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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q/A
(Amendment No. 1)

(Mark One)

b QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended April 30, 2007

or

0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to

Commission file number: 001-32465

VERIFONE HOLDINGS, INC.
(Exact name of registrant as specified in its charter)

Delaware 04-3692546
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)

2099 Gateway Place, Suite 600
San Jose, CA 95110
(Address of principal executive offices with zip code)

(408) 232-7800
(Registrant s telephone number, including area code)

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

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

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer and smaller reporting

company in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer p Accelerated filer o Non-accelerated filer o Smaller reporting company o
(Do not check if a smaller reporting company)
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). YESo NOD

At May 25, 2007, the number of shares outstanding of the registrant s common stock, $0.01 par value per share was
82,967,716.
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EXPLANATORY NOTE

This Amendment No. 1 (the Amended 10-Q ) to the Quarterly Report on Form 10-Q of VeriFone Holdings, Inc. (the
Company or VeriFone ) for the three and six months ended April 30, 2007 is being filed to correct certain errors in
VeriFone s Condensed Consolidated Financial Statements and the related disclosures.

As discussed in Note 2, Restatement of Condensed Consolidated Financial Statements, of the notes to the
accompanying Condensed Consolidated Financial Statements in this Amended 10-Q, the correction of these errors
from previously reported information for the three months ended April 30, 2007 has resulted in a reduction in income
(loss) before income taxes of $9.9 million, primarily as a result of a $12.2 million increase in total cost of net revenues
offset by a $2.7 million reduction in operating expenses. The correction of these errors from previously reported
information for the six months ended April 30, 2007 has resulted in a reduction in income (loss) before income taxes
of $22.4 million, primarily as a result of a $24.7 million increase in total cost of net revenues offset by a $3.1 million
reduction in operating expenses.

On December 3, 2007, we announced that our management had identified errors in accounting related to the valuation
of in-transit inventory and the allocation of manufacturing and distribution overhead to inventory and that as a result
of these errors we anticipated that a restatement of our unaudited condensed consolidated financial statements would
be required for the following interim periods:

the three months ended January 31, 2007;
the three and six months ended April 30, 2007; and
the three and nine months ended July 31, 2007.

On December 3, 2007, following our announcement, the Audit Committee approved the commencement of an
independent investigation into the errors in accounting that led to the anticipated restatement. The Audit Committee
engaged independent counsel, Simpson Thacher & Bartlett LLP ( Simpson Thacher ), to conduct the independent
investigation under the supervision of the Audit Committee. Simpson Thacher engaged Navigant Consulting, Inc.

( Navigant ) as independent forensic accountants. The scope of the investigation was proposed by Simpson Thacher in
consultation with Navigant and approved by the Audit Committee.

On April 2, 2008, the Company announced that its Audit Committee had completed the independent investigation.
The Audit Committee investigation found no evidence that any period prior to fiscal year 2007 required restatement.

Concurrently with the Audit Committee investigation, we also conducted an internal review for the purpose of
restating our fiscal 2007 interim financial statements and preparing our fiscal 2007 annual financial statements and
fiscal 2008 interim financial statements. This review included evaluations of the previously made accounting
determinations and judgments. As a result, we have also corrected additional errors, including errors that had
previously not been corrected because our management believed that individually and in the aggregate such errors
were not material to our consolidated financial statements. Management also made additional adjustments to reduce
certain accruals which had been recorded, such as bonuses, which were accrued based upon information which,
following the restatement, was no longer accurate.

The following items have been amended principally as a result of, and to reflect, the restatements:

PartI Item 1. Financial Statements (Unaudited);
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PartI Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations;
PartI Item 4. Controls and Procedures;

Part II Item 1. Legal Proceedings;
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Part I Item 1A. Risk Factors;
Part I Item 6. Exhibits.

For the convenience of the reader, this Amended 10-Q amends and restates in its entirety the Quarterly Report on

Form 10-Q for the three and six months ended April 30, 2007 (the 10-Q ). However, this Amended 10-Q amends only
the items referred to above, in each case as a result of and to reflect the adjustments discussed above and more fully in
Note 2 of the accompanying Condensed Consolidated Financial Statements and related disclosures. No other
information in the 10-Q is amended hereby. The foregoing items have not been updated to reflect other events

occurring after the filing of the 10-Q, or to modify or update those disclosures affected by other subsequent events. In
particular, forward-looking statements included in this Amended 10-Q represented management s views as of the date
of filing of the 10-Q for the quarterly period ended April 30, 2007 on May 31, 2007. Such forward-looking statements
should not be assumed to be accurate as of any future date. VeriFone undertakes no duty to update such information
whether as a result of new information, future events or otherwise.

As required by Rule 12b-15 under the Securities Exchange Act of 1934, VeriFone s principal executive officer and
principal financial officer are providing Rule 13a-14(a) certifications dated August 19, 2008 in connection with this
Amended 10-Q (but otherwise identical to their prior certifications) and are also furnishing, but not filing, written
statements pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 dated August 19, 2008 (but otherwise identical
to their prior statements).
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PART1 FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

VERIFONE HOLDINGS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS

Current assets:

Cash and cash equivalents

Accounts receivable, net of allowances of $3,746 and $2,364
Inventories

Deferred tax assets

Prepaid expenses and other current assets

Total current assets

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

Deferred tax assets

Debt issuance costs, net
Transaction costs

Other assets

Total assets

LIABILITIES AND STOCK HOLDERS EQUITY
Current liabilities:

Accounts payable

Income taxes payable

Accrued compensation

Accrued warranty

Deferred revenue, net

Accrued expenses

Accrued transaction costs

Other current liabilities

Current portion of long-term debt

Table of Contents

April 30, October 31,
2007 2006
(Restated)(1)
(Unaudited)
(In thousands, except
par value)

$ 175760 % 86,564

168,199 119,839
101,449 86,631
15,885 13,267
45,001 12,943
506,294 319,244
33,492 7,300
193,606 16,544
583,038 52,689
26,030 21,706
10,328 10,987
12,350

21,058 12,125

$ 1,373,846 $ 452,945

$ 72,558 $ 66,685

4,573 5,951
20,758 16,202
11,461 4,902
36,599 23,567

5,565 4,752

12,000
50,036 13,661
5,416 1,985
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Restructuring liabilities 2,808 2,963
Total current liabilities 209,774 152,668
Accrued warranty 670 530
Deferred revenue 9,807 7,371
Long-term debt, less current portion 494,036 190,904
Deferred tax liabilities 75,646 859
Other long-term liabilities 10,408 1,872
Total liabilities 800,341 354,204
Minority interest 437

Stockholders equity:

Preferred Stock: 10,000 shares authorized as of April 30, 2007 and October 31, 2006;
no shares issued and outstanding as of April 30, 2007 and October 31, 2006
Common Stock: $0.01 par value, 100,000 shares authorized at April 30, 2007 and
October 31, 2006; 82,865 and 68,148 shares issued and outstanding as of April 30,

2007 and October 31, 2006 828 682
Additional paid-in-capital 615,007 140,569
Accumulated deficit (53,965) (43,468)
Accumulated other comprehensive income 11,198 958
Total stockholders equity 573,068 98,741
Total liabilities and stockholders equity $ 1,373,846 $ 452,945

(1) See Note 2, Restatement of Condensed Consolidated Financial Statements, of the Notes to Condensed
Consolidated Financial Statements.

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

5
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VERIFONE HOLDINGS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

Net revenues:
System Solutions
Services

Total net revenues
Cost of net revenues:
System Solutions
Services

Total cost of net revenues

Gross profit

Operating expenses:

Research and development

Sales and marketing

General and administrative

Amortization of purchased intangible assets
In-process research and development

Total operating expenses
Operating income
Interest expense

Interest income

Other income (expense), net

Income (loss) before income taxes
Provision for income taxes

Net income (loss)

Net income (loss) per share:
Basic

Diluted

Table of Contents

Six Months Ended
Three Months Ended
April 30, April 30,
2007 2006 2007 2006
(Restated)(1) (Restated)(1)
(Unaudited)

(In thousands, except per share data)

$ 191,469
25,414

216,883

125,951
13,286

139,237
77,646
16,009
22,823
25,565

5,690

90

70,177

7,469
(9,507)

1,534
2)

(506)
4,312

$ (4.818)

$ (0.06)

$ (0.06)

$

$

128,136
14,054

142,190

71,765
7,026

78,791
63,399
12,221
14,404
9,993
1,159
37,777
25,622

(3,197)
927
65

23,417
8,381

15,036

0.23

0.22

$

$

$

380,435
52,811

433,246

259,242
27,735

286,977
146,269
32,907
45,863
42,941
11,041
6,650
139,402
6,867
(19,263)
2,525
(263)

(10,134)
363

(10,497)

(0.13)

(0.13)

$ 246,821
29,999

276,820

138,880
14,939

153,819
123,001
23,628
28,605
19,691
2,318
74,242
48,759
(6,476)
1,614
266

44,163
15,333

$ 28,830

$ 0.44

$ 0.42

10
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Weighted average shares used in computing net income
(loss) per share:
Basic 81,705 65,799 81,343 65,751

Diluted 81,705 68,959 81,343 68,887

(1) See Note 2, Restatement of Condensed Consolidated Financial Statements, of the Notes to Condensed
Consolidated Financial Statements.

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

6
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VERIFONE HOLDINGS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities
Net income (loss)

Adjustments to reconcile net income (loss) to net cash provided by operating activities:

Amortization of purchased intangible assets

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

In-process research and development

Amortization of interest rate caps

Amortization of debt issuance costs

Stock-based compensation

Minority interest and equity in earnings of affiliates

Other

Net cash provided by operating activities before changes in working capital
Changes in operating assets and liabilities:
Accounts receivable, net

Inventories

Deferred tax assets

Prepaid expenses and other current assets
Other assets

Accounts payable

Income taxes payable

Tax benefit from stock-based compensation
Accrued compensation

Accrued warranty

Deferred revenue

Deferred tax liabilities

Accrued expenses and other liabilities

Net cash provided by operating activities

Cash flows from investing activities

Software development costs capitalized

Purchase of property, plant and equipment, net

Purchase of other assets

Purchases of marketable securities

Sales and maturities of marketable securities

Acquisition of businesses, net of cash and cash equivalents acquired

Table of Contents

Six Months Ended
April 30,
2007 2006
(Restated)(1)
(Unaudited)
(In thousands)
(10,497) $ 28,830
30,236 5,330
3,765 1,651
570 598
6,650
2 139
660 539
16,095 2,112
63
(71) 81)
47,473 39,118
(13,490) (19,639)
52,228 (14,450)
(3,366) (1,871)
(21,405) (607)
(3,034) 42
(5,251) 17,096
151 4,593
(4,672) (1,374)
(3,030) (621)
(1,037) (674)
6,532 5,133
9,206
(20,179) (2,083)
40,126 24,663
(2,921) (1,078)
(12,045) (2,161)
(500) (1,114)
(102,508)
106,625
(264,334)
12



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

Net cash used in investing activities (279,800) (236)
Cash flows from financing activities
Proceeds from long-term debt, net of costs 305,335
Repayment of long-term debt (1,250) (925)
Repayments of capital leases (34) (106)
Tax benefit of stock-based compensation 4,672 1,374
Proceeds from exercises of stock options 18,412 508
Other 23 85
Net cash provided by financing activities 327,158 936
Effect of foreign currency exchange rate changes on cash 1,712 790
Net increase in cash and cash equivalents 89,196 26,153
Cash and cash equivalents, beginning of period 86,564 65,065
Cash and cash equivalents, end of period $ 175,760 91,218
Supplemental disclosures of cash flow information
Cash paid for interest $ 18,039 5,875
Cash paid for taxes $ 13,381 13,289
Supplemental schedule of non-cash transactions:
Issuance of common stock and stock options for business acquisition $ 435228
(1) See Note 2, Restatement of Condensed Consolidated Financial Statements, of the Notes to Condensed
Consolidated Financial Statements.
The accompanying notes are an integral part of these condensed consolidated financial statements.
7
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VERIFONE HOLDINGS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

Note 1. Description of Business

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

On November 1, 2006, the Company acquired all of the outstanding ordinary shares of Lipman Electronic

Engineering Ltd. ( Lipman ). The consideration paid to acquire Lipman was $344.7 million in cash, 13,462,474 shares
of common stock of the Company and assumption of all outstanding Lipman stock options. See Note 4 of Notes to
Condensed Consolidated Financial Statements for additional information related to this business combination.

Note 2. Restatement of Condensed Consolidated Financial Statements
Background
On December 3, 2007, the Company announced that its management had identified errors in accounting related to the
valuation of in-transit inventory and the allocation of manufacturing and distribution overhead to inventory and that as
a result of these errors, the Company anticipated that a restatement of its unaudited condensed consolidated financial
statements would be required for the following interim periods:

the three months ended January 31, 2007;

the three and six months ended April 30, 2007; and

the three and nine months ended July 31, 2007.
On December 3, 2007, following the announcement, the Company s Audit Committee approved the commencement of
an independent investigation into the errors in accounting that led to the anticipated restatement. The Audit Committee
engaged independent counsel, Simpson Thacher & Bartlett LLP ( Simpson Thacher ), to conduct the independent
investigation under the Audit Committee s supervision. Simpson Thacher engaged Navigant Consulting, Inc.
( Navigant ) as independent forensic accountants. The scope of the investigation was proposed by Simpson Thacher in
consultation with Navigant and approved by the Audit Committee. The investigation involved a program of forensic

analysis designed to investigate, among other things:

the circumstances surrounding the errors identified by management and described in the Company s
December 3, 2007 announcement;

whether additional errors existed requiring further restatement in the interim periods of fiscal 2007 and the
adjustments required to correct and restate the Company s interim financial statements; and

whether evidence existed indicating that periods prior to fiscal 2007 may also be required to be restated.

Simpson Thacher and Navigant assembled an investigative team that ultimately consisted of approximately
70 professionals. Information and documents were gathered from current and former employees worldwide. Using

Table of Contents 14
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search technology, the investigative team evaluated over five million documents in physical and electronic form.
Navigant also reviewed relevant accounting databases and journal entries. The investigative team also conducted more
than 25 interviews of senior executives, former senior executives of Lipman, and current and former finance,
accounting and supply chain personnel.

The Company announced on April 2, 2008 that the investigation was complete and that the investigation had
confirmed the existence of the errors in accounting identified in the Company s December 3, 2007 announcement. In
particular, the investigation confirmed that incorrect manual journal and elimination entries had been made primarily
by the Company s Sacramento, California supply chain accounting team with respect to several inventory-related
matters.

Table of Contents 15
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VERIFONE HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

The investigation also concluded that existing policies with respect to manual journal entries were not followed and
that the review processes and controls in place were not sufficient to identify and correct the errors in a timely manner.
The investigation found no evidence that any period prior to fiscal year 2007 required restatement.

Among the most significant errors giving rise to the restatement were:

manual journal entries made for the three months ended January 31, 2007 that erroneously added
manufacturing and distribution overhead to inventory held at former Lipman subsidiaries, notwithstanding that
overhead had already been allocated to that inventory. This duplication erroneously increased reported
inventory and reduced reported cost of net revenues by $7.7 million in the three months ended January 31,
2007;

manual journal entries made for the periods ended April 30, 2007 and July 31, 2007 that erroneously recorded
in-transit inventory of an additional $12.7 million at April 30, 2007 and an additional $7.3 million at July 31,
2007 based on erroneous methodology and application of source documents; and

$6.3 million in errors made in the elimination of intercompany profit in inventory for the nine months ended
July 31, 2007.

Concurrently with the Audit Committee investigation, the Company also conducted an internal review for the purpose
of restating the Company s fiscal 2007 interim financial statements and preparing the Company s fiscal 2007 annual
financial statements and fiscal 2008 interim financial statements. This review included evaluations of the previously
made accounting determinations and judgments. As a result, the Company has also corrected additional errors,
including errors that had previously not been corrected because management believed that individually and in the
aggregate such errors were not material to the Company s consolidated financial statements. Management also made
additional adjustments to reduce certain accruals which had been recorded, such as bonuses, which were accrued
based upon information which, following the restatement, was no longer accurate.

Restatement Adjustments

The following tables present the impact of the restatement adjustments on the Company s previously reported
condensed consolidated balance sheet as of April 30, 2007, condensed consolidated statements of operations for the
three and six months ended April 30, 2007, and condensed consolidated statement of cash flows for the six months
ended April 30, 2007. The impact to the statement of cash flows is the result of the adjustments to the condensed
consolidated balance sheet and condensed consolidated statements of operations described below.

9
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VERIFONE HOLDINGS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS

Current assets:

Cash and cash equivalents

Accounts receivable, net of allowances
Inventories

Deferred tax assets

Prepaid expenses and other current assets

Total current assets

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

Deferred tax assets

Debt issuance costs, net

Other assets

Total assets

LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities:

Accounts payable

Income taxes payable

Accrued compensation

Accrued warranty

Deferred revenue, net

Accrued expenses

Other current liabilities

Current portion of long-term debt
Restructuring liabilities

Total current liabilities

Accrued warranty

Deferred revenue

Long-term debt, less current portion
Deferred tax liabilities

Table of Contents

As
Reported

$ 175,760
168,375
125,390

14,726
33,291

517,542
36,236
199,517
549,073
46,198
10,328
18,207

$ 1,377,101

$ 72,566
4,573
21,208
11,461
36,175
5,565
51,975
5,416

2,808

211,747
670
9,807
494,036
70,060

(Continued)
April 30, 2007
Adjustments  Ref. Restated
(In thousands)
$ $ 175,760
(176) 168,199
(23,941) (b) 101,449
1,159 (e) 15,885
11,710 (e) 45,001
(11,248) 506,294
(2,744) ) 33,492
(5,911) ) 193,606
33,965 ) 583,038
(20,168) (e) 26,030
10,328
2,851 ) 21,058
$ (3,255) $ 1,373,846
$ ®) $ 72,558
4,573
(450) 20,758
11,461
424 36,599
5,565
(1,939) ) 50,036
5,416
2,808
(1,973) 209,774
670
9,807
494,036
5,586 (e) 75,646
17
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Other long-term liabilities 11,967 (1,559) 63) 10,408

Total liabilities 798,287 2,054 800,341

Minority interest 5,632 (5,195) 63) 437

Total stockholders equity 573,182 (114) (2) 573,068

Total liabilities and stockholders equity $ 1,377,101 (3,255) $ 1,373,846
10
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VERIFONE HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
Three Months Ended April 30, 2007 Six Months Ended April 30, 2007
As As
Reported Adjustments Ref. Restated Reported Adjustments Ref. Restated

(In thousands, except per share data)

Net revenues:
System Solutions $ 191,800 $ (331) (@ $ 191,469 $ 381,029 $ (594) (a) $ 380,435

Services 25,413 1 25,414 52,810 1 52,811
Total net revenues 217,213 (330) 216,883 433,839 (593) 433,246
Cost of net revenues:

System Solutions 114,110 11,841 125,951 236,759 22,483 259,242
Services 12,903 383 13,286 25,500 2,235 27,735

Total cost of net
revenues 127,013 12,224 (©) 139,237 262,259 24,718 (c) 286,977

Gross profit 90,200 (12,554) 77,646 171,580 (25,311) 146,269
Operating expenses:
Research and

development 16,238 (229) 16,009 33,044 (137) 32,907
Sales and marketing 23,323 (500) 22,823 45,846 17 45,863
General and

administrative 27,181 (1,616) (d) 25,565 45,586 (2,645) (d) 42,941

Amortization of
purchased intangible

assets 6,061 (371) 5,690 11,389 (348) 11,041

In-process research

and development 110 (20) 90 6,640 10 6,650

Total operating

expenses 72,913 (2,736) 70,177 142,505 (3,103) 139,402

Operating income 17,287 (9,818) 7,469 29,075 (22,208) 6,867

Interest expense (9,595) 88 (9,507) (19,351) 88 (19,263)
Interest income 1,553 (19) 1,534 2,525 2,525

Other income

(expense), net 106 (108) 2) 3D (232) (263)

Income (loss) before
income taxes 9,351 (9,857) (506) 12,218 (22,352) (10,134)

Table of Contents 19
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income taxes 4,492 (180) (e) 4,312 8,343 (7,980) (e) 363
Net income (loss) $ 4,859 (9,677) $ @4818) $ 3875 $ (14,372) $ (10,497)
Net income (loss)
per share:
Basic 0.06 (0.12) (0.06) 0.05 (0.18) (0.13)
Diluted 0.06 (0.12) (0.06) 0.05 (0.18) (0.13)
Weighted average
shares used in
computing net
income (loss) per
share:
Basic 81,705 81,705 81,343 81,343
Diluted 84,180 (2,475) 81,705 83,861 (2,518) 81,343
11
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VERIFONE HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Six Months Ended April 30, 2007

As
Reported Adjustments Restated
(In thousands)
Net income (loss) $ 3,875 $ (14,372) $ (10,497)
Net cash provided by operating activities $ 50,210 $ (10,084) $ 40,126
Net cash used in investing activities (289,672) 9,872 (279,800)
Net cash provided by financing activities 326,947 211 327,158
Effect of foreign currency exchange rate changes on cash 1,711 1 1,712
Net increase in cash and cash equivalents 89,196 89,196
Cash and cash equivalents, beginning of period 86,564 86,564
Cash and cash equivalents, end of period $ 175,760 $ $ 175,760

The primary restatement adjustments to the Company s previously reported condensed consolidated balance sheet as of
April 30, 2007 and condensed consolidated statements of operations for the three and six months ended April 30, 2007
are as follows:

a) Net revenues for the three and six months ended April 30, 2007 were reduced primarily by errors in the
timing of the recognition of revenue.

b) The changes to inventories as of April 30, 2007 are as follows:
$12.7 million decrease to eliminate intercompany in-transit inventory that did not exist, which was
originally recorded based upon erroneous methodology and application of source documents.
Intercompany in-transit inventory is inventory which is in the process of being shipped between

VeriFone entities, primarily from either Israel or Singapore to the United States;

$7.7 million decrease due to the duplicate recording of manufacturing and distribution overhead to
inventories at former Lipman subsidiaries;

$3.9 million decrease to eliminate intercompany profit in inventory. Inventory at the end of a quarter
in one VeriFone entity purchased from another VeriFone entity contains intercompany profit which

must be eliminated upon consolidation;

$0.5 million increase to correct errors in recording and eliminating intercompany transactions; and
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$0.1 million net decrease as a result of various adjustments, each individually less than $0.5 million.
c¢) The changes to total cost of net revenues for the six months ended April 30, 2007 are as follows:

$11.6 million increase to eliminate intercompany in-transit inventory that did not exist, which was

originally recorded based upon erroneous methodology and application of source documents.

Intercompany in-transit inventory is inventory which is in the process of being shipped between

VeriFone entities, primarily from either Israel or Singapore to the United States;

$7.7 million increase due to the duplicate recording of manufacturing and distribution overhead to
inventories at former Lipman subsidiaries;
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VERIFONE HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
$3.9 million increase to eliminate intercompany profit in inventory. Inventory at the end of a quarter
in one VeriFone entity purchased from another VeriFone entity contains intercompany profit which

must be eliminated upon consolidation;

$0.9 million increase due to an error in determining replacement costs of component inventory at
former Lipman entities;

$0.6 million increase to correct errors in recording and eliminating intercompany transactions; and
Other adjustments, each individually less than $0.5 million.

The changes to total cost of net revenues for the three months ended April 30, 2007 are as follows:
$11.5 million increase to eliminate intercompany in-transit inventory that did not exist, which was
originally recorded based upon erroneous methodology and application of source documents.
Intercompany in-transit inventory is inventory which is in the process of being shipped between
VeriFone entities, primarily from either Israel or Singapore to the United States;
$3.5 million increase to eliminate intercompany profit in inventory. Inventory at the end of a quarter
in one VeriFone entity purchased from another VeriFone entity contains intercompany profit which
must be eliminated upon consolidation;
$0.8 million increase to correct errors in the capitalization of overhead;
$2.2 million decrease related to inventory recorded in the second fiscal quarter for a change in
inventories at former Lipman entities due to standards revaluation which should have been recorded
in the first fiscal quarter; and
Other adjustments, each individually less than $0.5 million.

d) The changes to general and administrative expenses for the six months ended April 30, 2007 are as follows:
$2.6 million decrease in general and administrative expenses as a result of a reversal of executive
bonuses and stock-based compensation, which were originally based upon information that,
following the restatement, was no longer accurate; and
Other adjustments were each individually less than $0.5 million.

The changes to general and administrative expenses for the three months ended April 30, 2007 are as follows:
$1.9 million decrease in general and administrative expenses as a result of a reversal of executive

bonuses and stock-based compensation, which was originally based upon information that,
following the restatement, was no longer accurate; and
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Other adjustments were each individually less than $0.5 million.
e) Prepaid expenses and other current assets (prepaid taxes), deferred tax assets and income tax expense
adjustments reflect the tax impact of the restatement adjustments, and the application of the intraperiod

accounting rules to tax expense.

f) The changes to these balance sheet accounts relate to adjustments and corrections of various errors to the
purchase price allocations of the Lipman, Payware and VTS acquisitions and/or reclassifications.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
The changes to goodwill as of April 30, 2007 are as follows:
$27.3 million increase as a result of adjustments in long-term deferred tax liabilities;
$5.0 million increase to correct errors related to Lipman stock options assumed at acquisition;

$8.4 million decrease as a result of corrections related to Lipman, Payware and VTS assets and
liabilities assumed at acquisition; and

$10.1 million increase as a result of cumulative translation adjustments related to the above
adjustments and correction of errors.

g) The changes to total stockholders equity as of April 30, 2007 are as follows:

$14.4 million decrease as a result of the restatement adjustments to the consolidated statement of
operations;

$2.4 million decrease due to correction of errors related to stock compensation expense;
$5.0 million increase to correct errors related to Lipman stock options assumed at acquisition; and

$11.7 million increase as a result of cumulative translation adjustments related to adjustments and
correction of various errors noted above.

Note 3. Summary of Significant Accounting Policies

Principles of Consolidation

The accompanying condensed consolidated financial statements include the accounts of the Company and its majority

owned subsidiaries. All significant intercompany accounts and transactions have been eliminated.
Unaudited Interim Financial Information

The accompanying condensed consolidated balance sheet as of April 30, 2007 and the condensed consolidated

statements of operations for the three and six months ended April 30, 2007 and 2006 and the condensed consolidated

statements of cash flows for the six months ended April 30, 2007 and 2006 are unaudited. These unaudited interim
condensed consolidated financial statements have been prepared in accordance with U.S. generally accepted
accounting principles for interim financial information and Form 10-Q and Article 10 of Regulation S-X. In the

opinion of the Company s management, the unaudited interim condensed consolidated financial statements have been

prepared on the same basis as the annual consolidated financial statements and include all adjustments of a normal
recurring nature necessary for the fair presentation of the Company s financial position as of April 30, 2007 and its

results of operations for the three and six months ended April 30, 2007 and 2006, and its cash flows for the six months

ended April 30, 2007 and 2006. The results for the interim periods are not necessarily indicative of the results to be
expected for any future period or for the fiscal year ended October 31, 2007. The condensed consolidated balance
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sheet as of October 31, 2006 has been derived from the audited consolidated balance sheet as of that date. Certain
amounts reported in previous periods have been reclassified to conform to the current period presentation. The
reclassifications did not impact previously reported revenues, total operating expense, operating income, net income,
or stockholders equity.

These unaudited interim condensed consolidated financial statements should be read in conjunction with the
Company s consolidated financial statements and related notes included in the Company s 2006 Annual Report on

Form 10-K filed with the Securities and Exchange Commission ( SEC ) on December 18, 2006.
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Use of Estimates

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

Revenue Recognition

The Company s revenue recognition policy is consistent with applicable revenue recognition guidance and
interpretations, including the requirements of Emerging Issues Task Force Issue No. 00-21 ( EITF 00-21 ), Revenue
Arrangements with Multiple Deliverables, Statement of Position 97-2 ( SOP 97-2 ), Software Revenue Recognition,
Statement of Position 81-1 ( SOP 81-1 ), Accounting for Performance of Construction-Type and Certain Production
Type Contracts, Staff Accounting Bulletin No. 104 ( SAB 104 ), Revenue Recognition, and other applicable revenue
recognition guidance and interpretations.

The Company records revenue when all four of the following criteria are met: (i) there is persuasive evidence that an
arrangement exists; (ii) delivery of the products and/or services has occurred; (iii) the selling price is fixed or
determinable; and (iv) collectibility is reasonably assured. Cash received in advance of revenue recognition is
recorded as deferred revenue, net.

Net revenues from System Solutions sales to end-users, resellers, value added resellers and distributors are recognized
upon shipment of the product with the following exceptions:

if a product is shipped free on board destination, revenue is recognized when the shipment is delivered, or

if an acceptance or a contingency clause exists, revenue is recognized upon the earlier of receipt of the
acceptance letter or when the clause lapses.

End-users, resellers, value added resellers and distributors generally have no rights of return, stock rotation rights or
price protection.

The Company s System Solutions sales include software that is incidental to the electronic payment devices and
services included in its sales arrangements.

The Company enters into revenue arrangements for individual products or services. As a System Solutions provider,
the Company s sales arrangements often include support services in addition to electronic payment devices ( multiple
deliverables ). These services may include installation, training, consulting, customer support, product maintenance
and/or refurbishment arrangements.

Revenue arrangements with multiple deliverables are evaluated to determine if the deliverables (items) should be
divided into more than one unit of accounting. An item can generally be considered a separate unit of accounting if all

Table of Contents 27



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

of the following criteria are met:
the delivered item(s) has value to the customer on a standalone basis;
there is objective and reliable evidence of the fair value of the undelivered item(s); and

if the arrangement includes a general right of return relative to the delivered item(s), delivery or performance
of the undelivered item(s) is considered probable and substantially in the control of the Company.

Deliverables that do not meet these criteria are combined into a single unit of accounting.

If there is objective and reliable evidence of fair value for all units of accounting, the arrangement consideration is
allocated to the separate units of accounting based on their relative fair values. In cases where there is
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objective and reliable evidence of the fair value(s) of the undelivered item(s) in an arrangement but no such evidence
for one or more of the delivered item(s), the residual method is used to allocate the arrangement consideration. In
cases in which there is no objective and reliable evidence of the fair value(s) of the undelivered item(s), the Company
defers all revenues for the arrangement until the period in which the last item is delivered. However, items which do
not meet these criteria are combined into a single unit of accounting.

For revenue arrangements with multiple deliverables, upon shipment of its electronic payment devices, the Company
allocates the fair value for all remaining undelivered elements and recognizes the residual amount within the
arrangement as revenue for the delivered items as prescribed in EITF 00-21. Revenues for the Company s
arrangements that include multiple elements are allocated to each undelivered element based on the fair value of each
element. Fair value is determined based on the price charged when each element is sold separately and/or the price
charged by third parties for similar services.

Net revenues from services such as customer support and product maintenance are initially deferred and then
recognized on a straight-line basis over the term of the contract. Net revenues from services such as installations,
equipment repairs, refurbishment arrangements, training and consulting are recognized as the services are rendered.

For software development contracts, the Company recognizes revenue using the completed contract method pursuant
to SOP 81-1. During the period of performance of such contracts, billings and costs are accumulated on the balance
sheet, but no profit is recorded before completion or substantial completion of the work. The Company uses customers
acceptance of such products as the specific criteria to determine when such contracts are substantially completed.
Provisions for losses on software development contracts are recorded in the period they become evident.

For operating lease arrangements, the Company recognizes the revenue ratably over the term of the lease.

In addition, the Company sells products to leasing companies that, in turn, lease these products to end-users. In
transactions where the leasing companies have no recourse to the Company in the event of default by the end-user, the
Company recognizes revenue at the point of shipment or point of delivery, depending on the shipping terms and when
all the other revenue recognition criteria have been met. In arrangements where the leasing companies have
substantive recourse to the Company in the event of default by the end-user, the Company recognizes both the product
revenue and the related cost of the product as the payments are made to the leasing company by the end-user,
generally ratably over the lease term.

Foreign Currency Translation

The assets and liabilities of foreign subsidiaries, where the local currency is the functional currency, are translated
from their respective functional currencies into U.S. dollars at the rates in effect at the balance sheet date, with
resulting foreign currency translation adjustments recorded as accumulated other comprehensive income in the
accompanying condensed consolidated balance sheets. Revenue and expense amounts are translated at average rates
during the period.

Gains and losses realized from transactions, including intercompany balances not considered to be a permanent

investment, and denominated in currencies other than an entity s functional currency are included in other income
(expense), net in the accompanying condensed consolidated statements of operations.
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Concentrations of Credit Risk
Cash is placed on deposit in major financial institutions in the United States and other countries. Such deposits may be
in excess of insured limits. Management believes that the financial institutions that hold the Company s cash are

financially sound and, accordingly, minimal credit risk exists with respect to these balances.

The Company invests cash not required for use in operations in high credit quality securities based on its investment
policy. The investment policy has restrictions based on credit quality, investment concentration,
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investment type and maturity that the Company believes will result in reduced risk of loss of capital. Investments are
of a short-term nature and include investments in money market funds and corporate debt securities.

The Company has not experienced any investment losses due to institutional failure or bankruptcy.

The Company s accounts receivable are derived from sales to a large number of direct customers, resellers, and
distributors in the Americas, Europe, and the Asia Pacific region. The Company performs ongoing evaluations of its
customers financial condition and limits the amount of credit extended when deemed necessary, but generally requires
no collateral.

An allowance for doubtful accounts is determined with respect to those amounts that the Company has determined to
be doubtful of collection using specific identification of doubtful accounts and an aging of receivables analysis based
on invoice due dates. Actual collection losses may differ from management s estimates, and such differences could be
material to the consolidated financial position, results of operations and cash flows. Uncollectible receivables are
written off against the allowance for doubtful accounts when all efforts to collect them have been exhausted and
recoveries are recognized when they are received. Generally, accounts receivable are past due 30 days after the
invoice date unless special payment terms are provided.

In the three and six months ended April 30, 2007, no customer accounted for more than 10% of net revenues. In each
of the three and six months ended April 30, 2006, one customer, First Data Corporation and its affiliates accounted for
12% of net revenues. At April 30, 2007, no customer accounted for more than 10% of accounts receivable. At
October 31, 2006, First Data Corporation and its affiliates accounted for 13% of accounts receivable and no other
customer accounted for 10% or more of accounts receivable at that date.

The Company is exposed to credit loss in the event of nonperformance by counterparties on the foreign currency
forward contracts used to mitigate the effect of exchange rate changes and interest rate caps used to mitigate the effect
of interest rate changes. These counterparties are large international financial institutions and to date, no such
counterparty has failed to meet its financial obligations to the Company. The Company does not anticipate
nonperformance by these counterparties.

Besides those noted above, the Company had no other off-balance-sheet concentrations of credit risk, such as option
contracts or other derivative arrangements as of April 30, 2007 or October 31, 2006.

Product Manufacturing

The Company outsources a majority of the manufacturing of its products to contract manufacturers with facilities in
China, Singapore, and Brazil. The Company also utilizes third-party service providers in the United States, Canada,
United Kingdom, Poland, France, Italy, Spain, and Mexico for its equipment repair service. In November 2006, the
Company added in-house manufacturing and services capabilities in Israel and Turkey as a result of the Lipman

acquisition.

Fair Value of Financial Instruments
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Financial instruments consist principally of cash and cash equivalents, marketable securities, accounts receivable,
accounts payable, long-term debt, foreign currency forward contracts and interest rate caps. Foreign currency forward
contracts and interest rate caps are recorded at fair value. The estimated fair value of cash, accounts receivable and
accounts payable approximates their carrying value due to the short period of time to their maturities. The estimated
fair value of long-term debt approximates its carrying value since the rate of interest on the long-term debt adjusts to
market rates on a periodic basis. The fair value of cash equivalents, marketable securities, foreign currency forward
contracts and interest rate caps are based on quotes from brokers using market prices for those or similar instruments.
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Derivative Financial Instruments

The Company uses foreign currency forward contracts to hedge certain existing and anticipated foreign currency
denominated transactions. The terms of foreign currency forward contracts used are generally consistent with the
timing of the foreign currency transactions. Under its foreign currency risk management strategy, the Company
utilizes derivative instruments to protect its interests from unanticipated fluctuations in earnings and cash flows caused
by volatility in currency exchange rates. This financial exposure is monitored and managed by the Company as an
integral part of its overall risk management program which focuses on the unpredictability of financial markets and
seeks to reduce the potentially adverse effects that the volatility of these markets may have on its operating results.
The Company also enters into interest rate caps in order to manage its variable interest rate risk on its secured credit
facility.

The Company records derivatives, namely foreign currency forward contracts and interest rate caps, on the balance
sheet at fair value. Changes in the fair value of derivatives which do not qualify or are not effective as hedges are
recognized currently in earnings. The Company does not use derivative financial instruments for speculative or
trading purposes, nor does it hold or issue leveraged derivative financial instruments.

The Company formally documents relationships between hedging instruments and associated hedged items. This
documentation includes: identification of the specific foreign currency asset, liability or forecasted transaction being
hedged; the nature of the risk being hedged; the hedge objective; and the method of assessing hedge effectiveness.
Hedge effectiveness is formally assessed, both at hedge inception and on an ongoing basis, to determine whether the
derivatives 