA. Risk Factors" of our 2006 Annual Report on Form 10-K, as updated or supplemented by 
"Part 11-Item 1A-Risk Factors" of this Quarterly Report on Form IO-Q. In addition, the forward-looking statements 
contained herein represent our estimate only as of the date of this filing and should not be relied upon as representing our 
estimate as of any subsequent date. While we may elect to update these forward-looking statements at some point in the 
future, we specifically disclaim any obligation to 
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do so to reflect actual results, changes in assumptions or changes in other factors affecting such fonvard-looking statements. 

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds 

In September 2007, we issued 78,334 shares of common stock pursuant to an exercise of a warrant for cash at an 
exercise price of $6.30 per common share. The exercised warrants were issued in September 2004 in exchange for placement 
agent services In September 2007, we issued 222,033 shares of common stock pursuant to the exercise of warrants for cash 
at an exercise price of $1.95 per common share. The exercised warrants were issued in 2003 in connection with the issuance 
of our 11 '12% Senior Secured Notes due January 2005. 

Although the issuance of shares of our common stock upon exercise of these warrants had been registered under 
Registration Statements on Form S-3, the Registration Statements on Form S-3 were not effective due to our failure to timely 
file our Annual Report on Form IO-K for the year ended December 3 1,2006 and our Quarterly Reports on Form 10-Q for the 
periods ended November 30,2006 and March 3 1,2007. The issuances of the common stock underlying the warrants as 
described above were undertaken in reliance upon exemptions from the Securities Act of 1933 (the "Securities Act") 
registration requirements afforded by Section 4(2) of the Securities Act and Rule 506 of Regulation D promulgated 
thereunder, as the transactions (including the initial issuances of the warrants) did not involve public offerings. 

On October 1,2007, we issued 40,121,074 shares of common stock to KPN B.V. upon closing of the KPN Transaction. 

Item 4A. Submission of Matters to a Vote of Security Holders 

Our Annual Meeting of Shareholders was held on September 27,2007. Of the [ ] shares outstanding and entitled to 
vote as of the record date, a quorum of [ 
to approve the issuance of that number of newly issued shares of iBasis common stock, par value $0.001 per share, to KF", 
that will represent, immediately after issuance, 51% of the issued and outstanding shares of the common stock on a fully- 
diluted basis (which includes all of the issued and outstanding common stock and the common Stockunderlying outstanding 
"in-the-money" options, as adjusted, and warrants to purchase common stock) on the date of the closing of the 
KPN Transaction. In addition, shareholders voted to re-elect each of Frank King and Charles Skiho to serve as Class 2 
Directors for a three -year tern. Shareholders also voted to approve the adoption of the Basis, Inc. 2007 Stock Plan, under 
which 3.5 million shares of our common stock were reserved for issuance. 

] shares was present or represented by proxy. At the meeting, shareholders voted 

Shareholders also voted to ratify the appointment of Deloitte & Touche LLP ("Deloitte") as our independent auditors. 
(On October 9,2007, after the closing of the KPN Transaction and because KPN GCS's independent registered public 
accounting firm, PricewaterhouseCoopers ("PwC"), was different from our independent registered public accounting firm, 
Deloitte, we informed Deloitte of its dismissal as our principal accountants for the fiscal year ending December 31,2007. On 
October 15,2007, we engaged PwC to sewe as our independent registered public accounting firm to audit our consolidated 
financial statements for the fiscal year ending December 3 1,2007.) 
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The results of the shareholder votes are set forth below and additional information is contained in our Definitive Proxy 
Statement fled on August 24, 2007. 

For Against 
->,--.. -wM 

1. Issuance of Shares to KPN 21,252,146 76,620 

2.Election of Class 2 Directors: 
Frank King 
Charles Skiho 

FW Withhold 
-A-v-- -- 
28,199,517 436,453 
23,049,566 5,586,404 

For Against 

20,505,748 638,263 
&- 

3. Approkal of the adoption of the isasis, Inc. 2007 Stock 
Plan 

Broker 

Abstain Non-Votes 
v- as--_r_= 

39,444 7,267,760 

Broker 

Abstain "on-votes 
p-.. --- 

224,199 7,267,760 

Item 6 Exhibits 

(A) Exhibits: 

10.1 isasis, Inc. 2007 Stock Plan (incorporated by reference from Exhibit 10.1 to isasis, 1nc.k Current 
Report on Form 8-K filed on October 3,2007 (File No. 000-27127)). 

Form of Stock Option Agreement under the iBasis, Inc. 2007 Stock Plan 

Offer Letter between Basis, Inc. and Edwin van Ierland, dated as of September 1 I ,  2007. 

Amendment No. 3 to Share Purchase and Sale Agreement dated as of August 1,2007, between 
isasis, Inc. and KPN B.V. (incorporated by reference from Exhibit 10.1 to isasis, Inc.'s Current 
Report on Form 8-K filed with on August 7, 2007 (File No. 000-27127)). 

Certificate of isasis, Inc. Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act 
of 2002. 

Certificate of isasis, Inc. Chief Financial Officer pursuant to Section 302 of the Sarbanes- Oxley Act 
of 2002. 

10.2 

10.3 

10.4 

3 1.1 

31.2 

32.1 Certificate of iBasis, Inc. Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act 
of 2002. 

32.2 Certificate of isasis, Inc. Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act 
of 2002. 
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SIGNATURE 

Pursuant to the requircrnents ofthe Securities Exchange Act of 1934, the Registrant has duly caused this report to he 
signed on its behalf by the undersigned thereunto duly authorized. 

isasis, Inc 

November 9,2007 By: Is/ RICHARD TENNANT 
. ,_ . . . . - 

Richard Tennant 
Vice President and ChiefFinancial O&er 

(Authorized Of$cer and Principal Financial Officer) 
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