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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

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

For the quarterly period ended March 31, 2007

or

¨ 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: 0-25131

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

Delaware 91-1718107
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)

601 108th Avenue NE, Suite 1200
Bellevue, Washington 98004
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(Address of principal executive offices) (Zip Code)
Registrant�s telephone number, including area code:  (425) 201-6100

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.    x  Yes    ¨  No

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

Large accelerated filer  x    Accelerated filer  ¨    Non-accelerated filer  ¨

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    ¨  Yes    x  No

Indicate the number of shares outstanding of each of the issuer�s classes of common stock, as of the latest practicable date.

Class

Outstanding at

May 3, 2007
Common Stock, Par Value $.0001 32,991,713
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Item 1. �Financial Statements

INFOSPACE, INC.

UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS

(amounts in thousands, except share data)

March 31,
2007

December 31,
2006

ASSETS
Current assets:
Cash and cash equivalents $ 220,621 $ 163,505
Short-term investments, available-for-sale 192,301 238,444
Accounts receivable, net of allowance of $1,288 and $1,240 65,767 78,742
Other receivables 2,781 3,402
Prepaid expenses and other current assets 10,899 14,753

Total current assets 492,369 498,846
Property and equipment, net 38,208 33,212
Goodwill 104,424 104,424
Other intangible assets, net 17,763 19,565
Deferred tax asset, net 101,571 101,571
Other long-term assets 7,407 8,221

Total assets $ 761,742 $ 765,839

LIABILITIES AND STOCKHOLDERS� EQUITY
Current liabilities:
Accounts payable $ 11,033 $ 13,031
Accrued expenses and other current liabilities 51,028 61,156
Short-term deferred revenue 5,900 6,708

Total current liabilities 67,961 80,895
Long-term liabilities:
Other liabilities and long-term deferred revenue 650 877
Deferred tax liability 5,502 5,502

Total long-term liabilities 6,152 6,379

Total liabilities 74,113 87,274
Commitments and contingencies (Note 5) �  �  
Stockholders� equity:
Common stock, par value $.001�authorized, 900,000,000 shares; issued and outstanding, 31,599,955 and
31,392,862 shares 3 3
Additional paid-in capital 1,722,493 1,712,897
Accumulated deficit (1,036,153) (1,035,613)
Accumulated other comprehensive income 1,286 1,278

Total stockholders� equity 687,629 678,565

Total liabilities and stockholders� equity $ 761,742 $ 765,839
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See accompanying notes to unaudited Condensed Consolidated Financial Statements.
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INFOSPACE, INC.

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(amounts in thousands, except per share data)

Three Months Ended
March 31,

2007 2006
Revenues $ 86,643 $ 90,274
Operating expenses:
Content and distribution 41,617 41,612
Systems and network operations 6,725 7,108
Product development 14,742 9,308
Sales and marketing 8,949 9,563
General and administrative 13,694 14,086
Depreciation 4,591 3,317
Amortization of intangible assets 1,802 3,708
Restructuring and other, net (833) �  

Total operating expenses 91,287 88,702

Operating income (loss) (4,644) 1,572
Other income, net 5,191 3,872

Income before income taxes 547 5,444
Provision for income taxes (1,087) (2,439)

Net income (loss) $ (540) $ 3,005

Earnings (loss) per share � Basic $ (0.02) $ 0.10

Earnings (loss) per share � Diluted $ (0.02) $ 0.09

Weighted average shares outstanding used in computing basic net income (loss) per share 31,461 31,083

Weighted average shares outstanding used in computing diluted net income (loss) per share 31,461 32,917

Comprehensive income (loss):
Net income (loss) $ (540) $ 3,005
Foreign currency translation 24 74
Unrealized gain (loss) on investments (16) 259

Comprehensive income (loss) $ (532) $ 3,338

See accompanying notes to unaudited Condensed Consolidated Financial Statements.
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INFOSPACE, INC.

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(amounts in thousands)

Three Months Ended

March 31,
2007 2006

Operating activities:
Net income (loss) $ (540) $ 3,005
Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Depreciation and amortization 6,393 7,025
Stock-based compensation 7,285 4,109
Deferred income taxes 1,012 1,967
Gain on sale of assets (1,266) �  
Restructuring 433 �  
Other 189 (187)
Cash provided (used) by changes in operating assets and liabilities:
Accounts receivable 12,926 7,551
Other receivables 621 804
Prepaid expenses and other current assets 2,842 2,477
Other long-term assets 814 (1,625)
Accounts payable (3,619) (2,549)
Accrued expenses and other current and long-term liabilities (10,730) (302)
Deferred revenue (1,047) (332)

Net cash provided by operating activities 15,313 21,943
Investing activities:
Purchases of property and equipment (8,238) (4,308)
Proceeds from the sale of assets 1,515 33
Proceeds from sales and maturities of investments 70,826 76,930
Purchases of investments (24,700) (92,691)

Net cash provided (used) by investing activities 39,403 (20,036)
Financing activities:
Proceeds from exercise of stock options 1,659 1,229
Proceeds from issuance of stock through employee stock purchase plan 741 943

Net cash provided by financing activities 2,400 2,172

Net increase in cash and cash equivalents 57,116 4,079
Cash and cash equivalents:
Beginning of period 163,505 153,013

End of period $ 220,621 $ 157,092

See accompanying notes to unaudited Condensed Consolidated Financial Statements.
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INFOSPACE, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. The Company and Basis of Presentation
InfoSpace, Inc. (the �Company� or �InfoSpace�) develops tools and technologies that assist consumers with finding content and information on the
Internet or mobile phone. The Company offers online search and directory services that enable Internet users to locate information, merchants,
individuals, and products online. The Company offers search and directory services through its Web sites as well as through the Web properties
of distribution partners. The Company also delivers data technology solutions, consulting, and management services for the mobile operator
market, including portal, storefront, search, and messaging solutions. In addition, the Company provides mobile media content products,
including ringtones, graphics, and games to subscribers of its mobile customers.

The accompanying unaudited Condensed Consolidated Financial Statements include all adjustments, consisting of normal recurring adjustments
that, in the opinion of management, are necessary to present fairly the financial information set forth herein. Certain information and note
disclosures normally included in financial statements prepared in accordance with accounting principles generally accepted in the United States
of America (�GAAP�) have been condensed or omitted pursuant to the rules and regulations of the U.S. Securities and Exchange Commission.
Results of operations for the three months ended March 31, 2007 are not necessarily indicative of future financial results. The preparation of
financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual amounts may differ, perhaps materially, from these financial estimates.

Investors should read these interim financial statements and related notes in conjunction with the audited financial statements and related notes
included in the Company�s Annual Report on Form 10-K for the year ended December 31, 2006.

2. Income Taxes
In July 2006, the Financial Accounting Standards Board (�FASB�) issued FASB Interpretation No. (�FIN�) 48, Accounting for Uncertainty in
Income Taxes. FIN 48 prescribes a recognition threshold and measurement attribute for the 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.

The Company adopted FIN 48 on January 1, 2007. As a result of the adoption, the Company did not recognize a change in the liability for
unrecognized tax benefits. Had the Company recognized a change in the liability for unrecognized tax benefits it would have recorded an
adjustment to the January 1, 2007 balance in accumulated deficit. The balance of unrecognized tax benefits at January 1, 2007 was $18.8
million, which, if recognized, would affect the effective tax rate.

The amount of unrecognized tax benefits may change during the next twelve months; however, any change is not expected to have a material
impact on the results of operations or the financial position of the Company.

The Company and one or more of its subsidiaries files income tax returns in the U.S. federal jurisdiction and various state and foreign
jurisdictions. With few exceptions, the Company is no longer subject to U.S. federal, state and local, or non-U.S. income tax examinations by tax
authorities for years before 2002, although net operating loss carryforwards and tax credit carryforwards from any year are subject to
examination and adjustment for at least three years following the year in which they are fully utilized. As of March 31, 2007, no significant
adjustments have been proposed relative to the Company�s tax positions.

The Company has recognized immaterial interest and penalties related to unrecognized tax benefits in interest expense and operating expenses,
respectively, as of January 1, 2007 and in the three months ended March 31, 2007.
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3. Stock-Based Compensation
The Company has included the following amounts for share-based compensation cost, including the cost related to the Employee Stock Purchase
Plan (�ESPP�), in the accompanying unaudited Condensed Consolidated Statements of Operations for the three months ended March 31, 2007 and
2006 (in thousands):

Three Months Ended
March 31,

2007 2006
Systems and network operations $ 554 $ 190
Product development 1,625 415
Sales and marketing 2,092 1,042
General and administrative 3,014 2,462

Total $ 7,285 $ 4,109

To estimate the compensation cost that was recognized under Statement of Financial Accounting Standards (�SFAS�) No. 123(R) for the three
months ended March 31, 2007 and 2006, the Company used the fair value at date of grant for Restricted Stock Units and the Black-Scholes
option-pricing model with the following weighted-average assumptions for its stock option and ESPP incentive plans:

Employee Stock Option Plans Employee Stock Purchase Plan
Three Months Ended

March 31,
Three Months Ended

March 31,
2007 2006 2007 2006

Risk-free interest rate 4.79% 4.40% 5.12% 4.13%
Expected dividend yield 0% 0% 0% 0%
Volatility 56% 67% 41% 35%
Expected life 3.4 years 2.9 years 6 months 6 months

4. Net Income (Loss) Per Share
Basic net income (loss) per share is computed using the weighted average number of common shares outstanding during the period. Diluted net
income per share is computed using the weighted average number of common and potentially dilutive shares outstanding during the period.
Potentially dilutive shares consist of the incremental common shares issuable upon the exercise of outstanding stock options and warrants using
the treasury stock method. Potentially dilutive shares are excluded from the computation of earnings per share if their effect is antidilutive. The
Company had a net loss for the three months ended March 31, 2007, therefore no dilutive stock options or warrants are included in the
computation of diluted loss per share for the three months ended March 31, 2007 as they were antidilutive.

The treasury stock method calculates the dilutive effect for only those stock options and warrants whose exercise price is less than the average
stock price during the period presented. The number of dilutive stock options and warrants and the number of antidilutive stock options and
warrants excluded from the calculation of weighted average dilutive common shares outstanding at March 31, 2007 and 2006 are shown below:

Three Months Ended
March 31,

2007 2006
Weighted average common shares outstanding, basic 31,460,645 31,083,379
Dilutive stock options and warrants �  1,834,075

Weighted average common shares outstanding, diluted 31,460,645 32,917,454
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Stock options excluded as antidilutive 5,943,214 4,233,380

5. Commitments and Contingencies
The following are the Company�s contractual commitments associated with its operating lease obligations (in thousands):

Remainder
of 2007 2008 2009 2010 2011 Thereafter Total

Operating lease commitments, net of sublease
income $ 4,688 $ 3,263 $ 4,476 $ 4,263 $ 4,176 $ 4,551 $ 25,417

- 7 -
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As of March 31, 2007, the Company has pledged $4.2 million as collateral for standby letters of credit and bank guaranties for certain of its
property leases, which is included in Other long-term assets.

Litigation

On June 6, 2003, a complaint entitled Enger v. Richards, filed in the Superior Court of the State of Washington (King County), was amended to
add the Company and Naveen Jain, its former chairman and chief executive officer, as defendants. The action alleged various statutory and
common law claims in connection with the sale of Yellow Pages on the Internet, LLC to the Company in May 1997. In December 2003, the
plaintiff voluntarily dismissed the Company from this action. In January 2004, defendant John Richards, a former Company employee, asserted
a third-party claim for indemnification against the Company, which purports to seek reimbursement for his legal fees as well as any judgment. In
January 2005, the plaintiff, Jain and the Company settled all of their respective claims including Jain�s claim for indemnification against the
Company and any potential claims that Enger could bring against the Company. The settlement was paid entirely by the Company's insurance.
Richards� claim for indemnification was not a part of the settlement agreement. On March 16, 2005, the trial court entered a judgment in
Richards� favor of less than $500. Enger appealed that judgment to the Washington Court of Appeals, which rejected Enger�s appeal. Enger
sought review in the Washington Supreme Court, but he voluntarily dismissed his appeal on March 29, 2007. The Company believes it has
meritorious defenses to Richards� claim for indemnification, but litigation is inherently uncertain and the Company may not prevail in this matter.

On January 11, 2007, EMI Entertainment World, Inc. (�EMI�) and its associated music publishers filed a lawsuit against the Company and several
alleged subsidiaries or predecessors-in-interest in the United States District Court for the Southern District of New York. The plaintiffs initially
charged that the Company breached two ringtone license agreements by underpaying royalties, fraudulently reported the amount of royalties
owed, and infringed the plaintiffs' copyrights by making unlicensed use of the plaintiffs� works. The plaintiffs claimed in excess of $10 million in
damages for the alleged breaches of contract, unspecified compensatory and punitive damages for the alleged fraud, and in excess of $100
million in statutory damages for alleged copyright infringement. After a hearing on a proposed motion to dismiss, EMI filed an amended
complaint striking the fraud claim and the correlated requests for compensatory and punitive damages, and reducing the copyright infringement
statutory damages claim from in excess of $100 million to �many millions� of dollars. The lawsuit is at its initial stages and the Company is
conducting its factual investigation. Based on its knowledge to date, the Company believes that the plaintiffs� claims are without merit and that it
has meritorious defenses to them and intends to vigorously defend the suit, however, litigation is inherently uncertain and the Company may not
prevail in this matter.

Other

From time to time the Company is subject to various other legal proceedings or claims that arise in the ordinary course of business. Although the
Company cannot predict the outcome of these matters with certainty, the Company�s management does not believe that the disposition of these
ordinary course matters will have a material adverse effect on the Company�s financial position, results of operations or cash flows.

In the ordinary course of business, the Company may provide indemnifications of varying scope and terms to customers, vendors, partners and
other parties. The Company has agreed to hold certain parties harmless against losses arising from a breach of representations or covenants, or
other claims made against certain parties. It is not possible to determine the maximum potential amount under these indemnification agreements
due to the conditional nature of the Company�s obligations and the unique facts and circumstances involved in each particular
agreement. Accordingly, the Company has not recorded a liability related to indemnification provisions.

The Company periodically enters into agreements that require minimum performance commitments. The Company�s management believes that
the likelihood is remote that any such arrangements will have a significant adverse effect on its financial position or liquidity. Accordingly, the
Company has not recorded a liability related to these contingencies.

6. Restructuring
Restructuring charges were $433,000 and $0 for the three months ended March 31, 2007 and 2006, respectively.

In September 2006, the Company announced that one of its carrier partners intended to develop direct licensing relationships with the major
record labels beginning in 2007. The Company anticipated that such direct relationships between the carrier and content providers would have a
material negative impact on its revenues and operating results. As a result, the Company committed to a plan to make operational changes to its
business to align operational focus and costs with expected future revenues. The plan included a reduction in the Company�s workforce and
consolidation of facilities. The Company also suspended investment in mobile media content initiatives and, accordingly intends to substantially
reduce, through various initiatives, its mobile media content product offerings by mid-2007. As a result of implementing the plan, the Company
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The restructuring plan is expected to be completed by mid-2007. Also during 2006, the Company initiated a plan to close its office in Hamburg,
Germany. In future periods, adjustments and additions are expected to be made to the amounts recorded.

Restructuring for the three months ended March 31, 2007 and 2006 consists of the following (in thousands):

Three Months Ended
March 31,

2007 2006
Employee separation costs $ 4 �  
Stock-based compensation benefit (154) �  
Losses on contractual commitments 412 �  
Estimated future lease losses 171 �  

$ 433 $ �  

At March 31, 2007, the accrued liability associated with the restructuring related charges was $3.1 million and consisted of the following (in
thousands):

Employee
separation

Contractual
commitments

Facility
abandonment Total

Reserve balance at December 31, 2006 $ 5,934 $ 2,838 $ 1,450 $ 10,222
Restructuring accrual 87 47 618 752
Adjustments (83) �  (447) (530)
Payments in three months ended March 31, 2007 (4,510) (1,394) (1,421) (7,325)

Reserve balance at March 31, 2007 $ 1,428 $ 1,491 $ 200 $ 3,119

The Company expects to incur additional restructuring charges in 2007 of approximately $1 million related to initiatives identified to date that
have not yet been recognized in the accompanying unaudited Condensed Consolidated Statements of Operations.

7. Segment Disclosures
SFAS No. 131, Disclosures about Segments of an Enterprise and Related Information, establishes standards for the way that companies report
information about operating segments in annual financial statements. It also establishes standards for related disclosures about products and
services, geographic areas, and major customers.

In January 2007, the Company realigned its operations and began to measure its results of reportable segments based on operating income or
loss before Depreciation, Amortization of intangible assets, Stock-based compensation expense, Restructuring, and Other charges, net. The
Company refers to this measure as segment income (loss). Certain indirect expenses are allocated to the reportable business units based on
internal measurements. The Company does not allocate certain indirect general and administrative expenses, income taxes, gains (losses) on
investments or interest and other income to the reportable business units.

For each segment, the historical financial results for 2006 and its four quarters are presented in a manner consistent with the Company�s new
measures for reportable segments information. The revised financial information for the new segment reporting is not indicative of how the
Company operated or managed its business in the past and is different than the segment results previously presented.

- 9 -
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Information on reportable segments currently presented to the Company�s chief operating decision maker and a reconciliation to consolidated net
income (loss) for the three months ended March 31, 2007 and 2006 are presented below (in thousands). The Company does not account for, and
does not report to management, its assets or capital expenditures by segment.

Three Months Ended
March 31,

2007 2006
Online
Revenue $ 45,040 $ 46,130
Content and distribution expenses 16,317 16,275
Operating expenses 10,711 9,794

Segment income 18,012 20,061

Mobile
Revenue 41,603 44,144
Content and distribution expenses 25,300 25,337
Operating expenses 19,700 19,267

Segment loss (3,397) (460)

Total
Total revenues 86,643 90,274
Total content and distribution expenses 41,617 41,612
Total segment operating expenses 30,411 29,061

Total segment income 14,615 19,601

Corporate
Operating expenses 6,414 6,895
Depreciation 4,591 3,317
Amortization of intangible assets 1,802 3,708
Stock-based compensation 7,285 4,109
Restructuring and other, net (833) �  
Other income, net (5,191) (3,872)
Provision for income taxes 1,087 2,439

Total consolidated net income (loss) $ (540) $ 3,005

- 10 -
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Information on reportable segments currently presented to the Company�s chief operating decision maker and a reconciliation to consolidated net
income (loss) for the year ended December 31, 2006 and each of the three months ended March 31, June 30, September 30, and December 31,
2006 are presented below (in thousands).

Three Months Ended Year Ended
March 31,
2006

June 30,
2006

September 30,
2006

December 31,
2006

December 31,
2006

Online
Revenue $ 46,130 $ 50,373 $ 48,567 $ 41,831 $ 186,901
Content and distribution expenses 16,275 18,122 18,217 14,058 66,672
Operating expenses 9,794 9,419 10,096 11,531 40,840

Segment income 20,061 22,832 20,254 16,242 79,389

Mobile
Revenue 44,144 45,473 47,731 47,488 184,836
Content and distribution expenses 25,337 27,999 29,487 28,832 111,655
Operating expenses 19,267 25,140 24,487 21,869 90,763

Segment loss (460) (7,666) (6,243) (3,213) (17,582)

Total
Total revenues 90,274 95,846 96,298 89,319 371,737
Total content and distribution expenses 41,612 46,121 47,704 42,890 178,327
Total segment operating expenses 29,061 34,559 34,583 33,400 131,603

Total segment income 19,601 15,166 14,011 13,029 61,807

Corporate
Operating expenses 6,895 6,267 7,544 6,633 27,339
Depreciation 3,317 3,457 4,635 4,674 16,083
Amortization of intangible assets 3,708 3,611 3,046 1,848 12,213
Stock-based compensation 4,109 4,635 4,807 3,312 16,863
Restructuring �  �  57,789 4,527 62,316
Other income, net (3,872) (4,723) (5,405) (5,381) (19,381)
Income tax provision (benefit) 2,439 900 (11,676) (30,201) (38,538)

Total consolidated net income (loss) $ 3,005 $ 1,019 $ (46,729) $ 27,617 $ (15,088)

8. Recent Accounting Pronouncements
In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities � including an
amendment to SFAS No. 115, Accounting for Certain Investments in Debt and Equity Securities. SFAS No. 159 permits entities to measure
certain financial assets and financial liabilities at fair value. SFAS No. 159 requires prospective application and is effective for fiscal years
beginning after November 15, 2007, however, early adoption is allowed with certain conditions. The Company is currently evaluating the
provisions of SFAS No. 159 to determine what effect its adoption on January 1, 2008 will have on the Company�s financial position, cash flows,
and results of operations.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements. SFAS No. 157 defines fair value, establishes a framework for
measuring fair value and expands disclosure of fair value measurements. SFAS No. 157 applies under other accounting pronouncements that
require or permit fair value measurements and accordingly, does not require any new fair value measurements. SFAS No. 157 is effective for
financial statements issued for fiscal years beginning after November 15, 2007. The Company is currently evaluating the provisions of SFAS
No. 157 to determine what effect its adoption on January 1, 2008 will have on the Company�s financial position, cash flows, and results of
operations.
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9. Subsequent Event
On May 2, 2007, the Company�s Board of Directors declared a special one-time cash distribution by means of a dividend on the Company�s
common stock of $6.30 per share. The dividend will be paid on or about May 28, 2007 with respect to all shares of the Company�s common stock
outstanding at the close of business on May 18, 2007. As of May 3, 2007, there were 33.0 million shares outstanding and, based on those shares,
the total amount of the cash distribution would be approximately $208 million.

Additionally, on May 2, 2007, the Board of Directors approved a plan to compensate employees and directors that hold in-the-money options to
purchase shares of common stock and restricted stock units (�RSUs�) for the reduction in value of these awards due to the special cash
distribution. The compensation will be a combination of cash and issuance of RSUs and the amount will be based
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on, among other factors, the average trading price of the stock before and after the ex-dividend date and the in-the-money amount for options to
purchase shares of common stock. Cash payments will be made for vested in-the-money options and RSUs will be granted for unvested
in-the-money options and RSUs. The vesting schedule for RSUs granted under this plan will be the same as the existing awards for which they
are granted. Assuming that the average trading price was $25.17 (closing price as of May 2, 2007) and the post distribution average trading price
was $18.87 per share (a reduction in value of $6.30), the aggregate value of cash and RSUs would be $30.8 million, consisting of $19.5 million
in cash for in-the-money vested options and $11.3 million of fair value for RSUs issued to compensate for unvested in-the-money options and
RSUs.
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Item 2. �Management�s Discussion and Analysis of Financial Condition and Results of Operations.

This report contains forward-looking statements that involve risks and uncertainties. You should not rely on forward-looking statements. The
statements in this report that are not purely historical are forward-looking statements within the meaning of Section 21E of the Securities
Exchange Act of 1934, as amended. We use words such as �anticipate,� �believe,� �plan,� �expect,� �future,� �intend,� �may,� �will,�
�should,� �estimate,� �predict,� �potential,� �continue,� and similar expressions to identify such forward-looking statements. These
forward-looking statements include, but are not limited to:

� statements regarding new and future products and services;

� statements regarding our future business plans and growth strategy, including our recently announced restructuring and planned
reduction of our mobile media content product offerings;

� the expected demand for and benefits of our online and mobile products and services for our customers and distribution partners;

� statements regarding seasonality of revenue and concentration of revenue sources;

� anticipated benefits from the business and technologies we have acquired or intend to acquire;

� anticipated development or acquisition of intellectual property and resulting benefits;

� anticipated results of potential or actual litigation;

� statements regarding our competitive environment;

� statements regarding the impact of governmental regulation;

� statements regarding employee hiring and retention, including anticipated reductions in force and headcount;

� statements regarding the future payment of dividends;

� anticipated revenue and expenses;

� statements regarding expected impacts of changes in accounting rules, including the impact on deferred tax benefits;

� statements regarding use of cash, cash needs and ability to raise capital; and
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� statements regarding potential liability from contractual relationships.
Forward-looking statements are subject to known and unknown risks, uncertainties and other factors that may cause our results, levels of
activity, performance, achievements and prospects, and those of the wireless and Internet industries generally, to be materially different from
those expressed or implied by such forward-looking statements. These risks, uncertainties and other factors include, among others, those
discussed below and in Item 1A. of Part II, �Risk Factors�, and in our reports filed with the Securities and Exchange Commission, including
our annual report on Form 10-K for the year ended December 31, 2006.

Overview

InfoSpace, Inc. (�InfoSpace�, �our� or �we�) develops tools and technologies that assist consumers with finding content and information on the
Internet or mobile phone. We offer online search and directory services that enable Internet users to locate information, merchants, individuals,
and products online. We offer search and directory services through our Web sites, Dogpile.com, Switchboard.com, InfoSpace.com,
Webcrawler.com, MetaCrawler.com, and Zoo.com, as well as through the Web properties of distribution partners. Partner versions of our search
and directory services are generally private-labeled and delivered with each distribution partner�s unique requirements.

We also deliver data technology solutions, consulting, and management services for the mobile operator market, including portal, storefront,
search, and messaging solutions. In addition, we provide mobile media content products, including ringtones, graphics, and games to subscribers
of our mobile customers. Through our products, content and service offerings, our mobile operator partners are able to aggregate, configure and
customize the services they offer under their own brand and deliver them to their subscribers. In September 2006, as a result of being informed
by one of our carrier partners that it intended to develop direct relationships for mobile ringtone content with the major record labels beginning
in 2007, we committed to a plan to make operational changes to our business to align operational focus and costs with expected future revenues.
The restructuring plan included a reduction in our workforce, consolidation of our facilities, a suspension of investment in mobile media content
initiatives, a substantial reduction of our mobile media content product offerings by mid-2007, and focus on providing mobile technology
services. See Note 6 to our unaudited Condensed Consolidated Financial Statements for further information regarding our restructuring.

We were founded in 1996 and are incorporated in the state of Delaware. Our principal corporate office is located in Bellevue, Washington. We
also have facilities in Seattle, Washington; Los Angeles, California; Westborough, Massachusetts; Woking and Eastleigh, United Kingdom; and
Papendrecht, The Netherlands. Our common stock is listed on the Nasdaq Global Select Market under the symbol �INSP.�

- 13 -
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In early 2007, as a result of our operational changes described above, we realigned our operations into two business units, Online and Mobile.
As part of that realignment, we changed our segment reporting to better reflect the performance of our company. Given this change in our
organizational structure, for each segment the historical financial results for each of the quarters in 2006 are presented in a manner consistent
with our new reporting segments. See Note 7 to our unaudited Condensed Consolidated Financial Statements for further information regarding
our segments. The revised financial information for the new segment reporting was prepared for comparative purposes and may not be indicative
of how we operated or managed our business in the past, and is different than the segment results previously presented.

Company Internet Site and Availability of SEC Filings

Our corporate Internet site is located at www.infospaceinc.com. We make available on that site our Annual Reports on Form 10-K, Quarterly
Reports on Form 10-Q and Current Reports on Form 8-K from 2003 through the current period, as well as any amendments to those filings, and
other filings we make electronically with the U.S. Securities and Exchange Commission (the �SEC�). The filings can be found in the Investor
Relations section of our site and are available free of charge. Information on our Internet site is not part of this Form 10-Q. In addition, the SEC
maintains an Internet site at www.sec.gov that contains reports, proxy and information statements, and other information regarding us and other
issuers that file electronically with the SEC.

Overview of First Quarter 2007 Operating Results

The following is an overview of our operating results for the three months ended March 31, 2007. A more detailed discussion of our operating
results, comparing our operating results for the three months ended March 31, 2007 and 2006, is included under the heading �Historical Results
of Operations� in this Management�s Discussion and Analysis of Financial Condition and Results of Operations.

Revenues for the three months ended March 31, 2007 decreased to $86.6 million from $90.3 million in the three months ended March 31, 2006.
Total revenue decreased due to the decrease of our media product offerings as a result of other restructuring while revenue from our Online and
Mobile portal, storefront, search, and messaging solutions increased. Revenues from our Online business decreased to $45.0 million in the first
quarter of 2007 from $46.1 million in the first quarter of 2006. This decrease was primarily due to a decrease in revenue from search results
delivered through our distribution partners. During the three months ended March 31, 2007, approximately 60% of our search revenues came
from our search distribution partners. Revenues from our Mobile business decreased to $41.6 million in the first quarter of 2007 from $44.1
million in the first quarter of 2006, primarily attributable to a decrease in sales of our media download products, such as ringtones, graphics and
games. We expect revenue from our media product offerings to decrease through the end of the second quarter of 2007.

Total content and distribution expenses remained flat at $41.6 million for the three months ended March 31, 2007 and for the first quarter of
2006. Content and distribution expense as a percent of revenues increased from 46.1% for the first quarter of 2006 to 48.0% for the first quarter
of 2007, primarily attributable to media downloads. In particular, sales of our labeltone or true tone (MP3-like quality) ringtones, for which our
costs as a percentage of revenue are greater than our other media download products, represented a larger share of our Mobile revenues.

Other operating expenses for the three months ended March 31, 2007 were $50.5 million, an increase of $3.4 million from $47.1 million in the
three months ended March 31, 2006. Other operating expenses include expenses related to Systems and network operations, Product
development, Sales and marketing, General and administrative, and Depreciation and Amortization of intangible assets, and exclude
Restructuring and other, net. The increase from the three months ended March 31, 2006 was primarily attributable to an increase in
personnel-related expenses due to our increased product development efforts, an increase in stock-based compensation expense relating to
stock-based incentives provided to our employees, an increase in depreciation expense related to the operation of our new Puget Sound data
center, which were partially offset by decreases in amortization of intangible assets, and personnel-related and other operating expenses as a
result of our restructuring described above.

Additionally, Other income, net for the three months ended March 31, 2007 was $5.2 million, an increase of $1.3 million from $3.9 million in
the three months ended March 31, 2006. The increase was primarily attributable to an increase in interest income due to an increase in interest
rates. Additionally, we recorded an income tax provision of $1.1 million in the first quarter of 2007, which includes certain one-time items
primarily attributable to foreign operations, as compared to $2.4 million in the first quarter of 2006.

- 14 -

Edgar Filing: INFOSPACE INC - Form 10-Q

Table of Contents 20



Table of Contents

Net loss for the three months ended March 31, 2007 was $540,000 compared to net income of $3.0 million in the three months ended March 31,
2006. The decrease was primarily attributable to the items noted above.

Critical Accounting Policies and Estimates

�Management�s Discussion and Analysis of Financial Condition and Results of Operations,� as well as disclosures included elsewhere in this Form
10-Q, are based upon our unaudited Condensed Consolidated Financial Statements, which have been prepared in accordance with accounting
principles generally accepted in the United States of America. The preparation of these financial statements requires us to make estimates and
judgments that affect the reported amounts of assets, liabilities, revenues and expenses, and related disclosure of contingencies.

The SEC has defined a company�s most critical accounting policies as the ones that are the most important to the portrayal of the company�s
financial condition and results of operations, and which require the company to make its most difficult and subjective judgments, often as a
result of the need to make estimates of matters that are inherently uncertain. On an ongoing basis, we evaluate the estimates used, including
those related to impairment of goodwill and other intangible assets, useful lives of other intangible assets and property and equipment,
contingencies, stock-based compensation and certain other operating expenses, the fair value of assets and liabilities acquired in our business
combinations, and whether to provide a valuation allowance for some or all of our deferred tax assets. We base our estimates on historical
experience, current conditions and on various other assumptions that are believed to be reasonable under the circumstances, the results of which
form the basis for making judgments about the carrying values of assets and liabilities that are not readily apparent from other sources as well as
identifying and assessing our accounting treatment with respect to commitments and contingencies. Actual results may differ significantly from
these estimates under different assumptions, judgments or conditions. We believe the following critical accounting policies involve the more
significant judgments and estimates used in the preparation of our consolidated financial statements. We also have other key accounting policies,
which involve the use of estimates, judgments and assumptions that are significant to understanding our results. For additional information see
Item 8 of Part II �Financial Statements and Supplementary Data�Note 1: Summary of Significant Accounting Policies� of our Annual Report on
Form 10-K for the year ended December 31, 2006.

Revenue Recognition

Our revenues are derived from products and services delivered to our customers across our two businesses, Online and Mobile. In general, we
recognize revenues in the period in which the services are performed, products are delivered or the transaction occurs. In certain arrangements,
we record deferred revenue for amounts received from customers in advance of the performance of services or upon execution of an agreement
and recognize revenues ratably over the term of the agreement or expected customer life. We generally record revenue on a gross basis in
accordance with Emerging Issues Task Force Issue 99-19, Reporting Revenue Gross as a Principal versus Net as an Agent. For distribution
partner arrangements in our Online business we record revenue on a gross basis and the corresponding revenue sharing payments as a content
and distribution expense. For mobile operator customers in which we license the content, we record revenue on a gross basis and the
corresponding licensing expense as content and distribution expense. In the event the mobile operator customer directly licenses the content, we
record as revenue the service fees we earn.

Income Taxes

We account for income taxes under the asset and liability method, under which deferred tax assets, including net operating loss carryforwards,
and liabilities are determined based on temporary differences between the book and tax basis of assets and liabilities. We periodically evaluate
the likelihood of the realization of deferred tax assets, and reduce the carrying amount of the deferred tax assets by a valuation allowance to the
extent we believe a portion will not be realized. We consider many factors when assessing the likelihood of future realization of our deferred tax
assets, including our recent cumulative earnings experience by taxing jurisdiction, expectations of future taxable income, the carryforward
periods available to us for tax reporting purposes, and other relevant factors. The range of possible judgments relating to the valuation of our
deferred tax assets is wide.

At December 31, 2006, based on the weight of available evidence, we determined that it was more likely than not that a portion of our deferred
tax asset would be realized and, at December 31, 2006, our deferred tax asset, net of the valuation allowance, was $104.0 million. This amount
was based on total deferred assets of $441.4 million, primarily comprised of $381.2 million of accumulated net operating loss carryforwards, net
of a $337.4 million valuation allowance. Significant judgment is required in making this assessment, and it is very difficult to predict when, if
ever, our assessment may conclude that the remaining portion of our deferred tax assets is realizable.
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Restructuring

In 2006, we committed to a plan to make operational changes to our business, which included a reduction in our workforce and, as part of the
workforce reduction, consolidation of our facilities. Charges associated with this restructuring plan are accounted for in accordance with SFAS
No. 146, Accounting for Costs Associated with Exit or Disposal Activities. SFAS No. 146 requires that a liability for a cost associated with an
exit or disposal activity be recognized when the liability is incurred. In determining the restructuring charges that we recorded in 2006 we relied
on certain assumptions, including planned employee separation dates and estimated income for facilities that we plan to sublease. Changing
business conditions may affect the assumptions related to the timing and extent of restructuring activities. We will review the status of these
activities on a quarterly basis and, if appropriate, record changes based on updated estimates.

Accounting for Goodwill and Certain Other Intangible Assets

SFAS No. 142, Goodwill and Other Intangible Assets, requires that goodwill and intangible assets with indefinite lives be tested for impairment
on an annual basis and between annual tests in certain circumstances. Certain circumstances may include testing for impairment in conjunction
with restructuring in accordance with SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets. On a quarterly basis, we
assess whether business conditions indicate that our goodwill and other intangible assets may not be recoverable.

Goodwill is tested for impairment at the reporting unit level (operating segment or one level below an operating segment). Application of the
goodwill impairment test requires judgment, including the identification of reporting units, assigning assets and liabilities to reporting units,
assigning goodwill to reporting units, and determining the fair value of each reporting unit. Significant judgments required to estimate the fair
value of reporting units include estimating future cash flows, determining appropriate discount rates and other assumptions. Changes in these
estimates and assumptions could materially affect the determination of fair value for each reporting unit.

Other intangible assets are tested for impairment by comparing their carrying amounts to their fair values. We measure the fair value of such
assets by estimating the future undiscounted cash flows attributable to them, and recognize an impairment if their carrying amounts exceed the
estimated fair values. Such evaluations rely on various assumptions, including the timing of future events and market conditions.

As of March 31, 2007, we have $104.4 million of goodwill and $17.8 million of other intangible assets on our balance sheet.

Allowances for Sales and Doubtful Accounts

Our management must make estimates of potential future sales allowances related to current period revenues for our products and services. We
analyze historical adjustments, current economic trends and changes in customer demand and acceptance of our products when evaluating the
adequacy of the sales allowances. Estimates must be made and used in connection with establishing the sales allowance in any accounting
period.

The allowance for doubtful accounts is a management estimate that considers actual facts and circumstances of individual customers and other
debtors, such as financial condition and historical payment trends. We evaluate the adequacy of the allowance utilizing a combination of specific
identification of potentially problematic accounts and identification of accounts that have exceeded payment terms.

Stock-Based Compensation

On January 1, 2006, we adopted SFAS No. 123(R), Share-Based Payment, which requires companies to record stock compensation expense for
equity-based awards granted, including stock options and restricted stock unit grants, for which expense will be recognized over the service
period of the equity-based award based on the fair value of the award at the date of grant.

Calculating stock-based compensation expense relies upon certain assumptions, including the expected term of the stock-based awards, stock
price volatility, expected interest rate, number and types of stock-based awards, and the pre-vesting forfeiture rate. If we use different
assumptions due to changes in our business or other factors, our stock-based compensation expense could materially vary in the future.

Contingencies

We are subject to various legal proceedings and claims, the outcomes of which are subject to significant uncertainty. SFAS No. 5, Accounting
for Contingencies, requires that an estimated loss from a loss contingency should be accrued by a charge to income if it is probable that an asset
has been impaired or a liability has been incurred and the amount of the loss can be reasonably estimated. Disclosure of a contingency is
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reasonable estimate of the amount of loss. Changes in these factors could materially impact our financial position or our results of operations.
See Note 5 to our unaudited Condensed Consolidated Financial Statements for further information regarding contingencies.

Historical Results of Operations

For the three months ended March 31, 2007, our net loss was $540,000. While we achieved profitability for each of the years ended
December 31, 2004 and 2005, prior to 2004, we had incurred annual losses since our inception and, as of March 31, 2007, had an accumulated
deficit of $1.0 billion.

In light of the rapidly evolving nature of our business and overall market conditions, we believe that period-to-period comparisons of our
revenues and operating expenses are not necessarily meaningful, and you should not rely upon them as indications of our future performance.

Results of Operations for the Three Months Ended March 31, 2007 and 2006

Revenues. We derive revenues from deploying our products and services to customers via the Internet and mobile phones. Under many of our
agreements, we earn revenues from a combination of our products and services delivered to customers. Revenues for the three months ended
March 31, 2007 and 2006 are presented below (in thousands):

Three Months Ended
March 31,

Change
from
20062007 2006

Online $ 45,040 $ 46,130 $ (1,090)
Mobile 41,603 44,144 (2,541)

Total $ 86,643 $ 90,274 $ (3,631)

The decrease in revenue for Online products and services for the three months ended March 31, 2007 as compared to the three months ended
March 31, 2006, is primarily due to a decrease in revenue from search results delivered through our distribution partners. Partially offsetting this
decline is the growth in our online search services, in particular, better monetization for paid searches. During the three months ended March 31,
2007 and 2006, approximately 60% of search distribution revenues came from our search distribution partners.

The decrease in revenue for our Mobile products and services for the three months ended March 31, 2007 as compared to the three months
ended March 31, 2006, is primarily due to a decrease in revenues from the sales of our media products, such as ringtones, graphics and games.
We expect that there will be a continued decline in our Mobile revenue in 2007 as result of our plan to substantially reduce, through various
initiatives, our mobile media content product offerings by mid-2007, focusing instead on our Mobile portal, storefront, search, and messaging
solutions services, which generated approximately $11.9 million in revenues in the first quarter of 2007 as compared to $9.0 million in the first
quarter of 2006.

Seasonality

Our Online services are historically affected by seasonal fluctuations in Internet usage, which generally declines in the summer months.

Content and Distribution Expenses. Content and distribution expenses consist principally of costs related to revenue sharing arrangements with
our Online distribution partners, as well as online content and data licenses and costs related to royalty and license fees related to our Mobile
products for items such as ringtones, graphics and games, and other content or data licenses. Content and distribution expenses in total dollars
(in thousands) and as a percentage of total revenues for the three months ended March 31, 2007 and 2006 are presented below:

Three Months Ended
March 31,

Change
from
2006Content and Distribution Expenses 2007 2006

Online $ 16,317 $ 16,275 $ 42

Edgar Filing: INFOSPACE INC - Form 10-Q

Table of Contents 24



Mobile 25,300 25,337 (37)

Total $ 41,617 $ 41,612 $ 5
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Three Months Ended
March 31,

Change
from
2006Content and Distribution Expenses 2007 2006

As a percent of Online Revenue 36.2% 35.3% 0.9%
As a percent of Mobile Revenue 60.8% 57.4% 3.4%
As a percent of Total Revenues 48.0% 46.1% 1.9%

The increase in content and distribution expenses as a percent of revenues for the three months ended March 31, 2007 as compared to the three
months ended March 31, 2006, is primarily attributable to our content license and royalty fees increasing as a percent of revenue as a result of
price competition and the change in mix of our product sales. We anticipate that our content costs will increase in absolute dollars if revenues
increase through growth from existing arrangements with our Online distribution partners or we add new Online distribution partners. If Online
revenue generated from our distribution partners increases at a greater rate than revenues generated from our own Web sites, content and
distribution costs as a percent of revenue will increase. We expect Mobile content and distribution costs to decline as we discontinue sales of
mobile media content products.

Systems and Network Operation Expenses. Systems and network operations expenses consists of expenses associated with the delivery,
maintenance and support of our products, services and infrastructure, including personnel expenses, which include salaries, stock-based
compensation expense, benefits and other employee related costs, and temporary help and contractors to augment our staffing, communication
costs and equipment repair and maintenance. Systems and network operations expenses in total dollars (in thousands) and as a percent of total
revenues for the three months ended March 31, 2007 and 2006 are presented below:

Three Months Ended
March 31,

Change
from
20062007 2006

Systems and Network Operations Expenses $ 6,725 $ 7,108 $ (383)
Percent of Revenue 7.8% 7.9%

Systems and network operations expenses decreased by $383,000 to $6.7 million for the three months ended March 31, 2007 as compared to
$7.1 million for the three months ended March 31, 2006. The absolute dollar decrease for the three months ended March 31, 2007 as compared
to the three months ended March 31, 2006 was primarily attributable to a decrease of $1.0 million in personnel expenses, including employee
salaries and benefits, contractors, and temporary help, as a result of the restructuring implemented in September 2006 as described above, which
was partially offset by increases in stock-based compensation expense and software and communication costs totaling $748,000.

Product Development Expenses. Product development expenses consist principally of personnel expenses, which include salaries, stock-based
compensation expense, benefits and other employee related costs, and temporary help and contractors to augment our staffing, research,
development, support and ongoing enhancements of our products and services. Product development expenses in total dollars (in thousands) and
as a percent of total revenues for the three months ended March 31, 2007 and 2006 are presented below:

Three Months Ended
March 31,

Change
from
20062007 2006

Product Development Expenses $ 14,742 $ 9,308 $ 5,434
Percent of Revenue 17.0% 10.3%

Product development expenses increased by $5.4 million to $14.7 million for the three months ended March 31, 2007 as compared to $9.3
million for the three months ended March 31, 2006. The absolute dollar increase for the three months ended March 31, 2007 as compared to the
three months ended March 31, 2006 was primarily attributable to an increase of $4.4 million in personnel-related expenses, primarily consisting
of contractors to augment our staffing, employee salaries and benefits and professional service fees, as we continued to invest in the
development and enhancement of our products and services. Additionally, stock-based compensation expense increased by $1.2 million.

Product development costs may not be consistent with revenue trends as they represent key costs to develop and enhance our product offerings.
We believe that investments in technology are necessary to remain competitive, and we anticipate that product development expenses will
increase as a percent of revenue as we continue to invest in our products and services.
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Sales and Marketing Expenses. Sales and marketing expenses consist principally of personnel costs, which include salaries, stock-based
compensation expense, benefits and other employee related costs, and temporary help and contractors to augment our staffing, advertising,
market research and promotion expenses. Sales and marketing expenses in total dollars (in thousands) and as a percent of total revenues for the
three months ended March 31, 2007 and 2006 are presented below:

Three Months Ended
March 31,

Change
from
20062007 2006

Sales and Marketing Expenses $ 8,949 $ 9,563 $ (614)
Percent of Revenue 10.3% 10.6%

Sales and marketing expenses decreased by $614,000 to $8.9 million for the three months ended March 31, 2007 as compared to $9.6 million for
the three months ended March 31, 2006. The absolute dollar decrease for the three months ended March 31, 2007 as compared to the three
months ended March 31, 2006 was primarily attributable to a decrease in personnel-related expenses, including contractors, and employee
salaries and benefits of $601,000, as a result of the restructuring implemented in September 2006 as described above, and decreases in
marketing, promotional and travel expenses totaling $806,000. These decreases were partially offset by an increase in stock-based compensation
expense of $1.0 million.

Sales and marketing expenses may increase in absolute dollars as we continue to invest in marketing initiatives and sales promotions and expand
our products, services and distribution channels.

General and Administrative Expenses. General and administrative expenses consist primarily of personnel expenses, which include salaries,
stock-based compensation expense, benefits and other employee related costs, professional service fees, which include legal fees, audit fees,
SEC compliance costs, and costs related to compliance with the Sarbanes-Oxley Act of 2002; occupancy and general office expenses, and
general business development and management expenses. General and administrative expenses in total dollars (in thousands) and as a percent of
total revenues for the three months ended March 31, 2007 and 2006 are presented below:

Three Months Ended
March 31,

Change
from
20062007 2006

General and Administrative Expenses $ 13,694 $ 14,086 $ (392)
Percent of Revenue 15.8% 15.6%

General and administrative expenses decreased by $392,000 to $13.7 million for the three months ended March 31, 2007 as compared to $14.1
million for the three months ended March 31, 2006. The absolute dollar decrease for the three months ended March 31, 2007 as compared to the
three months ended March 31, 2006 was primarily attributable a decrease in professional service fees of $735,000, partially offset by an increase
in stock-based compensation expense of $552,000.

Depreciation. Depreciation of property and equipment includes depreciation of network servers and data center equipment, computers, software,
office equipment and fixtures, and leasehold improvements. Depreciation of property and equipment totaled $4.6 million for the three months
ended March 31, 2007 compared to $3.3 million for the three months ended March 31, 2006. Depreciation expense increased primarily as a
result of property and equipment recently placed in service in our Puget Sound data center.

Amortization of Intangible Assets. Amortization of definite-lived intangible assets includes amortization of core technology, customer and
content relationships, customer lists and other intangible assets. Amortization of other intangible assets totaled $1.8 million during the three
months ended March 31, 2007 compared to $3.7 million during the three months ended March 31, 2006. The decrease from the three months
ended March 31, 2006 to the three months ended March 31, 2007 is primarily attributable to the impairment of definite-lived intangible assets as
part of the restructuring plan announced in 2006. The expected future amortization of intangible assets at March 31, 2007 is $2.1 million for the
remainder of 2007 and $80,000 in 2008.

Restructuring and Other, Net. During the three months ended March 31, 2007 we recorded a total restructuring charge of $433,000 as part of
the restructuring plan announced in 2006. There were no restructuring charges in the three months ended March 31, 2006. In future periods,
adjustments and additions may be made to the amounts recorded as of March 31, 2007. We expect to record approximately $1 million in
additional pre-tax restructuring charges in the future, primarily consisting of stock-based compensation expense, losses on contractual
commitments, and estimated future lease losses.
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Other, net for the three months ended March 31, 2007 was $1.3 million consisting of the net gain on sale of assets related to a games studio in
January 2007.

Other Income, Net. Other income, net for the three months ended March 31, 2007 was $5.2 million compared to $3.9 million in the three
months ended March 31, 2006. Other income primarily consists of interest income. Interest income was
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$5.4 million in the three months ended March 31, 2007, compared to $4.0 million in the three months ended March 31, 2006. The increase in
interest income for the three months ended March 31, 2007 was primarily attributable to an increase in interest rates.

Three Months Ended
March 31,

Change
from
20062007 2006

Interest income $ 5,399 $ 3,950 $ 1,449
Foreign currency transaction loss (110) (30) (80)
Other items, net (98) (48) (50)

$ 5,191 $ 3,872 $ 1,319

Income Tax Provision. We recorded an income tax provision of $1.1 million and $2.4 million for the three months ended March 31, 2007 and
2006, respectively. For 2007, the income tax provision included U.S. federal tax, state, international taxes and certain one-time items primarily
attributable to foreign operations. For 2006, the income tax provision included U.S. federal alternative minimum tax, state, and international
taxes.

Liquidity and Capital Resources

As of March 31, 2007, we had cash and marketable investments of $412.9 million, consisting of cash and cash equivalents of $220.6 million and
short-term investments available-for-sale of $192.3 million. We invest our excess cash in high quality marketable investments. These
investments include securities issued by U.S. government agencies, certificates of deposit, money market funds, and taxable municipal bonds.

Commitments and Pledged Funds

The following are our contractual commitments associated with our operating lease obligations (in thousands):

Remainder
of 2007 2008 2009 2010 2011 Thereafter Total

Operating lease commitments, net of sublease
income $ 4,688 $ 3,263 $ 4,476 $ 4,263 $ 4,176 $ 4,551 $ 25,417

We have pledged a portion of our cash and cash equivalents as collateral for standby letters of credit and bank guaranties for certain of our
property leases. At March 31, 2007, the total amount of collateral pledged under these agreements was $4.2 million.

Cash Flows

Net cash provided by operating activities consists of net income (loss) adjusted by items not affecting current period cash flows, and the effect of
changes in our operating assets and liabilities. Our net cash flows are comprised of the following for the three months ended March 31, 2007 and
2006 (in thousands):

Three Months Ended
March 31,

2007 2006
Net cash provided by operating activities $ 15,313 $ 21,943
Net cash provided (used) by investing activities 39,403 (20,036)
Net cash provided by financing activities 2,400 2,172

Net increase in cash and cash equivalents $ 57,116 $ 4,079
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Net cash provided by operating activities totaled $15.3 million for the three months ended March 31, 2007, consisting of our net loss of
$540,000, cash provided by changes in our operating assets and liabilities of $17.2 million, consisting of decreases in accounts receivable, other
receivables, prepaid expenses and other current assets, and other long-term assets, and adjustments not affecting cash flows provided by
operating activities of $15.3 million, consisting of stock-based compensation expense, depreciation and amortization, deferred income taxes,
restructuring and other expenses. Partially offsetting the increase are changes in our operating assets and liabilities of $15.4 million, primarily
consisting of decreases in accounts payable, accrued expenses and other current and long-term liabilities, and deferred revenue, and adjustments
not affecting operating cash flows of $1.3 million, consisting of the gain on the sale of assets related to a games studio.

Net cash provided by operating activities was $21.9 million for the three months ended March 31, 2006, consisting of our net income of $3.0
million, increases in our operating assets and liabilities of $10.8 million, consisting of a decrease in accounts receivable, other receivables, and
prepaid expenses and other current assets, and adjustments not affecting cash flows
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provided by operating activities of $13.1 million, consisting of depreciation, amortization, stock-based compensation expense, and deferred
income taxes. Partially offsetting the increase are changes in our operating assets and liabilities of $4.8 million primarily consisting of an
increase in other long-term assets and decreases in accounts payable, deferred revenue, and accrued expenses and other current and long-term
liabilities, and adjustments not affecting operating cash flows of $187,000 primarily consisting of bad debt expense recovery during the quarter.

Net cash provided by investing activities totaled $39.4 million for the three months ended March 31, 2007, primarily consisting of the net sales
and maturity of short-term investments $46.1 million and proceeds of $1.5 million from the sale of assets related to a games studio, partially
offset by $8.2 million used to purchase property and equipment.

Net cash used by investing activities totaled $20.0 million for the three months ended March 31, 2006, primarily consisting of $4.3 million used
to purchase property and equipment, and the net purchase of short-term investments of $15.8 million.

Net cash provided by financing activities totaled $2.4 million and $2.2 million in the three months ended March 31, 2007 and 2006, respectively,
and consisted of the exercise of stock options and from sales of shares through our employee stock purchase plan.

We plan to use our cash to fund operations, develop technology, advertise, market and distribute our products and application services, and
continue the enhancement of our network infrastructure. We may use a portion of our cash for acquisitions or for common stock repurchases.

We believe that existing cash balances, cash equivalents, short-term investments and cash generated from operations will be sufficient to meet
our anticipated cash needs for working capital and capital expenditures for at least the next 12 months. However, the underlying assumed levels
of revenues and expenses may not prove to be accurate. In addition, we evaluate acquisitions of businesses, products or technologies that
complement our business from time to time. Our anticipated cash needs exclude any payments for pending or future litigation matters. Any such
transactions may use a portion of our cash and marketable investments. We may seek additional funding through public or private financings or
other arrangements prior to such time. Adequate funds may not be available when needed or may not be available on favorable terms. If we raise
additional funds by issuing equity securities, dilution to existing stockholders will result. If funding is insufficient at any time in the future, we
may be unable to develop or enhance our products or services, take advantage of business opportunities or respond to competitive pressures, any
of which could harm our business.

Cash Dividend

On May 2, 2007, our Board of Directors declared a special one-time cash distribution by means of a dividend on the Company�s common stock
of $6.30 per share. The dividend will be paid on or about May 28, 2007 with respect to all shares of our common stock outstanding at the close
of business on May 18, 2007. As of May 3, 2007, there were 33.0 million shares outstanding and, based on those shares, the total amount of the
cash distribution would be approximately $208 million.

Additionally, on May 2, 2007, our Board of Directors approved a plan to compensate employees and directors that hold in-the-money options to
purchase shares of common stock and restricted stock units (�RSUs�) for the reduction in value of these awards due to the special cash
distribution. The compensation will be a combination of cash and issuance of RSUs and the amount will be based on, among other factors, the
average trading price of our stock before and after the ex-dividend date and the in-the-money amount for options to purchase shares of common
stock. Cash payments will be made for vested in-the-money options and RSUs will be granted for unvested in-the-money options and RSUs. The
vesting schedule for RSUs granted under this plan will be the same as the existing awards for which they are granted. Assuming that the average
trading price was $25.17 (closing price as of May 2, 2007) and the post distribution average trading price was $18.87 per share (a reduction in
value of $6.30), the aggregate value of cash and RSUs would be $30.8 million, consisting of $19.5 million in cash for in-the-money vested
options and $11.3 million of fair value for RSUs issued to compensate for unvested in-the-money options and RSUs.

Stock Repurchase Program

On May 30, 2006, our Board of Directors approved a stock repurchase plan whereby we are authorized to purchase up to $100 million of our
common stock during the succeeding twelve month period. Repurchased shares will be retired and resume the status of authorized but unissued
shares of common stock. We did not purchase any shares during the three months ended March 31, 2007. Under a previous repurchase plan
authorized on May 13, 2005, which expired May 12, 2006, we did not purchase any shares during the three months ended March 31, 2006.

We expect to reauthorize the current repurchase plan to purchase up to $100 million of our common stock during the succeeding twelve month
period upon the expiration of the current plan.
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Recent Accounting Pronouncements

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities � including an
amendment to SFAS No. 115, Accounting for Certain Investments in Debt and Equity Securities. SFAS No. 159 permits entities to measure
certain financial assets and financial liabilities at fair value. SFAS No. 159 requires prospective application and is effective for fiscal years
beginning after November 15, 2007, however, early adoption is allowed with certain conditions. We are currently evaluating the provisions of
SFAS No. 159 to determine what effect its adoption on January 1, 2008 will have on our financial position, cash flows, and results of operations.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements. SFAS No. 157 defines fair value, establishes a framework for
measuring fair value and expands disclosure of fair value measurements. SFAS No. 157 applies under other accounting pronouncements that
require or permit fair value measurements and accordingly, does not require any new fair value measurements. SFAS No. 157 is effective for
financial statements issued for fiscal years beginning after November 15, 2007. We are currently evaluating the provisions of SFAS No. 157 to
determine what effect its adoption on January 1, 2008 will have on our financial position, cash flows, and results of operations.

Item 3. �Quantitative and Qualitative Disclosures About Market Risk

Our market risks at March 31, 2007 have not changed significantly from those discussed in Item 7A of our Form 10-K for the year ended
December 31, 2006 on file with the Securities and Exchange Commission. See also Management�s Discussion and Analysis of Financial
Condition and Results of Operations section of Item 2 of Part I of this Form 10-Q for additional discussions of our market risks.

Item 4. �Controls and Procedures

(a) Evaluation of disclosure controls and procedures. Our management evaluated, with the participation of our Chief Executive Officer and our
Chief Financial Officer, the effectiveness of our disclosure controls and procedures as of the end of the period covered by this Quarterly Report
on Form 10-Q. That evaluation is designed to assess whether disclosure controls and procedures are effective to ensure that information we are
required to disclose in reports that we file or submit under the Securities Exchange Act of 1934, as amended, is accumulated and communicated
to our management, including our principal executive and principal financial officers, as appropriate to allow timely decisions regarding required
disclosures, and that such information is recorded, processed, summarized, and reported within the time periods specified in Securities and
Exchange Commission rules and forms. Based on that evaluation, our Chief Executive Officer and our Chief Financial Officer have concluded
that as of March 31, 2007, our disclosure controls and procedures were not effective due to a material weakness related to the operation of our
internal control over financial reporting with respect to the accounting and disclosure for income taxes described below.

Based on our management�s evaluation of the effectiveness of our disclosure controls and procedures, our Chief Executive Officer and our Chief
Financial Officer concluded that as of December 31, 2006, our disclosure controls and procedures were not effective due to a material weakness
related to the operation of our internal control over financial reporting with respect to the accounting and disclosure for income taxes. During the
three months ended March 31, 2007 we have taken steps to improve our internal controls over our income tax accounting process. Those steps
include the hiring of a Senior Director of Tax and implementing a more rigorous review process. Management will continue its evaluation of
internal control for our income tax accounting process and believe it is taking the necessary steps to remediate any ineffective control
contributing to the material weakness in conjunction with our preparation of our financial statements for inclusion in our Annual Report on Form
10-K for the year ended December 31, 2007. Additional review, evaluation and oversight were undertaken on the part of management in order to
ensure our consolidated financial statements were prepared in accordance with generally accepted accounting principles and, as a result,
management has concluded that the Condensed Consolidated Financial Statements in this Form 10-Q fairly present, in all material respects, our
financial positions, results of operations and cash flows for the period presented.

(b) Changes in internal control over financial reporting. There was no change in our internal control over financial reporting that occurred
during the period covered by this Quarterly Report on Form 10-Q that has materially affected, or is reasonably likely to materially affect, our
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f) under the Securities Exchange Act of 1934).
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PART II�OTHER INFORMATION

Item 1. �Legal Proceedings

See the litigation disclosure under the subheading �Litigation� in Note 5 to our unaudited Condensed Consolidated Financial Statements.

Item 1A. �Risk Factors

RISKS RELATED TO OUR BUSINESS

A substantial portion of our revenues is dependent on our relationships with a small number of distribution partners who distribute our
products and services, the loss of which would have a material adverse effect on our financial results.

We rely on our relationships with distribution partners, including mobile operators, Web portals and software application providers, for
distribution of our products and services. We generated approximately 50% and 55% of our total revenues through relationships with our top
five distribution partners for the first quarter of 2007 and the fourth quarter of 2006, respectively. We cannot assure you that these relationships
will continue or result in benefits to us that outweigh the cost of the relationships. One of our challenges is providing our distribution partners
with relevant products and services at competitive prices in rapidly evolving markets. In September 2006, we announced that one of our major
mobile customers plans to develop direct licensing relationships with the major record labels beginning in 2007. The direct relationships
developed by this mobile customer and our substantial reduction of our mobile media content product offerings will have a material negative
impact on our revenues. In addition, other distribution partners, including our other mobile distribution partners, may create their own products
and services or also seek to license products and services from others that compete with or replace the products and services that we provide.
Also, many of our search distribution partners are developing companies with limited operating histories and evolving business models that may
prove unsuccessful even if our products and services are relevant and our prices competitive. If we are not able to maintain our relationships
with our distribution partners, our financial results would be materially adversely affected.

Our mobile operator distribution partner agreements generally come up for renewal on an annual basis, and our agreements with most of our
online search and directory distribution partners come up for renewal in 2007 and 2008. Such agreements may be terminated or may not be
renewed or replaced on favorable terms, which could adversely impact our financial results. In particular, we are experiencing pricing pressure
in our mobile business, and competition is increasing for consumer traffic in the search and directory markets. We anticipate that the cost of our
content for our revenue sharing arrangements with our search distribution partners will increase as revenues grow and may increase on a relative
basis compared to revenues to the extent that there are changes to existing arrangements or we enter into new arrangements on less favorable
terms.

Failure by us or our search distribution partners to comply with the requirements imposed by our search content providers relating to
the distribution of content may require us to modify, terminate or not enter into certain distribution relationships, may cause the
content provider to terminate its agreement with us, and may expose us to liability.

If our search distribution partners or we fail to meet the requirements and guidelines promulgated by our major search content providers, we may
not be able to continue to provide content to such distribution partners, we may be liable to such content providers for certain damages they may
suffer, and the content provider may terminate its agreement with us. In the past, certain of our search content providers had notified us that we
were not in compliance with respect to our use of their content or the redistribution of their content by our distribution partners. We have been
able to cure such breaches, however, there can be no assurance that if we breach our agreements in the future we will be able to cure the breach.
Our agreements with some of our major content providers give such content providers the ability to terminate their agreements with us
immediately in the case of certain breaches, regardless of whether such breaches could be cured.

Additionally, agreements with our search content providers may be amended from time to time by both parties or may be subject to different
interpretation by either party, which may require the rights we grant to our search distribution partners to be modified to comply with such
amendments or interpretations. The agreements with our search distribution partners generally provide that we may modify the rights we grant to
them to avoid being in conflict with the agreements with our search content providers. For example, recent changes by some of our search
content providers such as Google and Yahoo! to their approval processes and guidelines with respect to downloadable applications through
which content is provided to end users have resulted in some of our search distribution partners changing the manner in which they distribute
their downloadable applications to end users to meet the new approval processes and guidelines. Other distribution partners have not been able
to meet the new guidelines, and as a result we no longer provide the applicable content or any content, as the
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case may be, to such distribution partners or certain of their downloadable applications. Also, our search content providers have approval
processes with respect to the redistribution of their content by our distribution partners. Some of our distribution partners that redistribute such
content have not complied with such approval processes, and we no longer provide the applicable content to such partners or such partners no
longer redistribute the content. If our search content providers impose additional restrictions, some of our distribution partners may be required
to make changes to the manner in which they distribute their downloadable applications or may be required to cease redistributing the content. If
such distribution partners are unable to meet the new restrictions, we may need to terminate our agreement with such distribution partners or no
longer provide the applicable content to such partners.

The loss or reduction of content that we can make available to our distribution partners, as well as the termination of distribution or content
provider agreements, as described above, could have a material adverse effect on our financial results.

A substantial portion of our revenues is attributable to a small number of customers, the loss of any one of which would harm our
financial results.

We derive a substantial portion of our revenues from a small number of customers. We expect that concentration will continue in the foreseeable
future. Our top five customers represented approximately 82% and 84% of our revenues in the first quarter of 2007 and fourth quarter of 2006,
respectively. Google, AT&T (formerly, Cingular Wireless) and Yahoo! each accounted for more than 10% of our revenues in the three-month
period ended March 31, 2007. Our principal agreements with these customers expire in 2011, 2008 and 2008, respectively. Also, some of these
customers are competitors of each other, and the way we do business with one of them may not be acceptable to one or some of their
competitors with whom we also do business, which may result in such competitors not renewing their agreements with us on favorable terms.

If any of our top customers significantly reduces or eliminates the content or services it receives from us under our existing contracts, or we are
unable to renew the contracts on favorable terms, or any of these customers are unwilling to pay us amounts that they owe us, or dispute
amounts they owe us or have paid to us, our financial results would materially suffer. For example, in September 2006, we announced that one
of our mobile customers plans to develop direct licensing relationships with the major record labels beginning in 2007. Although this mobile
customer can continue to receive, or reduce further, the mobile content and services it receives from us under our existing agreements, we expect
that the loss of the labeltones content portion will have a material negative impact on our revenues.

If our content providers or distribution partners disagree with our estimate of our royalty liability, it could expose us to significant
liability and adversely impact our financial results.

Under our agreements with content providers, we calculate our royalty liability based on inputs from various sources of data and have been and
are continuously subject to audits by our content providers and distribution partners. If our content providers disagree with the royalty amounts
we have calculated that are due to them and we are unable to resolve those disagreements amicably, it may subject us to potential litigation and
substantial costs even if it is found that the amounts we determined were due to them were accurate. If a content provider or distribution partner
prevails in showing that the royalty amount due to it was not what was intended under our agreement with them and our estimate of the royalty
liability was significantly different, it could subject us to significant liability to the affected content provider or distribution partner and have an
adverse effect on our financial results. As we announced in January 2007, one of our content providers, EMI Entertainment World, Inc. (�EMI�),
recently instituted litigation against us due to a disagreement, among other things, over the amount of royalties due to them from the content they
provide. Although we believe that EMI�s claims are without merit and that we have meritorious defenses to them and intend to vigorously defend
the suit, there can be no assurance that we will prevail or that other content providers will not also disagree with the royalty amount due to them
and initiate their own litigation, which could have a material adverse effect on our financial results.

Our agreements with some of our major customers contain minimum performance commitments or minimum service level
requirements that we must meet in order to avoid reduction in payments from such customers.

Under our agreements with some of our major customers, we are required to generate a minimum amount of revenue. If we do not reach these
minimums, we may receive reduced revenues from our customers or we may be required to compensate our customer for the difference between
the minimum and the shortfall. If such shortfall is substantial, it could have a material adverse effect on our financial results.

Furthermore, we have entered into service level agreements with most of our mobile operator customers and certain other customers. These
agreements generally call for specific system up times and 24/7 support and include penalties for non-performance. We may be unable to fulfill
these commitments, which could subject us to substantial penalties under those agreements, harm our reputation and result in the loss of
customers and distribution partners, which would have an adverse effect on our financial results.

Edgar Filing: INFOSPACE INC - Form 10-Q

Table of Contents 37



- 24 -

Edgar Filing: INFOSPACE INC - Form 10-Q

Table of Contents 38



Table of Contents

Our strategic direction is evolving, including through our restructuring, which could negatively affect our future results.

Since inception, our business model has evolved and is likely to continue to evolve as we refine our product offerings and market focus. Since
2003, we have focused on our search, directory, and mobile products and services. We continue to evaluate opportunities in a rapidly evolving
market. In September 2006, we announced that one of our mobile customers plans to develop direct licensing relationships with the major record
labels beginning in 2007. In light of that announcement, we plan to continue building on our foundations in mobile technology and services and
online discovery, including leveraging our search and directory technology and applications for mobile devices. However, we have suspended
investments in developing or obtaining more mobile content and certain new mobile distribution channels, including our direct to consumer
online web site, Moviso.com, and we plan to substantially reduce, through various initiatives, our mobile media content product offerings by
mid-2007. These changes to our business may not prove successful in the short or long term due to a variety of factors, including competition,
consumer adoption and demand for products and services, and other factors described in this section, and may have a material negative impact
on our financial results.

In addition, we have in the past and may in the future find it advisable to streamline operations and reduce expenses, including, without
limitation, such measures as reductions in the workforce, discretionary spending, and/or capital expenditures as well as other steps to reduce
expenses. In September 2006, we announced a restructuring plan that included the elimination of approximately 250 positions taking place
through mid-2007. As part of this restructuring, we have recorded aggregate restructuring charges of $62.7 million through March 31, 2007 and
expect to record an additional approximately $1 million as part of our effort to align costs with expected future revenues. Effecting this or any
such restructuring will likely place significant strains on management, our employees, and our operational, financial, and other resources. In
addition, any such restructuring could impair our development, marketing, sales and customer support efforts or alter our product development
plans. We may also incur liability from early termination or assignment of contracts, potential failure to meet required support levels of our
platforms due to loss of employees who maintain such platforms, potential litigation and other effects from such restructuring and streamlining.
Our suspension of investment in developing or obtaining new content and our ongoing process of substantially reducing our mobile media
content product offerings may also negatively impact our relationships with our mobile operator distribution partners who may decide, prior to
our product offering reduction, to obtain content or services from other sources offering a more complete mobile content and services package.
Such effects could have a more immediate negative impact on our financial results.

We have identified a material weakness in our internal controls as of March 31, 2007 that, if not properly remediated, could result in
material misstatements in our financial statements in future periods.

Based on an evaluation of our disclosure controls and procedures as of March 31, 2007, our management has concluded that such disclosure
controls and procedures were not effective as of such date due to the existence of a deficiency in the operation of our internal accounting
controls, which constituted a material weakness in our internal control over financial reporting. As defined in Public Company Accounting
Oversight Board Auditing Standard No. 2, a material weakness is a significant deficiency, or a combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the annual or interim financial statements will not be prevented or
detected. The identified deficiency pertained to controls which were not adequately designed to ensure proper accounting and disclosure of
deferred income taxes. Because of this material weakness, there is risk that a material misstatement of our annual or quarterly financial
statements will not be prevented or detected. We are currently in the process of designing and implementing control procedures to remediate the
material weakness. We cannot assure, however, that such remediation efforts will correct the material weakness such that our internal control
over financial reporting will be effective. In the event that we do not adequately remedy this material weakness, or if we fail to maintain
effective internal controls in future periods, our operating results, financial position and stock price could be adversely affected.

We have a history of incurring net losses, we may incur net losses in the future, and we may not be able to regain or sustain profitability
on a quarterly or annual basis.

We have incurred net losses on an annual basis from our inception through December 31, 2006, except for 2004 and 2005, and, we incurred a
net loss in the first quarter of 2007. As of March 31, 2007, we had an accumulated deficit of $1.0 billion. We may incur net losses in the future
including from our operations, the impairment of goodwill or other intangible assets, losses from acquisitions, restructuring charges or expense
related to stock-based compensation and other equity awards. There can be no assurance that we will be able to regain profitability on a quarterly
or annual basis or, if regained, to sustain it.

Our financial results are likely to continue to fluctuate, which could cause our stock price to be volatile or decline.

Our financial results have varied on a quarterly basis and are likely to fluctuate in the future. These fluctuations could cause our stock price to be
volatile or decline. Several factors could cause our quarterly results to fluctuate materially, including:
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� increased costs related to investments for new initiatives, including new products and services and new distribution channels;

� cash distributions to our shareholders;

� additional restructuring charges we may need to incur in the future;

� litigation expense, including settlement claims;

� variable demand for our products and services, including seasonal fluctuations, rapidly evolving technologies and markets and
consumer preferences;

� the impact on revenues or profitability of changes in pricing for our products and services;

� the results from shifts in the mix of products and services we provide;

� the effects of acquisitions by us, our customers or our distribution partners;

� increases in the costs or availability of content for or distribution of our products;

� the adoption of the accounting standard in 2006 that requires us to expense the fair value of our employee stock options and other
equity awards;

� the adoption of new laws, rules or regulations, or new court rulings, regarding intellectual property that may adversely affect our
ability to continue to acquire content and distribute our products and services, or the ability of our content providers or distribution
partners to continue to provide us with their content or distribute our products and services or increase our potential liability;

� impairment in the value of long-lived assets or the value of acquired assets, including goodwill, core technology and acquired
contracts and relationships;

� the effect of changes in accounting principles or in our accounting treatment of revenues or expenses;

� the adoption of new regulations or accounting standards; and

� the foreign currency effects from transactions denominated in currencies other than the U.S. dollar.
For these reasons, among others, you should not rely on period-to-period comparisons of our financial results to forecast our future performance.
Furthermore, our fluctuating operating results may fall below the expectations of securities analysts or investors, which could cause the trading
price of our stock to decline.
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If advertisers perceive that they are not receiving quality traffic to their sites through their paid-per-click advertisements, they may
reduce or eliminate their advertising through the Internet, which could have a negative material impact on our financial results.

Most of our revenues from our search and directory business are based on the number of paid �clicks� on commercial search results served on our
own Web sites or our distribution partners� Web properties. Generally, each time a user clicks on a commercial search result, the content provider
that provided the commercial search result receives a fee from the advertiser who paid for such commercial click and the content provider pays
us a portion of that fee. If the click originated from one of our distribution partners� Web properties, we share a portion of the fee we receive with
such partner. If an advertiser receives what it perceives to be a large percentage of clicks for which it needs to pay, but that do not result in the
intended objectives of such advertiser, the advertiser may reduce or eliminate its advertisements through the content provider that provided the
commercial search result to us. This leads to a loss of revenue to our content providers and consequently to fewer fees paid to us. The content
provider may also suspend or terminate our ability to provide its content through such distribution partners. The payment of fewer fees paid to us
or the inability to provide content through such distribution partners could have a material negative effect on our financial results.

We operate in new and rapidly evolving markets, and our business model continues to evolve, which makes it difficult to evaluate our
future prospects.

Our potential for future profitability must be considered in the light of the risks, uncertainties, and difficulties encountered by companies that are
in new and rapidly evolving markets and continuing to innovate with new and unproven technologies or services, as well as undergoing
significant change. Our search, directory and mobile products and services are in young industries that have undergone rapid and dramatic
changes in their short history. In addition to the other risks we describe in this section, some of these risks relate to our potential inability to:

� retain and expand our existing mobile customer arrangements, or maintain or expand amount of products and services provided to
them under such arrangements, or expand into new mobile services markets;
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� attract and retain distribution partners for our search and directory services;

� attract and retain content partners;

� manage our growth, control expenditures and align costs with revenues; and

� respond quickly and appropriately to competitive developments, including:

� rapid technological change;

� alternatives to access the Internet or mobile devices;

� changes in cu
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