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Part | — Financial Information
Item 1. Financial Statements

VONAGE HOLDINGS CORP.
CONSOLIDATED BALANCE SHEETS
(In thousands, except par value)

Assets
Assets
Current asset:
Cash and cash equivalel
Marketable securitie
Accounts receivable, net of allowance of $401 adti0$respectivel
Inventory, net of allowance of $1,036 and $732peetively
Deferred customer acquisition costs, curl
Prepaid expenses and other current assets
Total current assets

Property and equipment, net of accumulated depresi
Deferred customer acquisition costs, -current
Deferred financing costs, n
Restricted cas
Due from related partie
Intangible assets, n
Other assets
Total assets

Liabilities and Stockholders’ Equity (Deficit)

Liabilities
Current liabilities:

Accounts payabl

Accrued expense

Deferred revenue, current porti

Current maturities of capital lease obligations

Total current liabilities

Convertible notes, nt

Deferred revenue, net of current port

Capital lease obligations, net of current matusitie
Total liabilities

Commitments and Contingencies

Redeemable Preferred Stock

Series A Redeemable Convertible Preferred stockyadae $0.001 per share; authorized 8,000 sh&re80
shares issued and outstanding (liquidation preter&16,000

Series A-2 Redeemable Convertible Preferred Stuakyalue $0.001 per share; authorized 6,067 shayEs7
shares issued and outstanding (liquidation preter&20,667

Series /-2 Redeemable Convertible Preferred Stock Warraptitohase 900 shar

Series B Redeemable Convertible Preferred Stockyglae $0.001 per share; authorized 3,750 sharés)
shares issued and outstanding (liquidation preteréi6,200

Series C Redeemable Convertible Preferred Stocksghae $0.001per share; authorized 8,000 shaj@308
shares issued and outstanding (liquidation preteré43,200

Series D Redeemable Convertible Preferred Stockyalae $0.001per share; authorized 8,729 sharé298
shares issued and outstanding (liquidation preter&i13,389

Series E Redeemable Convertible Preferred Stockigdae $0.001per share; authorized 9,435 shaj4299
shares issued and outstanding (liquidation preter&215,924

Stock subscription receivable
Total redeemable preferred stock

Stockholders Equity (Deficit)

Common stock, par value $0.001 per share; auttthf26€,950 shares at September 30, 2006 and Dec&hpe
2005; 156,214 and 1,642 shares issued at Sept&@@p2006 and December 31, 2005, respectively;9P%4,
and 1,404 shares outstanding at September 30,&@DBecember 31, 2005, respectiv

Additional paic-in capital

Sep 30, Dec 31,
2006 2005
(unaudited)
$ 154,01¢ $ 132,54¢
390,31« 133,83(
14,58¢ 7,43%
17,662 15,687
11,05< 6,12t
22,38¢ 8,22¢
610,02( 303,85¢
123,52: 103,63¢
31,93¢ 19,89¢
8,357 9,577
9,35E 7,453
63 75
5,03t —
620 2,38€
$ 788,911 $ 446,88
$ 57,32¢ $ 16,461
90,85¢ 98,03t
34,601 20,44¢
9088 773
183,77¢ 135,72¢
253,42( 247,95¢
35,23( 21,60(
23,501 21,65¢
495,92 426,94(
— 15,96¢
— 20,292
— 1,557
— 14,48¢
— 38,09(
— 102,72:
— 195,73¢
— (427)
— 388,42
156 2
915,41z 14,79¢



Stock subscription receivak (6,18%) (37)
Accumulated defici (603,764 (382,284
Treasury stock, at cost, 1,294 shares and 238sstraspectivel (12,342) (619)
Deferred compensatic — (167)
Accumulated other comprehensive loss (296) (174)

Total stockholders’ equity (deficit) 292,98« (368,485

Total liabilities, redeemable preferred stock atutlsholders’ equity (deficit) $ 788,911 $ 446,88:

The accompanying notes are an integral part of¢insolidated financial statements.




Operating Revenues
Telephony service
Customer equipment and shipping

Operating Expenses:;

VONAGE HOLDINGS CORP.
CONSOLIDATED STATEMENTS OF OPERATIONS

(In thousands, except per share amounts)

(Unaudited)

Three Months Ended
September 30

Nine Months Ended
September 30

2006

2005 2006 2005

Direct cost of telephony services (excluding dejatgan and amortization of
$3,022, $2,025, $8,707 and $4,405, respecti\

Direct cost of goods so

Selling, general and administrati
Marketing

Depreciation and amortization

Loss from operations

Other Income (Expense):
Interest incom
Interest expens
Other, net

Loss before income taxi

Income taxes

Net loss

Net loss per common sha
Basic and diluted

Weightec-average common shares outstand

Basic and diluted

$ 154,487 $ 71,156 $ 402,781 $ 167,28(
6,23t 2,717 20,202 6,73€
160,72- 73,871 422,98 174,01
40,272 24,511 116,80: 54,341
16,93¢ 9,622 50,561 30,451
72,05: 45,03( 191,03¢ 98,80¢
91,31¢ 58,90¢ 269,76¢ 176,27¢
5,94€ 3,15( 16,64¢ 7,02€
226,52 141,22: 644,81 366,90¢
(65,79¢) (67,35]) (221,829 (192,889
7,721 1,35€ 14,447 3,27C
(3,999 1) (13,977 1)
(108) 1 (116) —
3,614 1,35¢ 349 3,26¢
(62,182 (65,995 (221,480 (189,620

$ (62,189 $ (65,995 $ (221,480 $ (189,620
$ (040 $ (4779 $  (2.99 $ (138.1))
154,77¢ 1,381 73,95¢ 1,377

The accompanying notes are an integral part of¢insolidated financial statements.




VONAGE HOLDINGS CORP.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities:
Net loss

(In thousands)
(Unaudited)

Adjustments to reconcile net loss to net cash usegerating activities

Depreciation and amortizatic
Amortization of intangible:

Beneficial conversion on interest in kind on cortiNze notes

Accrued interes
Allowance for doubtful accoun
Allowance for obsolete inventol
Amortization of deferred financing cos
Loss on disposal of fixed assi
Shar+-based compensatic
Other

Changes in operating assets and liabilit
Accounts receivabl
Inventory

Prepaid expenses and other current a:

Deferred customer acquisition co
Due from related partie

Other asset

Accounts payabl

Accrued expense

Deferred revenue

Net cash used in operating activities

Cash flows from investing activities:
Capital expenditure

Purchase of intangible ass
Purchase of marketable securi

Maturities and sales of marketable securi

Increase in restricted cash
Net cash used in investing activities

Cash flows from financing activities:

Principal payments on capital lease obligati

Proceeds from notes issuar

Debt issuance cos

Proceeds from preferred stock issuance
Proceeds from subscription receivable,
Proceeds from common stock issuance
Purchase of treasury sto

Payments for directed share program,
Proceeds from exercise of stock options

Net cash provided by financing activities

Effect of exchange rate changes on cash

Net change in cash and cash equival

Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

Supplemental disclosures of cash flow information:

Cash paid during the periods fi
Interest

Nine Months Ended

September 30

2006 2005
$ (221,480 $ (189,620
16,412 7,02€
233 —
22 —
3,295 (817)
191 (150)
827 42
1,50¢ —
16 —
19,98( —
(49) (81)
(7,326) (2,50€)
(2,764 (8,64¢)
(13,517 (11,289
(16,90¢) (10,807
25 7
(129 (107)
40,732 21,601
(9,439 44.,34¢
27,681 19,837
(160,69:)  (131,15%)
(33,59¢) (37,180
(5,26¢) —
(559,507 (177,085
303,04 156,47(
(1,870 (7,119
(297,200) (64,917
(593) (44)
2,047 —
(283) —
— 195,81¢
131 170
493,49’ —
(11,729 —
(4,017) —
290 49
479,34¢ 195,99
10 (23)
21,467 (98)
132,54¢ 43,02¢
$ 154,01¢ $ 42,931
$ 8,501 $ 1

The accompanying notes are an integral part of¢insolidated financial statements.






VONAGE HOLDINGS CORP.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY (DE FICIT)
(In thousands)

(Unaudited)
Accumulated
Additional Stock Other
Common Paid-in Subscription Deferred Accumulated Treasury Comprehensive
Stock Capital Receivable Compensation Deficit Stock Loss Total

Balance at December 31, 2005 $ 2% 14,794 $ B7$ (167) $ (382,289 (619 % (174)$ (368,485
Stock option exercise 290 290
Shar«-based compensatic 19,98C 19,98C
Reverse unamortized deferred

compensatiol (167) 167 —
Beneficial conversion of interest in kinc

on convertible note 214 214
Issuance of common stock, r 31 491,57( 491,601
Issuance of common stock upon

conversion of preferred stor 123 387,17¢ 387,29¢
Conversion of preferred stock warrant to

common stock warrar 1,557 1,557
Conversion of preferred stock

subscription receivable to common

stock subscription receivak (411) (4112)
Directed share program transactions, (5,850) (11,729 (17,579
Stock subscription receivable payme 115 115
Comprehensive los

Change in unrealized loss on availak

for-sale investment (29) (29)

Foreign currency translation adjustm (93) (93)
Net loss (221,480 (221,480
Total comprehensive loss — — — — (221,48() — (122) (221,602
Balance at September 30, 2006 $ 156 $ 91541: $ (6,189 $ — % (603,769% (12,349 % (296)$ 292,98/

The accompanying notes are an integral part of¢insolidated financial statements.




VONAGE HOLDINGS CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In thousands, except per share amounts) (Unauditéd

Note 1. Basis of Presentation and Significant Accounting Rizgies
Nature of Operations

Vonage Holdings Corp. (“Vonage”, “We, “Our”, “Usl3 incorporated as a Delaware corporation. ThamaldCertificate of
Incorporation was filed in May 2000 as MIN-X.COMNC., our original name, which was changed in Fetyr@@01 to Vonage Holdings
Corp. We are a provider of broadband Voice ovesriret Protocol (“VolP”) services to residential amdall and home office customers. We
launched service in the United States in Octob@22ih Canada in November 2004 and in the Unitetgdom in May 2005.

We have incurred significant operating losses sinception. As a result, we have generated negatigb flows from operations, and
have an accumulated deficit at September 30, 2006 primary source of funds to date has been thaisce of equity and debt securities,
including net proceeds from our initial public offeg (“IPO”) consummated in May 2006.

Unaudited Interim Financial Information

The accompanying unaudited interim consolidatedrfamal statements and information have been prdparaccordance with accounti
principles generally accepted in the United Statesin accordance with the instructions for ForrQL@nd Article 10 of Regulation S-X.
Accordingly, they do not include all of the infortitm and disclosures required by accounting prilesigenerally accepted in the United
States for complete financial statements. In thieiop of management, these financial statementtagoall normal and recurring adjustme
considered necessary to present fairly the finapaisition, results of operations, cash flows atadesnent of stockholders’ equity (deficit) for
the periods presented. The results for the thrdenare month periods ended September 30, 2006camecessarily indicative of the results
be expected for the full year.

These unaudited interim consolidated financiakstents should be read in conjunction with the cliested financial statements and
related notes included in our Registration StatéroariForm S-1 (Registration No. 333-131659).

Significant Accounting Policies
Basis of Consolidatio

The consolidated financial statements include to®ants of Vonage and our wholly-owned subsidiaddisintercompany balances and
transactions have been eliminated in consolidation.

Use of Estimates

Our consolidated financial statements are prepiarednformity with accounting principles generadlgcepted in the United States, wr
require management to make estimates and assumphianaffect the amounts reported and disclosétkiconsolidated financial statements
and the accompanying notes. Actual results codfdrdinaterially from these estimates.

On an ongoing basis, we evaluate our estimatesdirg the following:

« those related to the average period of servicectesstomer (the “customer relationship period”) usedmortize deferred revenue
and deferred customer acquisition costs assocwiteccustomer activation;

« the useful lives of property and equipment andngiiale assets; and

e assumptions used for the purpose of determiningkdbased compensation using the Black-Scholesmptiodel (“Model”), and
on various other assumptions that we believed t@asonable. The key inputs for this Model arelsfwce at valuation date,
strike price for the option, the dividend yielcskifree interest rate, life of option in years aothtility.

We base our estimates on historical experiencélad@ market information, appropriate valuationtheglologies, and on various other
assumptions that we believed to be reasonableethdts of which form the basis for making judgnsesmibout the carrying values of assets
liabilities.

Restricted Cash and Letters of Cre
We report the collateralization of certain lettefsredit as restricted cash. The amount of cattditeed letters of credit primarily related

to lease deposits for our offices and certain pased customer equipment were $8,743 and $7,21€patr8ber 30, 2006 and December 31,
2005, respectively, with corresponding restrictadhcof $9,355 and $7,453 at September 30, 200®acember 31, 2005, respectively.






Patents

The three patents we acquired on June 27, 200diracted to the compression of packetized digitaias commonly used in VolP
technology. In July 2006, we began amortizing tbgugsition cost of these patents over their esthatseful lives of 5.6 years. Amortization
for the three and nine months ended September08®, ®as $233. Annual amortization will be approxietha$932.

Fair Value of Financial Instrumen

The carrying amounts of our financial instrumeirtsluding cash and cash equivalents, marketableres, accounts receivable and
accounts payable, approximate fair value becaufeeafshort maturities. The carrying amounts af capital leases approximate fair value
these obligations based upon managersdst estimates of interest rates that would béadle for similar debt obligations at Septembe@,
2006 and December 31, 2005. Our convertible notesaried at estimated fair value less any undmsattdiscount.

Loss per Shar

Basic and diluted loss per common share is caledlay dividing loss to common stockholders by tteéghted average number of
common shares outstanding during the period. Tleetsfof potentially dilutive common shares, inéhgdshares issued under our 2001 Stock
Incentive Plan and 2006 Incentive Plan using teasury stock method and our convertible notes, camstock warrants, and our converti
preferred stock using the if-converted method, Haeen excluded from the calculation of diluted Ipgs common share because of their anti-
dilutive effects.

The following were excluded from the calculationddfited earnings per common share because ofahéidilutive effects:

Three and Nine Months Ended
September 30

2006 2005

Redeemable preferred stock as if converted
2.86to1 — 123,07:
Common stock warran 3,08t 3,08t
Convertible note 17,83t —
Restricted stock uni 983 —
Employee stock options 16,56¢ 13,05(
38,47: 139,20¢

Stock-Based Compensation

Prior to the adoption of Statement of Financial duting Standards No. 123(R) (“SFAS 123(R)"), weamted for stock-based awards
to employees and directors using the intrinsic @ahethod in accordance with Accounting PrinciplesuiB Opinion No. 25 (“APB 25”) as
allowed under Statement of Financial Accountingh8&ads No. 123. Under the intrinsic value methadstock-based compensation expense
for employee stock options had been recognizediirresults of operations in prior periods. In adeamce with the modified prospective
transition method that we used in adopting SFASR23s of January 1, 2006, the consolidated firsrstatements prior to 2006 have not
been restated to reflect, and do not include, tssiple impact of SFAS 123(R). The table beloweres the pro forma net loss and net loss
per share for the three and nine months ended i@bpte30, 2005:




Three Months

Nine Months
Ended Ended
September 30  September 30
2005 2005
Net loss attributable to common shareholders, perted $ (65,995 $ (189,620()
Deduct total stock-based employee compensationnsgpe
determined under fair value based method for afirda (2,999 (4,384)
Net loss, proform: $ (68,999 $ (194,009
Net loss per common sha
As reported - basic and diluted $ (4779 $ (138.1)
Pro forma - basic and diluted $ (49.96) $ (141.30
Weightec-average common shares outstand
Basic and diluted 1,381 1,373

The fair value for these options was estimateti@tiate of grant using a Black-Scholes option-pgichodel. Expected volatilities are
based on a combination of historical volatilitieerienced by companies considered representdtive io terms of industry. Prior to the
adoption of FAS 123(R), we used 0% expected vdlatithile we were a private company. We also us¢onical data to estimate the term
options are expected to be outstanding and theiforé rate of options granted. The risk-free ie$érate is based on the U.S. Treasury zero-
coupon securities with a term approximating theeexgd term. The assumptions used to value optienasafollows:

Three Months Ended Nine Months Ended

September 30 September 30
2006 2005 2006 2005
Risk-free interest rate 4.7C% 416% 4.7(-5.1C% 4.1€-4.3€%
Expected stock price volatilit 52.5(% 0.00% 50.1¢-52.5(% 0.0C%
Dividend yield 0.0C% 0.00% 0.0C% 0.0C%
Expected life (in years 8.4C 9.06 8.4(-8.9C 8.8:-9.06

Recent Accounting Pronounceme

In September 2006, the Financial Accounting Stash@mard (“FASB”) issued Statement of Financial Aecting Standards
(“SFAS”) No. 157 “Fair Value Measurements.” Thatement defines fair value, establishes a framevarineasuring fair value in
generally accepted accounting principles (“GAARINd expands disclosures about fair value measutsm&his Statement is effective for
financial statements issued for fiscal years bagmafter November 15, 2007, and interim periodthinithose fiscal years. We are currently
assessing the impact of adopting SFAS 157 on theddinlated financial statements.

On July 13, 2006, the FASB issued FASB Interpretahlo. 48, “Accounting for Uncertainty in Incomexes—An Interpretation of
FASB Statement No. 109" (“FIN 48"). FIN 48 clarifieghe accounting for uncertainty in income taxesgaized in an enterprise’s financial
statements in accordance with FASB Statement N@, “Kcounting for Income Taxes.” FIN 48 also prelses a recognition threshold and
measurement attribute for the financial statemeobgnition and measurement of a tax position takesxpected to be taken in a tax returr
addition, FIN 48 provides guidance on derecognjt@assification, interest and penalties, accognitininterim periods, disclosure and
transition.

The provisions of FIN 48 are effective for fiscalays beginning after December 15, 2006. Earlieli@jon is permitted as long as the
enterprise has not yet issued financial statemavtsiding interim financial statements, in theipdrof adoption. The provisions of FIN 48
are to be applied to all tax positions upon inigidbption of this standard. Only tax positions tihaet the more-likely-than-not recognition
threshold at the effective date may be recognizembnotinue to be recognized upon adoption of FIN®& cumulative effect of applying the
provisions of FIN 48 should be reported as an audjent to the opening balance of retained earniogsther appropriate components of
equity) for that fiscal year. We believe the adoptof FIN 48 will not have a material effect on @onsolidated financial statements.

Note 2. Income Taxes

As of September 30, 2006, we had net operatingdagygforwards for U.S. federal and state tax pagsoof $491,020 and $476,824,
respectively, expiring at various times from yeamsgling 2020 through 2026. In addition, we haveopetating loss




carryforwards for Canadian tax purposes of $38@®iring through 2013. We also have net operatisg tarryforwards for United Kingdc
tax purposes of $13,739 with no expiration date.

Under Section 382 of the Internal Revenue Code cibrporation undergoes an “ownership change” (@éijalefined as a greater than
50% change (by value) in its equity ownership avéiree-year period), the corporation’s abilityuse its pre-change of control net operating
loss carryforward and other pre-change tax atteibaigainst its post-change income may be limitad.Jection 382 limitation is applied
annually so as to limit the use of pre-change petating loss carryforwards to an amount that galyeequals the value of a corporation’s
stock immediately before the ownership change plidtl by a designated federal long-term tax-exeraj@. In addition, we may be able to
increase the base Section 382 limitation amourihduhe first five years following the ownershipattye to the extent we realize built-in
gains during that time period. A built-in gain gealy is gain or income attributable to an assat thas held at the date of the ownership
change and that had a fair market value in exceb®edax basis at the date of the ownership chaBgetion 382 provides that any unused
Section 382 limitation amount can be carried fodhand aggregated with the following year’s avaiafét operating losses. Due to the
cumulative impact of our equity issuances overnthast three years, a change of ownership occurred the issuance of our Series E
Preferred Stock at the end of April 2005. As a lte§171,147 of the total U.S net operating lossiisbe subject to an annual base limitation
of $39,374. As noted above, we believe we may etatincrease the base Section 382 limitatiorbfalt-in gains during the first five years
following the ownership change.

We are currently conducting research to evaluaeértipact of Section 382 in relation to our May 20B®, the results of which may
indicate a further limitation on the utilization tife $319,873 in U.S. net operating losses accuetikince our Series E preferred stock
issuance in April 2005.

Note 3. Convertible Notes

In December 2005 and January 2006, we issued $239@gregate principal amount of convertible ndigs December 1, 2010 (the
“Notes”). We are using the proceeds from the ofiigiof the Notes for working capital and other gaheorporate purposes (including the
funding of our operating losses).

The holders may require us to repurchase all ompantjon of the Notes on December 16, 2008 at@efri cash equal to 100% of the
principal amount of the Notes plus any accruedwmahid interest and late charges.

We may, at our option, pay interest on the Notesash or in kind. If paid in cash, interest wilcage at a rate of 5% per annum and be
payable quarterly in arrears. If paid in kind, thieerest will accrue at a rate of 7% per annumtam@ayable quarterly in arrears. Interest paid
in kind will increase the principal amount outstangdand will thereafter accrue interest during epehod. The first interest payment was
made on March 1, 2006. We elected to pay thisestan kind in the amount of $3,645. The interestmpents due on June 1, 2006 for $3,170
and September 1, 2006 for $3,170 were paid in cash.

Upon an event of default, the interest rate wiltoe greater of the interest rate then in effect5% per annum. If interest on the Notes is
not paid in full on any interest payment date,ghiacipal amount of the Notes will be increasedsobsequent interest accrual periods by an
amount that reflects the accretion of the unpaierest at an annual rate equal to the interesthatein effect plus 2%, calculated on a
quarterly basis, from, and including, the first adyhe relevant interest accrual period.

We may redeem any or all of the Notes at any tiegirining June 16, 2007, provided that, among dtiiegs, the Common Stock has
traded at a price greater than 150% of the theficafybe conversion price of the Notes for 20 consige trading days. The Notes are
redeemable at a price equal to 100% of the priheipemunt plus accrued and unpaid interest and aeycharges, plus the aggregate net
present value of the remaining scheduled inter@gtinents through December 16, 2008, if any, caledlas provided in the Notes.

We also may redeem any or all of the Notes at g &fter December 16, 2008 at a price equal t84.60the principal amount plus
accrued and unpaid interest and any late chargbgd to certain conditions.

Following a change of control (as defined in thedép the holders of the Notes may require us teertdthe Notes at a price equal to
100% of the principal amount plus accrued and uhjpdérest and late charges. In addition, upon emsigns in connection with certain
transactions, including certain changes of controlders of the Notes will be entitled to receivmake-whole premium as calculated in the
Notes.

The Notes may, at the option of the holder, be eded into shares of Common Stock at any time. Upercompletion of our IPO in
May 2006, the conversion price was fixed at $14s2®ject to certain anti-dilution adjustments.

Following an event of default, the Notes will beadue and payable, either automatically or upotedatiion by holders of more than
25% of the aggregate principal amount of the Notes.




We have agreed to file resale shelf registratiatestents covering the shares of Common Stock issugln conversion of the Notes
within 90 calendar days after the IPO and use restsle best efforts to have such registration stateiine declared effective within 180
calendar days after the IPO. Should we fail to nti@sttimetable, we will pay the holders of the &t fee of 1% of the principal amount of
the Notes on the day that this timetable has nen Imeet and a fee of 2% of the principal amounhefNotes every 30th day thereafter until
the failure is cured. The shelf registration staatrwas filed on August 21, 2006 but was not dedaffective as of September 30, 2006. We
believe we will meet these required deadlines aitichet incur these fees.

We evaluate the provisions of the Notes periodydalldetermine whether any of the provisions wdwedconsidered embedded
derivatives that would require bifurcation undeat8ment of Financial Accounting Standards No. {38;counting for Derivative
Instruments and Hedging Activities”) (“SFAS 133Because the shares of Common Stock underlying dtes\have not been registered for
resale, they are not readily convertible to castusT the conversion option does not meet the tigesent requirement of SFAS No. 133 and
would not be considered a derivative if freestagdiccordingly, the Notes do not contain an embéddumversion feature that must be
bifurcated. Once the underlying shares of CommoniSare registered we may determine that our Nodesain an embedded conversion
feature that would require bifurcation from the dltAt that time, the fair value of the embeddetivdéves would be bifurcated from the
Notes and recorded as a -current liability with an offset recorded as a disot to the Notes that would be amortized to irgeegpense ovi
the remaining life of the Notes using the effecfivierest method. The fair value of the embeddeiValéves would be revalued each
reporting period with the change in the fair valaeorded as other income or expense in the statesheperations. We identified certain
other embedded derivatives and concluded theirevats de minimis.

Since the Notes issued in December 2005 and Ja@08a6ydid not contain an embedded conversion feahat required bifurcation, we
evaluated the conversion feature to determinewis a beneficial conversion feature under EITB@8d 00-27. The conversion price
equaled the fair value of the underlying Commorcktés such, there was no beneficial conversiotufeafor those issuances. For the Notes
issued on March 1, 2006 for the payment of intarekind, the fair market value of the underlyingr@mon Stock exceeded the conversion
price. Accordingly, in March 2006 we recorded theinsic value of the beneficial conversion featane256 shares in the amount of $214
discount to the Notes with an offsetting amountéasing additional paid-in-capital. This benefigahversion feature will be amortized to
interest expense over the remaining life of theeNatn our consolidated statement of operationgukmm effective interest method. The
amortization for the three and nine months endgde®aber 30, 2006 was $13 and $22, respectively.

Note 4. Directed Share Program

In connection with our IPO, we requested that owdanwriters reserve 4,219 shares for our custotograrchase at the initial public
offering price of $17.00 per share through the \¢gen@€ustomer Directed Share Program (“DSRi'connection with our IPO, we also ente
into an Underwriting Agreement, dated May 23, 20@&suant to which we agreed to indemnify the Unaigers for any losses caused by
failure of any participant in the DSP to pay fodatcept delivery of the shares that had beenaa#ddo such participant in connection with
our IPO. In the weeks following the IPO, certaimtjggpants in the DSP that had been allocated stfaiked to pay for and accept delivery of
such shares. As a result of this failure and asqfahe indemnification obligations, we acquiredri the Underwriters or their affiliates 1,0
shares of our common stock which had an aggregatenfirket value of $11,723. These shares werededas treasury stock on the
consolidated balance sheet. We do not anticipatengany further purchases of securities pursuaour indemnification obligations under
the Underwriting Agreement. Because we are purstliiagollection of monies owed from the DSP pgptcits who failed to pay for their
shares, we recorded a stock subscription receivzt$6,044 representing the difference betweeratfizegate IPO price value of the unpaid
DSP shares and the $11,723 we paid for these shares

In September 2006, we reimbursed $4,211 of thenimdfecation due to the Underwriters and expectdy the remainder of
approximately $1,800 to the Underwriters in therfowquarter of 2006 in accordance with the UndeimagiAgreement. We also received
$194 in payments from certain participants in ttf&POhat had been allocated shares and failed téopaych shares.

Note 5. Employee Benefit Plans
Stock-Based Compensation

On January 1, 2006, we adopted SFAS 123(R), wleighires recognition of compensation expense fatatik-based awards made to
employees in our consolidated financial statemd®isr to the adoption of SFAS 123(R), we accourfitedtock-based awards to employees
and directors using the intrinsic value methoddocadance with APB 25 as allowed under SFAS 123lddthe intrinsic value method, no
stock-based compensation expense for employee sfiitins had been recognized in our results ofaifwars in prior periods, unless the
exercise price of the stock options granted to egg#s and directors was less than the fair madaewf the underlying stock at the date of
grant. In accordance with the modified prospectigasition method that we used in adopting SFASRP3ur consolidated financial
statements prior to fiscal year 2006 have not bestated to reflect, and do not include, the péssibpact of SFAS 123(R).




Beginning January 1, 2006, we estimated the vijatf our stock using historical volatility of cqmarable public companies in
accordance with guidance in SFAS 123(R) and Statfointing Bulletin No. 107 (“SAB 107"). We will ctinue to use the volatility of
comparable companies until historical volatilityrédevant to measure expected volatility for futaption grants. The expected volatilities of
comparable public companies used for the thirdtguavere between 35.67% - 68.90%. Prior to the tlopf FAS 123(R), we used 0%
expected volatility while we were a private company

The risk-free interest rate assumption is baset whserved interest rates appropriate for the tdraur employee stock options. The
expected term of employee stock options represkataeighted-average period that the stock optEwasxpected to remain outstanding,
which we derive based on our historical settlenesiperience.

As stock-based compensation expense recognizadr iresults is based on awards ultimately expeategst, the amount has been
reduced for estimated forfeitures. SFAS 123(R) iregiforfeitures to be estimated at the time ohgead revised, if necessary, in subsequent
periods if actual forfeitures differ from thoseigsites. Forfeitures were estimated based on otortual experience. Prior to January 1, 2006,
we also used historical experience to estimateiforfes for the purposes of our pro forma informmatinder SFAS 123.

2001 Stock Incentive Plan

In February 2001, we adopted the 2001 Stock Ineerlan, which is an amendment and restatemehedt@00 Stock Incentive Plan of
MIN-X.COM, INC. The 2001 Stock Incentive Plan prdes for the granting of options or restricted staalards to our officers, directors and
employees. The objectives of the 2001 Stock IngerRian include attracting and retaining persorpralyiding for additional performance
incentives, and promoting our success by provigimployees the opportunity to acquire stock. Dugiig4, we increased the number of
shares authorized for issuance pursuant to optiorsstricted stock awards from 4,286 to 7,503eshander the plan, as amended. During
2005, the number of shares authorized for issupncguant to options or restricted stock awardsinagased from 7,503 to 28,286. At
September 30, 2006, 5,595 shares were subjecttoisable options or restricted stock awards utfte001 Stock Incentive Plan. In
management’s opinion, all stock options were gdmiigh an exercise price at or above the fair miaviadue of our common stock at the date
of grant with the exception of a grant in 2005 185 shares. Initially, we recorded deferred comagois in 2005 related to this option grant.
On January 1, 2006, we reversed the remaining mefeompensation balance in accordance with SFAER)2Stock options generally vest
over a four-year period and expire ten years #feigrant date.

Stock option activity was as follows:

Weighted
Average
Weighted Remaining Weighted
Range of Average Contractual Aggregate Average
Number Exercise Exercise Term in Intrinsic Grant Date
(Shares and Intrinsic Value in Thousands of Shares Prices Price Years Value Fair Value
Awards outstanding at December 31, 2 13,372 $ 0.70- $35.0C $ 5.88 8.8 $ 112,051 $ 1.82
Granted 4485 $ 6.76-$18.0C $ 14.62 $ 9.35
Exercisec (223) $0.70-%$7.42 % 1.30 $ 1,877 $ 0.38
Canceled gl,33§) $ 0.70-$35.0C $ 8.80 $ 1,38¢ $ 3.95
Awards outstanding at September 30, 2006 16,29t $ 0.70- $35.0C $ 8.10 84 $ 2499% $ 3.78
Shares exercisable at September 30, : 5,59t $ 5.15 75 $ 16,19C $ 1.95
Unvested shares at December 31, 2 10,207 $ 6.75 $ 7644: $ 2.10
Unvested shares at September 30, - 10,70C $ 9.65 $ 8,80¢ $ 4,74

At September 30, 2006, 11,720 options were avail&dyl future grant under the 2001 Stock IncentilamPHowever, upon the closing of
our IPO, our board of directors limited the totadaunt of stock options and other equity-based asvirdt may be granted to 2,000 shares of
which 1,574 shares are currently available.

The weighted average grant date fair value of agtgranted during the three and nine months endpté®ber 30, 2006 was $5.04 and
$9.35, respectively. The total intrinsic value pfions exercised during the three and nine monikde@ September 30, 2006 was $1,020 and
$1,877, respectively. The total fair value of optidhat vested during the three and nine montheceB8éptember 30, 2006 was $3,252 and
$8,331, respectively.

Total stock option compensation expense recogrizetthe 2001 Stock Incentive Plan for the three aim@ months ended September 30,

2006 was $6,859 and $19,501, respectively. As pfedeber 30, 2006, total unamortized stock-basedpeosation under the 2001 stock
incentive plan was $28,099, which is expected tarbertized over the remaining vesting
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period of each grant, up to the next 48 months. @omation costs for all stock-based awards argyrémed using the ratable single-option
approach on an accrual basis.

The following is a summary of the status of stopkians outstanding at September 30, 2006:

Outstanding Options Exercisable Options
Weighted
Average
Remaining Weighted Weighted
Contractual Average Average
Exercise Number Exercise Number Exercise
Price Range of Shares Life Price of Shares Price
$0.00- $3.50 4,63¢ 71 $ 1.51 2965 $ 1.38
$3.51- $7.80 2,231 80 $ 6.94 805 $ 6.83
$7.81- $11.00 5,29€ 89 $ 8.97 1,381 $ 8.96
$11.01- $19.00 4,114 94 $ 14.9¢ 429 $ 1481
$19.01 - $35.00 15 49 $ 33.3¢ 15 $ 33.3¢
__16,29¢ 84 $ 81C __55% ¢ 515

2006 Incentive Plan

In May 2006 we adopted the 2006 Incentive Plan. 20@6 Incentive Plan permits the grant of stockan®, restricted stock, restricted
stock units, stock appreciation rights, performastoek, performance units, annual awards and ativards based on, or related to, shares of
our common stock. Options awarded under our 200éritive Plan may be nonstatutory stock options ay qualify as incentive stock
options under Section 422 of the Internal Revenode®f 1986, as amended. Our 2006 Incentive Plataits various limits with respect to
the types of awards, as follows:

* amaximum of 20,000 shares may be issued undgdhepursuant to incentive stock options;

* amaximum of 10,000 shares may be issued pursoaptions and stock appreciation rights granteahtpparticipant in a calendar
year;

* amaximum of $5,000 may be paid pursuant to answalds granted to any participant in a calendar, el

¢ amaximum of $10,000 may be paid (in the case @frdsvdenominated in cash) and a maximum of 10,88fes may be issued (in
the case of awards denominated in shares) pursuamtards, other than options, stock appreciaigins or annual awards, granted
to any participant in a calendar year.

The maximum number of shares of our common stoakéte authorized for issuance under our 2006 theeRlan will be determined
under a formula set forth in the plan, and will agapproximately 17.65% of the number of sharesdhaissued and outstanding from tim:
time, less the number of shares that are avaifablissuance under our 2001 Stock Incentive PlatioWwing termination of our 2001 Stock
Incentive Plan, the number of remaining sharedalviai for issuance under our 2001 Stock Incentiam,Por that becomes available for
issuance upon expiration or cancellation, withaytrpent or settlement, of awards under our 2001kStaentive Plan, also will become
available for issuance under our 2006 IncentivenPihares issued under the plan may be authorimbdrEissued shares or may be issued
shares that we have reacquired. Shares coveregddrgsthat are forfeited, cancelled or otherwiggirexwithout having been exercised or
settled, or that are settled by cash or other mamesconsideration, will become available for isggapursuant to a new award. Shares that are
tendered or withheld to pay the exercise pricenchward or to satisfy tax withholding obligationslwot be available for issuance pursuant
to new awards. At September 30, 2006, 15,619 sheeee available for future grant under the 20@gIStncentive Plan.
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Stock option activity was as follows:

Weighted
Average
Weighted Remaining Weighted
Range of Average Contractual Aggregate Average
Number Exercise Exercise Term in Intrinsic Grant Date
(Shares and Intrinsic Value in Thousands of Shares Prices Price Years Value Fair Value
Awards outstanding at December 31, 2! —
Granted 275 $ 6.50-$8.9C $ 7.44 $ 4.75
Exercisec —
Canceled (1)$ 6.50-$7.0¢ $ 6.6S
Awards outstanding at September 30, 2006 274 $ 6.50-%$8.9C $ 7.44 9.7 $ 20 $ 4.75
Shares exercisable at September 30, : —
Unvested shares at December 31, 2 —
Unvested shares at September 30, - 274 $ 6.50-$8.9C $ 7.44 9.7 $ 20 $ 4.75

The weighted average grant date fair value of agtgranted during the three and nine months endpté®ber 30, 2006 was $4.75.
Compensation costs for all stock-based awardseamgnized using the ratable single-option appraecan accrual basis.

The following is a summary of the status of stopkians outstanding at September 30, 2006:

Outstanding Options Exercisable Options
Weighted
Average Weighted Weighted
Remaining
Contractual Average Average
Exercise Number Exercise  Number Exercise
Price Range of Shares Life Price of Shares Price
$0.00- $3.50
$3.51- $7.80 175 9.7 $ 6.88 — $ o0.0C
$7.81- $11.00 99 97 $ 8.44 — $ o0.0C
$11.01- $19.00
$19.01- $35.00
274 97 $ 744 __— $ o00C

Restricted stock and restricted stock unit activigs as follows:

Weighted
Average Aggregate
Number Grant Date Intrinsic

(Shares in Thousands of Shares Fair Value Value
Awards outstanding at December 31, 2! —
Granted 1,004 $ 646 $ 6,90¢
Vested —
Canceled (1) $ 638 $ 145
Awards outstanding at September 30, 2006 983 $ 646 $ 6,764

The weighted average grant date fair value ofitstt stock and restricted stock units grantednduiie three and nine months ended
September 30, 2006 was $6.46. Compensation castll &iock-based awards are recognized usingdtable single-option approach on an
accrual basis.

Total compensation expense recognized under thé R@@ntive Plan for the three and nine months ér@iptember 30, 2006 was $479.

As of September 30, 2006, total unamortized staxdeld compensation under the 2006 Incentive Plars®&dg4, which is expected to be
amortized over the remaining vesting period of egemt, up to the next 48 months.
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Note 6. Commitments and Contingencies
Vendor Commitments

We have engaged a vendor to assist us with ouvomgstcare and inbound sales calls and have conthtittpay this vendor a total of
$1,500 in 2007 for configuration and installati@msces. This agreement will remain in effecttfmiee years and after the first twelve moi
that the agreement has been in effect we havebility 40 terminate the agreement for any reasothsixty days prior written notice, subject
to a termination fee.

We are currently in negotiations with a vendordertain television commercials, related media grahsorship of certain sporting events
with an estimated cost of $5,000 in 2007 and $6i0@D08.

Litigation

IPeria, Inc. On October 10, 2003, we terminated our contrditt IPeria, Inc., our former voicemail vendor. dér the terms of the
contract, we were permitted to terminate the catficr any reason. On April 12, 2004, IPeria fiedomplaint against Vonage in the Supe
Court for the County of Suffolk, Massachusettsri#@asserted a number of different claims, inclgdineach of contract, copyright
infringement, breach of implied covenant of goaidhfand fair dealing, negligent misrepresentatidra)d and unfair and deceptive trade
practices. In support of these claims, |Peria @gdfnalleges that it provided voicemail servidtesvonage consistent with the terms of the
contract and that Vonage failed to pay for thoseises in violation of the contract. The complaseeks payment of $619 plus accrued int
that IPeria asserts it is owed on the contractteeisle damages.

We answered IPeria’s complaint on May 10, 2004dered all material allegations. In addition, weeated counterclaims against
IPeria. Specifically, we alleged that IPeria asdurs that its voicemail system would meet minimwrfgrmance and scaleability standards,
and that the voicemail system failed to meet tledandards. We are seeking payment of all damagesifiered as the result of IPeria’s
failures, treble damages and attorneys’ fees.

Discovery in this matter began in June 2004 anchbasbeen completed. On December 1, 2005, IPéeid & motion for summary
judgment, and on December 2, 2005, we filed a mdtio summary judgment on IP€’s copyright and unfair trade practices claimsri®e
subsequently dismissed its copyright claim. Oppmsstto the motions for summary judgment were storeJanuary 23, 2006, and replies
were submitted on February 8, 2006. Oral argumerithe motions took place on February 16, 2006 taedourt has now taken the motions
under advisement. We contested liability in thigteraand expect to continue to defend the casewoigdy. We have engaged in settlement
discussions on this matter and, in any event, viey®ean unfavorable outcome would not have a riatadverse effect on our results of
operations and cash flows in the period in whighnfatter is resolved. We have recorded a reservevier the potential exposure relating to
this litigation, which reserve was not materiabto financial statements.

Joshua B. Tanzer. On October 18, 2005, Joshua B. Tanzer commemseiit against Vonage in the United States Dis@murt for the
Southern District of New York seeking damages gfragimately $14,240 and has subsequently sentetsea increasing his claim to
$26,750. Mr. Tanzer claims that damages are dtrer@spect to our sale of Series D Convertibled?refl Stock and Series E Convertible
Preferred Stock and convertible notes pursuaritaddrms of an engagement letter governing Nan&sme Capital Management's services
in connection with our placement of Series B andddvertible Preferred Stock. Mr. Tanzer's complainther seeks a declaratory judgment
that he is entitled to be paid additional feesanrection with any future private placements of segurities. The engagement letter states tha
Mr. Tanzer was "associated" with Nanes Delormevaasl a registered representative of that firm. Webe that our obligations with respect
to Mr. Tanzer and Nanes Delorme were completelfopered at the conclusion of the Series C offerarg] no further amount is owed to
Mr. Tanzer or Nanes Delorme on account of the SédieSeries E or convertible note offerings. Wedibur answer to the complaint on
December 7, 2005 and denied all material allegati@m February 17, 2006, we filed counterclaimsregd anzer and a thirgarty complain
against Nanes Delorme. Among other things we deeketurn of all fees paid to Nanes Delorme. Ondiddr3, 2006, Nanes filed an answer
and is seeking declaratory judgment regarding #rags' respective rights and obligations underthgagement letter and damages of
approximately $14,250 in payment of investment liamkees related to our sale of Series D and Sé&rieseferred Stock. On April 5, 2006,
we filed our answer to Nanes Delorme's countercl&injune 2006, we filed a motion for summary juégtrrequesting the dismissal of the
claims asserted against us. On July 21, 2006, lec di statement of undisputed facts with the cand subsequently filed a reply statement to
Tanzer's and Delorme’s statement of undisputed faée intend to defend this matter vigorously aelielve an unfavorable outcome would
not have a material adverse effect on our resiiltperations and cash flows in the period in whtod matter is resolved. Based upon prior
settlement discussions with Tanzer, we have redoadeserve to cover the potential exposure rgjdtrthis litigation, which reserve was not
material to our financial statements. The amourt kegorded as an offset against the Series D Pedf&tock as these fees relate to the
placement of those securities.

Shaw Communications Inc. and Shaw Cablesystems @R.March 27, 2006, Shaw Communications Inc. &inaw Cablesystems G.P.
(collectively "Shaw") filed a Statement of Claimtivthe Court of the Queen's Bench of Alberta, Jatli€entre of Calgary. The Statement of
Claim alleges that certain statements attributedawage Canada regarding Shaw's "Quality of Serfzidgancement" fee are false, mislea
and defamatory and have interfered with Shaw'siogis with its customers. Shaw is seeking an injon¢ damages and attorney's fees. We
believe Shaw's claims have no merit and intendgoreusly defend the lawsuit.

Patent Litigation.

* Sprint. On October 16, 2005, a lawsuit was filed agfairs by Sprint Communications Company L.P. ininéed States District
Court for the District of Kansas. Sprint allegeatttve have infringed seven patents in connectidh prioviding VolP services.
Sprint seeks injunctive relief, compensatory ae8lex damages and attorney's fees in unspecifiediesdn our answer filed on
November 3, 2005, we have denied Sprint's allegatimd have counterclaimed for a declaration ofinfsimgement, invalidity and
unenforceability of the patents. We believe thathaee meritorious defenses against the claimstassky Sprint and intend to
vigorously defend the lawsuit. The matter is prélgan the discovery stag
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* Rates Technology On October 6, 2005, a lawsuit was filed agailssby Rates Technology Inc. in the United St&tissrict Court
for the Eastern District of New York. Rates alletfest we have infringed two patents in connectidth the least cost routing of
telephone calls over the public switched telephoetevork. Rates seeks injunctive relief, attorndgiss, compensatory damages in
excess of one billion dollars and a trebling thérBoour answer filed on November 22, 2005, weehdenied Rates’ allegations and
have counterclaimed for a declaration of non-ifement, invalidity and unenforceability of the pege We believe that we have
meritorious defenses against the claims assertéthlgs and intend to vigorously defend the lawsuit.

e« Barry W. Thomas On December 6, 2005, Barry W. Thomas filedveslit in the United States District Court for iMestern
District of North Carolina. The plaintiff allegeldt we had infringed one patent in connection wittviding utility services using a
pre-programmed smart card. Mr. Thomas sought itipmcelief, compensatory and treble damages andnety’s fees in unspecifie
amounts. Mr. Thomas has agreed to dismiss thisuidwith prejudice and executed a settlement agesewith us on August 4,
2006.

* Verizon. On June 12, 2006, a lawsuit was filed agaiesind our subsidiary Vonage America Inc., or Vonagerica, by Verizo
Services Corp. and Verizon Laboratories Inc., diectively, Verizon, in the United States Districourt for the Eastern District of
Virginia. Verizon alleges that we have infringedese patents in connection with providing VolP seeg. Verizon seeks injunctive
relief, compensatory and treble damages and aft@rfees. In our answer filed on July 19, 2006,hage denied Verizon’s
allegations and have counterclaimed for a dectamaif non-infringement, invalidity and unenforcdapiof the patents. We believe
that we have meritorious defenses against the slagserted by Verizon, and intend to vigorouslgdefthe lawsuit. The matter is
presently in the discovery stage.

»  Klausner Technologies. On July 10, 2006, a lawsuit was filed agairssand Vonage America by Klausner Technologies, brc.
Klausner, in the United States District Court floe Eastern District of Texas. Klausner allegesweahave infringed one of its
patents with voice mail technology. Klausner saajksctive relief, compensatory and treble damages attorney’s fees. In our
answer filed on September 14, 2006, we have ddflmasner’s allegations and have counterclaimedfdeclaration of non-
infringement, invalidity and unenforceability ofetlpatent. We believe that we have meritorious defelagainst the claims asserted
by Klausner, and intend to vigorously defend ttveshait.

With respect to the patent litigation identifiedoalb, we believe that we have meritorious defengamat the claims. However, we might
not ultimately prevail in these actions. Whethenot we ultimately prevail, litigation could be #tonsuming and costly and injure our
reputation. If any of the plaintiffs prevail in theespective actions, we may be required to nagmtioyalty or license agreements with respect
to the patents at issue, and may not be able & &mb such agreements on acceptable termsalf.a&ny limitation on our ability to provide
a service or product could cause us to lose revganerating opportunities and require us to indditional expenses. These potential costs
and expenses, as well as the need to pay additianahges awarded in the favor of the plaintiffsid¢onaterially adversely affect our
business.

IPO Litigation. During June 2006 and July 2006, Vonage, sewdrailir officers and directors, and the firms wleoved as the
underwriters in our IPO were named as defendaritanmg v. Vonage Holdings Corp. et ah purported class action lawsuit filed in the tdd
States District Court for the District of New JersBubsequently, several similar purported clasmtawsuits were filed in the United Sta
District Court for the District of New Jersey, owas filed in the United States
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District Court for the Southern District of New Yoand another was filed in the Supreme Court ofStatde of New York and subsequently
removed to the United States District Court for Baesstern District of New York.

The complaints assert claims under the federalrgiesulaws on behalf of a professed class comgjsif all those who were allegedly
damaged as a result of acquiring our common stockmnnection with our IPO. The complaints allegapag other things, that we omitted
and/or misstated certain facts concerning the IRZ'stomer Directed Share Program. Some compldsisaiiege the IPO prospectus
contained misrepresentations or omissions conagertain of our products and/or the prior expergeaf some of our management. One
complaint(lnouye v. Vonage Holdings Corp. et ghyhich was filed in the United States District @dior the Southern District of New York
and subsequently voluntarily dismissed, includedléegation of open market securities fraud duarurported class period of May 24, 2(
to June 19, 2006 in addition to claims arisingafuthe IPO. AlthoughLang, Inouyeand one other complaint were voluntarily dismisseel,
expect the remaining complaints to be consolidatesbme time in the future.

On July 14, 2006, Vonage and the firms who sengetth@ underwriters in our IPO were named as defénada a separate lawsuit filed in
the United States District Court for the Distri€tNew Jersey Norsworthy v. Vonage Holdings Corp. etalThis purported class action
lawsuit asserts state law breach of contract agtigemce claims relating to the alleged inabilifyparticipants in our Customer Directed
Share Program to trade their shares after the IPO.

Although we believe that we and the individual defants have meritorious defenses to the claims rimaglech of the aforementioned
complaints and intend to contest each lawsuit wgsly, an adverse resolution of any of the lawsuidy have a material adverse effect or
financial position and results of operations in pieeiod in which the lawsuits are resolved. Werarepresently able to reasonably estimate
potential losses, if any, related to the lawsuits.

We also are involved in certain other threatenatipanding legal proceedings and, from time to tiraegive subpoenas or civil
investigative demands from governmental agenciemformation that may be pertinent to their coefidial investigations. Although the
results of litigation claims and investigations wanbe predicted with certainty, we believe thatfinal outcome of such matters will not h:
a material adverse effect on our business. Regardieoutcome, litigation can have an adverse imngaais because of defense costs,
diversion of management resources and other factors

State and Municipal Taxes

Until recently, we did not collect or remit staterounicipal taxes (such as sales, excise, and ladeva taxes), fees or surcharges
(“Taxes”) on the charges to our customers for @uvises, except that we have historically compligith the New Jersey sales tax. We have
received inquiries or demands from a number oésdatli municipal taxing and 911 agencies seekingpayof Taxes that are applied to or
collected from customers of providers of traditiopablic switched telephone network services. Althlo we have consistently maintained
that these Taxes do not apply to our service fareety of reasons depending on the statute orthaleestablishes such obligations, a number
of states have changed their statutes as pareafttbamlined sales tax initiatives and numeroleraitates have entered into sales tax
agreements with us. As of September 30, 2006, eedallecting and remitting sales taxes in forty-states. In addition, a few states address
how VolIP providers should contribute to supportlmugafety agencies, and in those states we begeantit fees to the appropriate state
agencies. We have also contacted authorities im efthe other states to discuss how we can figdlgaontribute to the 911 system. We do
not know how all these discussions will be resoh\md there is a possibility that we will be reauirto pay or collect and remit some or all of
these Taxes in the future. Additionally, some @&fséh Taxes could apply to us retroactively. As suehhave recorded a reserve of $11,228 at
September 30, 2006 as our best estimate of thatdteax exposure for any retroactive assessnvgatbelieve the maximum estimated
exposure for retroactive assessments is $24,168%aptember 30, 2006.

Universal Service Fund

In late June 2006, the FCC released an Order inhwihivould require VolP service providers to cdmite to the Universal Service Fund
(“USF™). This Order was effective upon publicationthe Federal Register, and requires the firstdiby August 1, 2006, with USF
contributions effective for the fourth quarter &05. Vonage will register with the FCC and repesteanue for contribution using one of three
methods, (1) using the interim safe harbor of 64.@preport based on our actual interstate telenanications revenues; or (3) rely on
traffic studies based on certain conditions. Wealnegcouping our contributions through a customectsarge on October 1, 2006. We have
also filed an appeal with respect to this Order.

State Attorney General Proceedings

Several state attorneys general have initiatedstig@tions and, in two states, have commencedlitig concerning our marketing
disclosures and advertising. We are cooperatink thitse investigations and are pursuing jointesgiint negotiations with the attorneys
general of Florida, lllinois, Massachusetts, Teldishigan and North Carolina and separate negotiativith the attorney general of
Connecticut. While these complaints seek awardtaofages and penalties, no particular amounts e dpecified at this time. In
July 2006 we reached an agreement in principletttesthe litigation with
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the state attorney general of Texas, and the iipagigins being conducted by the state attorneysrmgéiof Florida, lllinois, Massachusetts,
Michigan and North Carolina. This agreement in gipfe is subject to finalizing the documentationmueializing the settlement and
executing such settlement documentation. Witheesio our joint settlement negotiations, we haarded a reserve to cover the potential
exposure relating to these investigations, which mat material to our September 30, 2006 finarst@tements.

* On May 3, 2005, the Office of the Attorney Gendoalthe State of Connecticut filed a complaint agaus, alleging that our
advertising and provision of emergency calling serwiolated the Connecticut Unfair Trade Practidesand certain state
regulations. We answered the complaint on Juh0@52and denied its allegations. We have undertakéfement discussions with
the Connecticut Attorney General and have volulytariovided information requested during the cowthose discussions. If the
discussions are not successful, we intend to vigglyadefend against the lawsuit.

* On March 7, 2006, the Attorney General of Missagsued a civil investigative demand for documeatated to our emergency
calling service. We responded to the civil inveatiige demand on April 3, 2006. The Missouri Attorri@eneral has not filed a
complaint against us or taken other formal action.

*  We received a subpoena dated June 29, 2006 fro@dtmmonwealth of Pennsylvania, Office of Attornegr@ral, Bureau of
Consumer Protection seeking a wide variety of damis The Attorney General’s office has since afjteenarrow the scope of
documents it seeks to certain materials relatingpiertising to, and subscriptions by, Pennsylvanisumers, and the training and
general form of compensation paid to personnelrtieket and provide customer care functions forsemvice. We are making a
rolling production of responsive materials, andmesde our first production on July 27, 2006.

Federal Trade Commission Investigati

On August 31, 2005, the Federal Trade CommissioRT€, issued a Civil Investigative Demand to usaitrequested information
regarding our 911 service and complaints or notfiegtaining to that service, our residential unledicalling plan and our compliance and
telemarketing vendors’ compliance with the FTC'$ehearketing Sales Rule including, but not limitedthe requirement to refrain from
telemarketing to persons who appear on the Natidnallot Call Registry. No formal action has bedediagainst Vonage at this time. We
unable at this time to predict the outcome of th€E investigation, whether a formal action will filed against Vonage, to assess the
likelihood of a favorable or unfavorable outcomehiat event, or to estimate the amount of liabilityhe event of an unfavorable outcome.
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Item 2. Management’s Discussion and Analysis of Rancial Condition and Results of Operations

You should read the following discussion togethi#h wur consolidated financial statements and thkated notes included elsewhere in
this Form 10-Q and our audited financial statemeantduded in our Registration Statement on Form &ile No. 333-31659). This
discussion contains forward-looking statementsgchvimvolve risks and uncertainties. Our actual lesmay differ materially from those we
currently anticipate as a result of many factorg;luding the factors we describe under “Risk Fastboand elsewhere in this Form 10-Q.

Overview

We are a leading provider of broadband telephongcss with over 2.0 million subscriber lines asSafptember 30, 2006. Our services
use Voice over Internet Protocol, or VolP, techgglovhich enables voice communications over thertrét through the conversion and
compression of voice signals into data packetsrdier to use our service offerings, customers ragé access to a broadband Internet
connection with sufficient bandwidth (generally l6bbits per second or more) for transmitting thdsg¢a packets.

We earn revenue and generate cash primarily throughroadband telephone service plans, each athwdffers a different pricing
structure based on a fixed monthly fee. We genenaitgt of our revenue from those fees, substantlligf which we bill to our customers’
credit cards one month in advance.

We have invested heavily in an integrated markedingtegy to build strong brand awareness that@tgppur sales and distribution
efforts. We acquire customers through a numbealeisschannels, including our websites, toll frembars and a presence in major retailers
located in the United States, Canada and the UHitegdom. We also acquire a significant number @fircustomers through Refer-a-Friend,
our online customer referral program.

We launched our service in the United States irofmt 2002, in Canada in November 2004 and in theediiKingdom in May 2005.
Since our U.S. launch, we have experienced rapighitge and subscriber line growth. While our revemas grown rapidly, we have incurred
an accumulated deficit of $603.8 million from oncéption through September 30, 2006. Although etifosses initially were driven
primarily by start-up costs and the cost of devielgmur technology, more recently our net lossegtmeen driven by our growth strategy. In
order to grow our customer base and revenue, we tlaesen to increase our marketing expenses signify, rather than seeking to generate
net income. In addition, we plan to continue togisivin research and development and customer\War@re pursuing growth, rather than
profitability, in the near term to capitalize oretburrent expansion of the broadband and VolP nsrked to establish and maintain a leading
position in the market for broadband telephoneisesv We incurred marketing expense of $91.3 milhod $269.8 million and a net loss of
$62.2 million and $221.5 million for the three amde months ended September 30, 2006, respecthéhintend to continue to pursue
growth because we believe it will position us afrang competitor in the long term. Although weide we will achieve profitability in the
future, we ultimately may not be successful andweg never achieve profitability.

Trends in Our Industry and Business

A number of trends in our industry and businesstasignificant effect on our results of operatiand are important to an understant
of our financial statements. These trends include:

Broadband adoption.The number of U.S. households with broadband letesncess has grown significantly. We expect tieisd to
continue. We benefit from this trend because owrice requires a broadband Internet connectioncamgotential addressable market
increases as broadband adoption increases.

Changing competitive landscapé&Ve are facing increasing competition from other panies that offer multiple services such as cable
television, voice and broadband Internet serviexefal of these competitors are offering VolP ¢reotvoice services as part of a bundle, in
which they offer voice services at a lower pricartlwe do to new subscribers. In addition, sevdrdiese competitors are working to develop
new integrated offerings that we cannot provide thiadl could make their services more attractiveustomers. We also compete against
established alternative voice communication prawd@ad independent VolP service providers. Sontbeasfe service providers may choos
sacrifice revenue in order to gain market sharelave offered their services at lower prices offfee. These offerings could negatively
affect our ability to acquire new customers oriretaur existing customers.

Subscriber line growth.Since our launch, we have experienced rapid sliedine growth. For example, we grew from 85,717
subscriber lines as of December 31, 2003 to 3908S68f December 31, 2004 to 1,269,038 as of DeceB81he€2005. In addition, we grew
from 1,061,786 subscriber lines as of Septembe2@05 to 2,057,844 as of September 30, 2006 owoappately 1 million incremental
subscriber lines. We believe we will continue ta adsignificant number of subscriber lines in fatperiods; however, we do not expect to
sustain our historical subscriber line growth 1i@tea percentage basis due to a combination ofasexecompetition, a significantly larger and
growing customer base and increasing saturatiomgroar initial target customer base, which includezhy early adopters.
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Average monthly customer churrzor the three months ended September 30, 2006xpezienced average monthly customer churn of
2.6% compared to 2.3% for the three months endpteBdber 30, 2005. We believe this increase wa®drin part, by increased competit|
and our continued rapid growth and inability toehénough qualified customer care employees, wieidhd less than satisfactory customer
care during the first three quarters of 2006. Weveorking to improve our customer care. We beligad our churn will fluctuate over time
and may increase as we shift our marketing focus fearly adopters to mainstream customers and recqustomers from new sources, such
as outbound telemarketing, that historically hazd & higher churn rate.

Average monthly revenue per lin®ur average monthly revenue per line increase@704® for the three months ended September 30,
2006 compared to $25.79 for the three months eSeéptember 30, 2005. For the remainder of 2006,elieve that our average monthly
revenue per line will remain steady or slightlyrease. In March 2006, we began charging custonmeEsreergency 911 Cost Recovery fee,
which has increased average monthly revenue perltinaddition, an increasing number of customegshoosing the residential unlimited
plan as a result of the first month free promotidiich has a positive effect on longer term avemragathly revenue per line. These increases
could be negatively impacted by the timing and tlareof promotions such as the second line promatiroduced in late May 2006. In
addition, in May 2006 we started offering free satl certain countries in Europe for customers wnumlimited plans, which will decrease
average monthly revenue per line.

Average monthly direct cost of telephony serviegdipe. Our average monthly direct cost of telephony sewiger line decreased to
$6.86 for the three months ended September 30, @d®Hared to $8.56 for the three months ended Bdyete30, 2005. This decrease has
been driven by changes in customers’ calling pastes international calling is a lower portion af overall call volume and our fixed
network costs are being spread over a larger sibesdine base. These decreases were partiallgtdffs the costs of E-911 compliance.

Regulation. Our business has developed in an environment lafged from regulation. However, the United Stated other countries
have begun to examine how VolP services shouleégelated, and a number of initiatives could havérgract on our business. For exam|
the FCC has concluded that wireline broadbandnetesiccess, such as DSL and Internet access pdovydeable companies, is an
information service and is subject to lighter regiain than telecommunications services. This ondgy give providers of wireline broadband
Internet access the right to discriminate agaiostservices, charge their customers an extra fesamur service or block our service. We
believe it is unlikely that this will occur on adéspread basis, but if it does it would have a ristadverse effect on us. Other regulatory
initiatives include the assertion of state regulatthority over us, FCC rulemaking regarding egeacy calling services and proposed
reforms for the intercarrier compensation systemaddition, the FCC recently concluded that VolBviders must begin contributing to the
Universal Service Fund on October 1, 2006, an ditirwe are appealing. The Internal Revenue Sgriiowever, has discontinued the
requirement to collect the Federal Excise Tax, Whie stopped collecting on June 24, 2006. Complwiiily regulatory developments will
impact our business by increasing our operatingeses, including legal and consulting fees, reggits to make significant capital
expenditures or increasing the taxes and regulé¢ay we pay.

E-911 roll-out. As of September 30, 2006, we were providing E-Er¥ises to over 90% of our U.S. subscriber lines. &¥pect to
complete the E-911 roll-out to nearly all of oum@@ning subscriber lines within the year. If theGGrders us to disconnect customers or stop
accepting new customers in areas where we hawehahplemented E-911 capability, it would reduce subscriber growth while we work
to complete the roll-out. This may result in anr@ase in our marketing cost per gross subscriberdddition, since most of our marketing
programs are national in nature and we cannotfiigntly reduce our marketing costs in areas inclvhire could not accept new customers.

Operating Revenues
Operating revenues consists of telephony serveesnue and customer equipment and shipping revenue.

Telephony services revenueSubstantially all of our operating revenues aregdiebny services revenue. In the United States fige o
two residential plans, “Residential Premium Unliait and “Residential Basic 500,” and two small géfiand home office plans, “Small
Business Unlimited” and “Small Business Basic.” Eaf our unlimited plans offers unlimited domestadling as well as Puerto Rico and
Canada, subject to certain restrictions, and ehohirdbasic plans offers a limited number of donwestlling minutes per month. Under our
basic plans, we charge on a per minute basis wieenumber of domestic calling minutes includechim plan is exceeded for a particular
month. International calls (except for calls totasr European countries) under our unlimited pkarescharged on a per minute basis. These
per minute fees are not included in our monthlysstiption fees. We offer similar plans in Canadd #ire United Kingdom.

We derive most of our telephony services revenomm fmonthly subscription fees that we charge outormsrs under our service plans.
We also offer residential fax service, virtual paarumbers, toll free numbers and other servicegdoh of which we charge an additional
monthly fee. One business fax line is included witich of our two small office and home office plang we charge monthly fees for
additional business fax lines. We automaticallyrghahese fees to our customers’ credit cards nymtadvance. We automatically charge
the per minute fees not included in our monthlyssuiption fees to our customers’ credit cards migritharrears unless they exceed a certain
dollar threshold, in which case they are chargedeaiately.
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By collecting monthly subscription fees in advaaoel certain other charges immediately after theyiraourred, we are able to reduce
amount of accounts receivable that we have outstgnthus allowing us to have lower working capiediuirements. Collecting in this
manner also helps us mitigate bad debt exposuriehvidirecorded as a reduction to revenue. If &ocosr’s credit card is declined, we
generally suspend international calling capabdlias well as the customer’s ability to incur donigcassage charges in excess of their plan
minutes. Historically, in most cases, we are ableatrrect the problem with the customer within ¢hierent monthly billing cycle. If the
customer’s credit card cannot be successfully msme during two billing cycles (i.e., the currentl ubsequent month’s billing cycle), we
terminate the account.

We also generate revenue by charging a fee foradittg service. Through June 2005, we charged &weasion fee to our direct channel
customers, or those customers who purchase equigtneotly from us. Beginning in July 2005, we alsegan charging an activation fee to
our retail channel customers, or customers whohase equipment from retail stores. For our dirbahoel customers, activation fees,
together with the related customer acquisition am®€éor equipment, are deferred and amortized theeestimated average customer
relationship period. For our retail channel custmneebates and retailer commissions up to buéxrcteding the activation fee, are also
deferred and amortized over the estimated avemagferner relationship period. The amortization deded customer equipment expense is
recorded to direct cost of goods sold. The amditinaof deferred rebates is recorded as a reduttidelephony services revenue. The
amortization of deferred retailer commissions oreed as marketing expense. Through December084, 2ve estimated that the average
customer relationship period would be 30 monthetagpon comparisons to other telecommunicationgeaies. For 2005, this period was
reevaluated based on our experience to date ambwestimate it will be 60 months. We have applifezi60-month customer relationship
period on a prospective basis beginning Janua29@5. For 2006, we have confirmed that the custamlationship period should be 60
months.

In the United States, we charge regulatory recofesg on a monthly basis to defray the costs aswativith regulatory consulting and
compliance as well as related litigation, E-911 pbamce and to cover taxes that we are chargetdguppliers of telecommunications
services. We record these fees as revenue.

Prior to June 30, 2005, we generally charged aodisect fee to customers who did not return thestaumer equipment to us upon
termination of service, regardless of the lengthiroé between activation and termination. On Jylg2d05, we changed our termination
policy. We no longer accept returns of any custoetgiipment after 30 days, and we charge a discofieeto customers who terminate their
service within one year of activation. Disconnexd are recorded as revenue and are recognizeel tahe the customer terminates service.

Telephony services revenue is offset by the cosedfin customer acquisition activities, suchedmtes and promotions.

Customer equipment and shipping revenu€ustomer equipment and shipping revenue consises/enue from sales of customer
equipment to our wholesalers or directly to custanamd retailers. In addition, customer equipmedtghipping revenue includes the fees
that we charge our customers for shipping any eqgeig to them.

Operating Expenses

Operating expenses consist of direct cost of taeplservices, direct cost of goods sold, sellirmnegal and administrative expense,
marketing expense and depreciation and amortization

Direct cost of telephony service®irect cost of telephony services primarily corsist fees that we pay to third parties on an ongjoin
basis in order to provide our services. These ifedade:

»  Access charges that we pay to other telephone auegto terminate domestic and international aatlshe public switched
telephone network. These costs represented appatedynb9% and 64% of our direct cost of telephoenyises for the three
months ended September 30, 2006 and 2005, resplgctivith a portion of these payments ultimatelyngemade to incumbent
telephone companies. When a Vonage subscriberaradther VVonage subscriber, we do not pay an actesge.

*  The cost of leasing interconnections to route aalksr the Internet and transfer calls betweentkerhet and the public switcrk
telephone networks of various long distance carier

»  The cost of leasing from other telephone compathieselephone numbers that we provide to our custenWe lease these
telephone numbers on a monthly basis.

e The cost of co-locating our regional data connécgioint equipment in third-party facilities owney dther telephone
companies, internet service providers, or collacafacility providers.

*  The cost of providing local number portability, whiallows customers to move their existing teleghoambers from another
provider to our service. Only regulated telecomroations providers have access to the centralizetbrudatabases that
facilitate this process. Because we are not a adggitelecommunications provider, we must pay délecommunications
providers to process our local number portabilguests.
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*  The cost of complying with the new FCC regulatioagarding VolP emergency services, which requireysovide enhanced
emergency dialing capabilities to transmit 911l all of our customers.

*  Taxes that we pay on our purchase of telecommuaitatservices from our suppliers.

Direct cost of goods soldDirect cost of goods sold primarily consists oftsdbat we incur when a customer first subscribesur
service. These costs include:

*  The cost of the equipment that we provide to custsnwho subscribe to our service through our dsafgs channel in exces:
activation fees. The remaining cost of customei@qgant is deferred and amortized over the estimatetage customer
relationship period.

e The cost of the equipment that we sell directlyetmilers.
e The cost of shipping and handling for customer pangint, together with the installation manual, thatship to customers.
*  The cost of products or services that we give eusts as promotions.

Selling, general and administrative expens8elling, general and administrative expense indude

*  Compensation and benefit costs for all employeéi;inis the largest component of selling, genendl administrative expense
and includes customer care, research and develdpnework engineering and operations, sales an#teting, executive, lege
finance, human resources and business developressgmel.

»  Compensation expense related to stock-based atzaensployees and directors.

*  OQutsourced labor related to customer care and netsiore support activities.

»  Transaction fees paid to credit card companiesghvimclude a per transaction charge in additioa p@rcent of billings charge.
* Rent and related expenses.

»  Professional fees for legal, accounting, tax, putglations, lobbying and development activities.

We anticipate an increase in our selling, genevdladministrative expense as we hire additionadqrerel to address our growing
subscriber base and to handle the obligationspofsic company but expect selling, general and adirative expense to decrease as a
percentage of revenue in 2006 compared to 2005.

Marketing expense Marketing expense consists of:

»  Advertising costs, which comprise a majority of ouairketing expense and include online, televigiwimt and radio
advertising, direct mail, alternative media, proimas$, sponsorships and inbound and outbound teletiag.

»  Creative and production costs.

*  The costs to serve and track our online advertising

»  Certain amounts we pay to retailers for newspapsart advertising, product placement and activat@mnmissions.
e The cost associated with our customer referral narg

For 2006, we expect to spend between $360 millilmh%880 million for marketing expense, compare#i243.4 million in 2005. Becau
our marketing commitments are generally six weeKess in duration, we are able to significantlgiuee marketing expense relatively
quickly if it becomes prudent to do so.

Depreciation and amortization expense®epreciation and amortization expenses include:
»  Depreciation of our network equipment, furniturel dixtures, and employee computer equipment.
*  Amortization of leasehold improvements and purctasdtware.

*  Amortization of intangible assets (paten



Other Income (Expense)

Other Income (Expense) consists of:
* Interest income on cash, cash equivalents and rtadlkesecurities.

* Interest expense on notes payable and capitaldease
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*  Amortization of deferred financing costs.

»  Accretion of convertible notes.

* Gain or loss on disposal of property and equipment.

»  Debt conversion expense relating to the conversiomtes payable to equity.

For 2006 and subsequent years through 2010, wédaik annual interest expense on our convertittkesraf at least

$12.7 million unless the convertible notes are eoted or repaid prior to maturity date. This amowifitincrease if we pay interest in kind on
these notes.
Key Operating Data

The following table contains certain key operatitaga that our management uses to measure the gobwth business and our operating
performance:

Three Months Ended Nine Months Ended
September 30 September 30

2006 2005 2006 2005
Gross subscriber line additio 359,14¢ 282,17¢ 1,158,04« 824,60¢
Net subscriber line additior 204,591 213,937 788,80¢ 671,22C
Subscriber lines (at period er 2,057,84« 1,061,78¢ 2,057,84¢« 1,061,78¢
Average monthly customer chu 2.6% 2.3% 2.4% 2.1%
Average monthly revenue per lii $ 274C $ 257¢ $ 282 $ 26.6%
Average monthly telephony services revenue per $ 2633 $ 2484 $ 269C $ 25.6C
Average monthly direct cost of telephony serviceslme $ 6.86 $ 856 $ 7.8C $ 8.31
Marketing costs per gross subscriber line add $ 2542¢ $ 208.7¢ $ 2329t $ 213.7i

Employees (excluding temporary help) (at period)¢ 1,675 1,393 1,675 1,393

Gross subscriber line additionsGross subscriber line additions for a particulaiqueare calculated by taking the net subscritrex li
additions during that particular period and addimghat the number of subscriber lines that terteid@uring that period. This number does
not include subscriber lines both added and tertaihduring the period, where termination occurrétthiw the first 30 days after activation.
The number does include, however, subscriber kdeled during the period that are terminated wisimdays of activation but after the end

of the period.

Net subscriber line additionsNet subscriber line additions for a particular panieflect the number of subscriber lines at the @frthe
period, less the number of subscriber lines ab#gnning of the period.

Subscriber lines. Our subscriber lines include, as of a particuldedall subscriber lines from which a customer watke an outbound
telephone call on that date. Our subscriber linekitle fax lines and SoftPhones but do not inclugatevirtual phone numbers or toll free
numbers, which only allow inbound telephone callsistomers. We added approximately 1 million stibscs from 1,061,786 subscriber
lines as of September 30, 2005 to 2,057,844 agptethber 30, 2006. The increase in our subsciiies vas directly related to an increase
in our advertising spending and our expansion hemimedia, such as television, direct mail, alteéveanedia and outbound telemarketing,
which have a broader customer reach.

Average monthly customer churmiverage monthly customer churn for a particulaigukis calculated by dividing the number of
customers that terminated during that period bysth#le average number of customers during thegeand dividing the result by the
number of months in the period. The simple averageber of customers during the period is the nurobeustomers on the first day of the
period, plus the number of customers on the lagiofiéhe period, divided by two. Terminations, @aed in the calculation of churn statistics,
do not include customers terminated during theggleifitermination occurred within the first 30 dagfter activation. Our average monthly
customer churn was 2.6% for the three months eBéptember 30, 2006 compared to 2.3% for the thmehm ended September 30, 2005.
We monitor churn on a daily basis and use it asdicator of the level of customer satisfactionh@tcompanies may calculate churn
differently, and their churn data may not be disecomparable to ours. Customers who have beenugitlor a year or more tend to have a
significantly lower churn rate than customers whodnot. This means that during periods of rapgtamer growth or if we fail to address
issues with our customer care our churn rate &liko increase. In addition, our churn will fluate over time and may increase as we shift
our marketing focus from early adopters to mairstreustomers and acquire customers from new squaeels as outbound telemarketing,
that historically have had a higher churn rate oAtsur churn rate could be negatively affectednzyeased competition.

Average monthly revenue per linddverage monthly revenue per line for a particulariqd is calculated by dividing our total revenue

for that period by the simple average number osstiber lines for the period, and dividing the teby the number of months in the period.
The simple average number of subscriber linesifeperiod is the number of subscriber lines on
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the first day of the period, plus the number ofssuliber lines on the last day of the period, didithy two. Our average monthly revenue per
line was $27.40 for the three months ended Septe8the2006 compared to $25.79 for the three moatited September 30, 2005.

Average monthly telephony services revenue per lfveerage monthly telephony services revenue perfina particular period is
calculated by dividing our total telephony servicegenue for that period by the simple average rarrobsubscriber lines for the period, and
dividing the result by the number of months in plegiod. Our average monthly telephony servicesmeeeer line was $26.33 for the three
months ended September 30, 2006 compared with 42dr.8he three months ended September 30, 2005.

Average monthly direct cost of telephony serviegdipe. Average monthly direct cost of telephony serviceslme for a particular
period is calculated by dividing our direct cost@Ephony services for that period by the simplerage number of subscriber lines for the
period, and dividing the result by the number ofths in the period. We use the average monthlycdaest of telephony services per line to
evaluate how effective we are at managing our awfgtsoviding service. Our average monthly direastoof telephony services per line
decreased from $8.56 for the three months ended®épr 30, 2005 to $6.86 for the three months eSdgdember 30, 2006.

Marketing cost per gross subscriber line additioklarketing cost per gross subscriber line addit®aalculated by dividing our
marketing expense for a particular period by thelber of gross subscriber line additions duringpbeod. Marketing expense does not
include the cost of certain customer acquisiticivdies, such as rebates and promotions, whichaaoeunted for as an offset to revenues, or
customer equipment subsidies, which are accountealsfdirect cost of goods sold. As a result, @doot represent the full cost to us of
obtaining a new customer. Our marketing cost pesgsubscriber line addition has fluctuated oveetand may increase in 2006 for several
reasons. We will increase our advertising spendimjhave added advertising in more expensive nveitlica broader reach, such as
television, to enhance our brand awareness. Irtiaddive believe it is generally more expensivadquire mainstream consumers than early
adopters of new technologies and we have increasefibcus on more mainstream consumers.

When we increase our total marketing expense, wergdly experience, over the short term, a sigaiftaincrease in marketing cost per
gross subscriber line addition. However, we trdekefficiency of our marketing programs and maljesithents on how we allocate our
funds. These adjustments can result in a subseglighit decrease in marketing cost per gross sildesdine addition after the initial increase
in marketing expense.

Employees Employees represent the number of personneatkaon our payroll and exclude temporary or awtsed labor. One

challenge we face in enhancing the efficiency afsmlling, general and administrative expense ishigh turnover among our customer care
employees.
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Results of Operations

Three Months Ended Nine Months Ended
September 30 September 30
2006 2005 2006 2005
Operating Revenues:
Telephony service 96% 96% 95% 96%
Customer equipment and shipping 4 4 5 4
100 100 100 100
Operating Expenses
Direct cost of telephony services (excluding dejatéan and
amortization) 25 33 28 31
Direct cost of goods sol 11 13 12 17
Selling, general and administrati 45 61 45 57
Marketing 57 80 64 101
Depreciation and amortization 4 4 4 4
142 191 153 210
Loss from operations (42) (91) (53) (110
Other Income (Expense).
Interest incom 5 2 3 2
Interest expense (2) — (3) —
3 2 — 2
Loss before income taxi (39) (89) (53) (208)
Income taxes — — — —
Net loss (39)% (89)% (53)% (108)%

Three Months Ended September 30, 2006 Comparedhi¢oTthree Months Ended September 30, 2005

Telephony Services Revenue and Direct Cost of Telepny Services

Three Months Ended

September 30 $ %
2006 2005 Change Change
(dollars in thousands)
Telephony service $154,487 $ 71,15¢ $ 83,32¢ 117%
Direct cost of telephony services (excluding
depreciation and amortization of $3,022 and
$2,025, respectively 40,272 24,514 15,75¢ 64%

Telephony services revenu&he increase in telephony services revenue of $88l®n, or 117%, was primarily due to an increage
$63.2 million in monthly subscription fees resuitifiom an increased number of subscriber linesclvgrew from 1,061,786 at September
30, 2005 to 2,057,844 at September 30, 2006. Atsogrowing number of subscriber lines generatelitiadal revenue from activation fees
of $2.1 million, increased revenue of $5.0 millioom a higher volume of international calling, ieesed revenue of $1.7 million from
customers exceeding their plan minutes and incdeigsenue of $7.1 million in regulatory fees welected from customers. Additionally,
add-on features to our service plans generatedcaease of $2.4 million. We also had a $2.3 millimerease in the fees we charge for
disconnecting our service and a $2.2 million reiuncin credits we issued offset by $2.8 millionriease in bad debt expense. We believe that
telephony services revenue will continue to inceeas2006, as we expect an increase in the nunflserbscribers. However, we might not
experience the same rapid growth as in prior years.

Direct cost of telephony servicesThe increase in direct cost of telephony ses/imfe$15.8 million, or 64%, was primarily due te@th
increase in the number of subscriber lines, whicheased the costs that we pay other phone congpfamiteerminating phone calls by $9.5
million. We also incurred increased costs of $2ilian for establishing compliance systems for Et&krvices and for E-911 call processing.
Our network costs, which includes costs for codimgpin other carriers’ facilities,
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for leasing phone numbers, routing calls on therh#t, and transferring calls to and from the im¢eto the public switched telephone
network, increased by $3.0 million. This was offsgthe reduction in the cost of porting phone narmalfor our customers by $0.7 million.

Customer Equipment and Shipping Revenue and DiredCost of Goods Sold

Three Months Ended

September 30 $ %
2006 2005 Change Change
(dollars in thousands)
Customer equipment and shippi $ 6,23 $ 2,71 $ 3,527 130%
Direct cost of goods sold 16,934 9,622 7,312 76%
Customer equipment and shipping gross loss  $(10,699 $ (6,909 $ (3,790 55%

Customer equipment and shipping revenu@®ur customer equipment and shipping revenueasad by $3.5 million, or 130%, primal
due to an increase in the number of new custonufrscsibing to our services, resulting in increméskapping revenue of $1.7 million. In
addition, we changed our default shipping optiosgoond day shipping in late February 2006 regultirhigher shipping fees. Customer
equipment sales increased by $1.8 million, asérfdlurth quarter of 2005 we began to offer ouraliceistomers the option of upgrading their
customer equipment at the time of customer sigfeupn additional fee. We expect that customerggent and shipping revenue will
continue to increase in 2006 as a result of gramthur customer base and customer equipment upgrade

Direct cost of goods sold. The increase in direct cost of goods sold 08 $iillion, or 76%, was due largely to the increasthe numbe
of new customers subscribing to our services, whishilted in additional costs of $6.4 million asated with our provision of customer
equipment, as well as additional costs for shipmingtomer equipment of $0.9 million, including iecrental costs associated with second

shipping.
Selling, General and Administrative

Three Months Ended

September 30 $ %
2006 2005 Change Change
(dollars in thousands)
Selling, general and administrati $72,052 $45,03C $27,02- 60%

Selling, general and administrative.The increase in selling, general and adminisgaixpenses of $27.0 million, or 60%, was prinyaril
due to an increase in the number of our employekigh grew to 1,675 full time employees at Septendfe 2006 from 1,393 at September
30, 2005, and an increase in outsourced labor.imbisase resulted in higher wages, employee-ctlagaefits, fees for recruitment of new
employees and outsourced labor costs of $16.5omilldn January 1, 2006, we adopted Statement ahEial Accounting Standards No. 123
(revised 2004), and accordingly have recognize@ 8illion of compensation expense for stock-basedrds for the three months ended
September 30, 2006. As a result of our high turnaneong our customer care employees, we have exped an increase in training and
recruiting costs. Also, we experienced an incréasir facility maintenance and other administratéxpenses of $5.1 million partially due to
the relocation of our headquarters. As we contirtoeatld customers, our credit card fees have iserkas well by $2.4 million. We also
experienced a reduction in professional fees of dllion primarily related to legal fees and auetion of $2.2 million in tax expense for
what we potentially might owe for sales tax.

While selling, general and administrative expers®g increased, they have decreased as a percefhtagenue from 61% for the three
months ended September 30, 2005 to 45% for the thmnths ended September 30, 2006. For the remmah@806, we believe that selling,
general and administrative expenses will contimuadrease as we expect an increase in the nunfloeir @mployees and outsourced labor.
We also expect to incur additional costs relateldeing a public company, and we expect an incrieasedit card fees as the number of our
subscribers and revenues grow. However, we expesetexpenses to continue to decrease as a pgeent@venue.
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Marketing

Three Months Ended

September 30 $ %
2006 2005 Change Change
(dollars in thousands)
Marketing $91,31¢ $58,90¢ $ 32,41( 55%

Marketing. The increase in marketing expense of $32.4 onillor 55%, was primarily due to an increase ievision advertising, direct
mail campaigns and telemarketing fees of $35.8anilbffset by a decrease of $12.3 million in onlarel radio advertising. We have slightly
shifted our focus of advertising to reach out t® tiainstream consumer and increase brand awargniesarily with new television
commercials during National Football League andvidrsity of Notre Dame football games and by spangaevents such as Ryder Cup Golf
and the WNBA all-star game.

We also had increased costs of $6.7 million fagrathtive media and $6.1 million for other misceflans marketing fees. This was offset
by decreased costs of $3.8 million related to etair channel, which includes the costs of adventisnts and in-store placement fees as well
as activation commissions to retailers.

For the remainder of 2006, we will continue to inawsignificant amount of marketing costs as wesparmur growth strategy of
increasing our subscriber and revenue base.

Depreciation and Amortization

Three Months Ended

September 30 $ %
2006 2005 Change Change
(dollars in thousands)
Depreciation and amortizatic $ 594€ $ 3,15C $ 2,79€¢ 89%

Depreciation and amortization. The increase in depreciation and amortizatiof208 million, or 89%, was primarily due to an iease
in capital expenditures for the continued expansioour network, computer equipment for our new Ey@es and leasehold improvements
for our Holmdel, New Jersey headquarters.

Other Income (Expense)

Three Months Ended

September 30 $ %
2006 2005 Change Change
(dollars in thousands)
Interest incomt $ 7,721 $ 135 $ 6,36F 469%
Interest expens (3,999 1) (3,998) *
Other, net (108) 1 (109) S

$ 3614 $ 135€ $ 2,25

Interest income. The increase in interest income of $6.4 milles due to an increase in cash, cash equivaledts an
marketable securities from our convertible noteaésl in December 2005 and January 2006 and oial imitblic offering in May 2006.

Interest expense. The increase in interest expense of $4.0 milias primarily related to interest on our convéetibotes that were
issued in December 2005 and January 2006.

Provision for Income Taxes

We have net losses for financial reporting purpoRegognition of deferred tax assets will requieaeration of future taxable income.
There can be no assurance that we will generatieisut taxable income in future years. Therefave,established a valuation allowance on
net deferred tax assets of $238.3 million as ot&aper 30, 2006.

As of September 30, 2006, we had net operatingdagygforwards for U.S. federal and state tax pagsoof $491.0 million and $476.8
million, respectively, expiring at various timesifin years ending 2020 through 2026. In additionhae net
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operating loss carryforwards for Canadian tax psegof $38.0 million expiring through 2013. We disal net operating loss carryforwards
for United Kingdom tax purposes of $13.7 milliorthvho expiration date.

Net Loss
Three Months Ended
September 30 $ %
2006 2005 Change Change
(dollars in thousands)
Net loss $(62,184) $(65,99f) $ 3,811 (6)%

Net Loss. Based on the explanations described above,efdoss of $62.2 million for the three months en8egtember 30, 2006
decreased by $3.8 million, or 6%, from $66.0 millfor the three months ended September 30, 2005.

Nine Months Ended September 30, 2006 Compared ®Nme Months Ended September 30, 2(

Telephony Services Revenue and Direct Cost of Telepny Services

Nine Months Ended

September 30 $ %
2006 2005 Change Change
(dollars in thousands)
Telephony service $402,781 $167,28( $235,501 141%
Direct cost of telephony services (excluding
depreciation and amortization of $8,707 and
$4,405, respectively 116,80z 54,341 62,461 115%

Telephony services revenu&he increase in telephony services revenue of $288lion, or 141%, was primarily due to an increas
$178.2 million in monthly subscription fees resuitfrom an increased number of subscriber linesclwgrew from 1,061,786 at September
30, 2005 to 2,057,844 at September 30, 2006. Atsogrowing number of subscriber lines generatelitiadal revenue from activation fees
of $6.1 million, increased revenue of $17.8 millfoom a higher volume of international calling, ieased revenue of $5.3 million from
customers exceeding their plan minutes and incdegsenue of $18.6 million in regulatory fees colésl from customers. Additionally, add-
on features to our service plans generated anaseref $7.4 million and we had a $6.5 million irae in the fees we charge for
disconnecting our service. We also had a decreasesiomer credits and rebates of $4.5 millionedffsy an increase in bad debt of $9.0
million.

Direct cost of telephony serviceShe increase in direct cost of telephony servide&6@.5 million, or 115%, was primarily due to the
increase in the number of subscriber lines, whichdased the costs that we pay other phone congpfmmiterminating phone calls by $35.0
million. We also incurred increased costs of $Ifiifion for establishing compliance systems for Et&ervices and for E-911 call
processing. Our network costs for co-locating imeotcarriers’ facilities, for leasing phone numbeasiting calls on the Internet, and
transferring calls to and from the Internet to plublic switched telephone network increased by &illion. Also, the cost of porting phone
numbers for our customers increased by $4.3 million

Customer Equipment and Shipping Revenue and DiredCost of Goods Sold

Nine Months Ended

September 30 $ %
2006 2005 Change Change
(dollars in thousands)
Customer equipment and shippi $ 20,202 $ 6,73€ $ 13,46¢€ 200%
Direct cost of goods sold 50,561 30,451 20,11C 66%
Customer equipment and shipping gross loss $(30,35%) $(23,715) $ (6,649 28%

Customer equipment and shipping reven@air customer equipment and shipping revenue asem by $13.5 million, or 200%, primal
due to an increase in the number of new custonufyscsibing to our services. Customer equipmenssat@eased by $7.8 million, as in the
fourth quarter of 2005 we began to offer our dieitomers the option of upgrading their custongeiment at the time of customer sigp-
for an additional fee. Also, there was increasedemental
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shipping revenue of $5.7 million related to ther@ase in new customers and a change of our defaipibing option to second day shipping
late February 2006 resulting in higher shippingfee

Direct cost of goods sold The increase in direct cost of goods sold @f. $2nillion, or 66%, was due largely to the inceeasthe
number of new customers subscribing to our seryigbich resulted in additional costs of $16.3 roifliassociated with our provision of
customer equipment, as well as increased costsfgiag equipment to customers of $3.8 million liting incremental costs associated \
second day shipping.

Selling, General and Administrative

Nine Months Ended

September 30 $ %
2006 2005 Change Change
(dollars in thousands)
Selling, general and administrati $191,03¢ $ 98,80¢ $ 92,22¢ 93%

Selling, general and administrative.The increase in selling, general and adminiseaxpenses of $92.2 million, or 93%, was prinyaril
due to an increase in the number of our employekigh grew to 1,675 full time employees at Septen#fe 2006 from 1,393 at September
30, 2005, and an increase in outsourced labor.imbisase resulted in higher wages, employee-ctlagaefits, fees for recruitment of new
employees and outsourced labor costs of $50.7amildn January 1, 2006, we adopted Statement ahEial Accounting Standards No. 123
(revised 2004), and accordingly have recognized@@fllion of compensation expense for stock-bamedrds for the nine months ended
September 30, 2006. As a result of our high turnaneong our customer care employees, we have exped an increase in training and
recruiting costs. Also, we experienced an incréa®eir facility maintenance and other administratexpenses of $15.2 million partially due
to the relocation of our headquarters offset bgerease in professional fees of $0.7 million prilpaelated to legal fees and a reduction of
$0.8 million in tax expense for what we potentiatijght owe for sales tax. As we continued to adstmmers, our credit card fees have
increased as well by $7.6 million.

While selling, general and administrative experis®ege increased, they have decreased as a percefhtayenue from 57% for the nine
months ended September 30, 2005 to 45% for themamghs ended September 30, 2006.

Marketing
Nine Months Ended
September 30 $ %
2006 2005 Change Change
(dollars in thousands)
Marketing $269,76¢ $176,27¢ $ 93,48¢ 53%

Marketing. The increase in marketing expense of $93.5anillor 53%, was primarily due to an increase ievision advertising, direct
mail campaigns and telemarketing fees of $105.89anibffset by a decrease of $35.9 million in oeliand radio advertising. We have sligl
shifted our focus of advertising to reach out t® tiainstream consumer and increase brand awargmniesarily with new television
commercials during National Football League andvdrsity of Notre Dame football games and by spangogvents such as Ryder Cup G
the Preakness Stakes, the WNBA all-star game antbMZoip Soccer.

We also had increased costs of $5.3 million foreatising agency fees, increased costs of $10.2lfemative media and $8.2 million for
other miscellaneous marketing fees.

Depreciation and Amortization

Nine Months Ended

September 30 $ %
2006 2005 Change Change
(dollars in thousands)
Depreciation and amortizatic $ 16,645 $ 7,026 $ 9,61¢ 137%

Depreciation and amortization. The increase in depreciation and amortizatiof%6 million, or 137%, was primarily due to anrease
in capital expenditures for the continued expansioour network, system enhancements for custore and computer equipment for our
new employees.
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Other Income (Expense)

Nine Months Ended

September 30 $ %
2006 2005 Change Change
(dollars in thousands)
Interest incom: $14442 $ 3,27C $11,17: 342%
Interest expens (13,977) (1) (13,976 *
Other, net (116) — (116) 3

$ 349 $ 3,26¢ $ (2,920

Interest income. The increase in interest income of $11.2 millieers primarily due to an increase in cash, casivelgnts and
marketable securities from our convertible notesésl in December 2005 and January 2006 and oia jmitblic offering in May 2006.

Interest expense. The increase in interest expense of $14.0 milias primarily related to interest on our conlsetinotes that were
issued in December 2005 and January 2006.

Net Loss
Nine Months Ended
September 30 $ %
2006 2005 Change Change
(dollars in thousands)
Net loss $(221,480) $(189,620) $ (31,860 17%

Because the increases in expenses exceeded thasasrin revenues described above, our net lagaged by $31.9 million, or 17%,
from $189.6 million for the nine months ended Seyter 30, 2005 to $221.5 million for the nine morghsgled September 30, 2006.

Liquidity and Capital Resources
Overview

The following table sets forth a summary of ourclisws for the periods indicated:

Nine Months Ended
September 30

2006 2005

(dollars in thousands)
Net cash used in operating activit $(160,697) $(131,15%)
Net cash used in investing activiti (297,200 (64,914)
Net cash provided by financing activiti 479,34¢ 195,99/

We have incurred significant operating losses sowenception. As a result, we have generated thegeash flows from operations, and
have an accumulated deficit of $603.8 million gpt8enber 30, 2006. Our primary sources of funds e proceeds from private
placements of our preferred stock, a private plaggraf our convertible notes, an initial publicarfhg of our common stock, operating
revenues and borrowings under notes payable frarprincipal stockholder and Chairman, which werksaquently converted into shares of
our preferred stock. In 2005, we raised proceegisphexpenses, of $195.7 million from the issuamiggreferred stock and raised proceeds,
net of expenses, of $240.0 million in December 2808 January 2006 in a private placement of ouvexitle notes. In 2006, we raised
$493.6 million in net proceeds from an initial piakbffering, or IPO, of our common stock. We aréngshe proceeds from these offerings
working capital and other general corporate purposeluding funding operating losses.

Historically, our principal uses of cash have beefund operating losses, which were initially @nivby start-up costs and the costs of
developing our technology and, more recently, Hea@n driven by marketing expense. We anticipateriimy net losses in the future as we
seek to grow our customer base, which will reqsignificant marketing expense but we intend to cedour net loss on a quarterly basis in
the future. For 2006, we expect to spend betweé0 §dllion and $380 million for marketing expensempared to $243.4 million in 2005.
Because our marketing commitments generally arevebks or less in duration, we are able to adj@sketing expense relatively quickly if
desirable. Therefore, we do not believe our sigaift and growing marketing expense will impair bguidity. We believe that revenue and
cash on hand will fund our expected marketing egpaat least through the end of 2007.
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Similarly, we may make expenditures to expand fateign markets. The associated costs include |egagiillatory and administrative
start-up costs, capital expenditures and marketkpgnse, which result in operating losses. Howekiercapital expenditures are relatively
modest, because our technology platform does goinea significant amount of equipment or softwakegal, regulatory and administrative
startup costs for new markets in Canada and the Unitaddom have not been material to our overall buissnand we do not expect then
be in the future as we enter other new marketsintéad to expand into new markets only when weelvelithat doing so will not impair our
liquidity.

In the future we will have to continue paying geast interest on our convertible notes. We may théy interest in cash or in kind, the
latter of which would have the effect of increasihg principal amount outstanding under the coilernotes. In March 2006, we paid
interest in kind of $3.7 million, and in each ohé&uand September 2006 we paid $3.1 million of exein cash. We will not elect to pay
interest in cash on these convertible notes ifuthee unless we have adequate cash available.

We also have contingent liabilities for state amchl sales taxes. As of September 30, 2006, we liaderve of $11.3 million. If our
ultimate liability exceeds this amount, it could/ba material adverse effect on us. However, wealdelieve it would significantly impair
our liquidity.

We expect our cash on hand to fund our net logsg&apital expenditures at least through the erkD6¥.

To the extent we change our plans, or if our exgieEis are wrong, we may need to seek additiomalifig by accessing the equity or
debt capital markets. In addition, although we dbaurrently anticipate any acquisitions, we magdht® seek additional funding if an
attractive acquisition opportunity is presentedisoHowever, our significant losses to date mayqaeus from obtaining additional funds on
favorable terms or at all. Because of our histdmed losses and our limited tangible assets, wealddit traditional credit lending criteria,
which, in particular, could make it difficult foisuto obtain loans or to access the debt capitaketarFor example, we discussed a revolving
credit facility with commercial banks in the sumnoé2005. As a result of those discussions, weelielmost commercial lenders will require
us to very significantly reduce our loss from opierss before they will lend us money. In additithe terms of our outstanding convertible
notes provide for additional shares to be issuenhuonversion if we sell shares of our common saftde our initial public offering at a pri
that is less than the average trading price oicoutrmon stock over the 10-day period prior to arshssale, which might limit our access to
the capital markets. Further, the ability to raagiéitional capital through the issuance of equityusities may be impeded due to the events
surrounding our IPO.

Interest will accrue on our convertible notes edta of 5% per annum and be payable quarterlyraaes. The interest rate will increase
upon certain events, including if we decide to pagrest in kind rather than in cash, upon a failior comply with the registration rights
agreement with the holders of the convertible natesupon certain events of default. The notesamgertible into shares of our common
stock. The convertible notes provide for custorreugnts of default.

Capital expenditures.

Capital expenditures are mainly for the purchaseedivork equipment and computer hardware as wertgnto expand our network. V
continue to invest heavily in networking equipmeathnology, corporate facilities and informatiestinology infrastructure. We expect our
capital expenditures for 2006 to be approximat&l®.8 million, of which $9.9 million in leasehold provements was for the completion of
our new headquarters in Holmdel, New Jersey.

Nine Months Ended September 30, 2006 Compared ®oNine Months Ended September 30, 2(

Cash used in operating activities for the nine merinded September 30, 2006 was $160.7 milliorcansisted of a net loss of $221.5
million, offset by adjustments for non-cash iterh§42.4 million and $18.4 million provided by worlg capital and other activities.
Adjustments for non-cash items consisted primanilgepreciation and amortization of $16.6 milli&20.0 million for stock option
compensation and $3.3 million for accrued intepesharily for our convertible notes. Working capitetivities primarily consisted of a net
increase in cash of $31.1 million for accounts jpégy@and accrued expenses primarily related to niackend $10.8 million for deferred
revenue net of deferred product costs offset bgaehse in cash of $13.5 million for prepaid expen$7.3 million for accounts receivable
and $2.8 million for inventory.

Cash used in operating activities for the nine merinded September 30, 2005 was $131.2 millioritiegdrom a net loss of $189.6
million, offset by adjustments for non-cash iteri$6.0 million and $52.4 million provided by worlgrcapital and other activities.
Adjustments for non-cash items consisted primanil$7.0 million for depreciation and amortizatiéorking capital activities primarily
consisted of accounts payable and accrued expen$é6.0 million, which primarily related to thecirease in our marketing and payroll
expenses.

Cash used in investing activities for the nine rhergnded September 30, 2006 of $297.2 million taatable to net purchases and
sales of marketable securities of $256.5 milliod eapital expenditures of $33.6 million, $5.3 naiflifor the acquisition of three patents, and
an increase in restricted cash of $1.9 million.FiOfasm our initial public offering in May 2006 anttbt offering in December 2005 and
January 2006 was invested in marketable secung@gjing use to fund our loss from operations.
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Cash used in investing activities for the nine rherended September 30, 2005 of $64.9 million wiabatable to net purchases and s
of marketable securities of $20.6 million offsetdgpital expenditures of $37.2 million and an imsein restricted cash of $7.1 million.

Cash provided by financing activities for the nmenths ended September 30, 2006 of $479.3 millias primarily attributable to net
proceeds from our initial public offering in May @® of $493.6 million, net of costs, offset by theghase of treasury stock of $11.7 million
related to customers that committed to purchasea@mmon stock through our Directed Share Prograsnsabsequently defaulted on
payment and $4.0 million of net payments to Undéens related to our Directed Share Program ind&oation.

Cash provided by financing activities for the nmenths ended September 30, 2005 of $196.0 millias eue primarily to proceeds frc
our preferred stock offering in April 2005.

Summary of Critical Accounting Policies and Estimaes

Our significant accounting policies are summarireNote 1 to our financial statements. The follogvthescribes our critical accounting
policies and estimates:

Use of Estimates

Our consolidated financial statements are preparednformity with accounting principles generadlgcepted in the United States, wt
require management to make estimates and assumphianaffect the amounts reported and disclosétkiconsolidated financial statements
and the accompanying notes. Actual results codfdrdinaterially from these estimates.

On an ongoing basis, we evaluate our estimatelsidimg the following:

» those related to the average period of servicecustomer (the “customer relationship period”) usedmortize deferred
revenue and deferred customer acquisition costei@ésd with customer activation;

» the useful lives of property and equipment; and

» assumptions used for the purpose of determiningksbased compensation using the Black-Scholesmptiodel (“Model”),
and on various other assumptions that we beliewéa treasonable. The key inputs for this Modek&wek price at valuation
date, strike price for the option, the dividenddjeisk-free interest rate, life of option in yeand volatility.

We base our estimates on historical experiencélad@ market information, appropriate valuationtheglologies, and on various other
assumptions that we believed to be reasonableethdts of which form the basis for making judgnsesmibout the carrying values of assets
liabilities.

Revenue Recognitio

Operating revenues consist of telephony serviogsge and customer equipment (which enables aephiehy services) and shipping
revenue. The point in time at which revenue is gaized is determined in accordance with Staff Acdimg Bulletin No. 104, Revenue
Recognition, and Emerging Issues Task Force Consdxs. 019, Accounting for Consideration Given by a VendoatCustomer (Includin
a Reseller of the Vendor’s Products).

Substantially all of our operating revenues arepiebny services revenue, which is derived primdrdyn monthly subscription fees that
customers are charged under our service plans.|Stalarive telephony services revenue from per teifiees for international calls and for
any calling minutes in excess of a customer’s nigrglan limits. Monthly subscription fees are autttivally charged to customers’ credit
cards in advance and are recognized over the follpmonth when services are provided. Revenue gésekfrom international calls and
from customers exceeding allocated call minutesufichited minute plans are recognized as senacegrovided, that is, as minutes are
used, and are billed to a customer’s credit ca@atiiears. As a result of our multiple billing cyskeach month, we estimate the amount of
revenue earned from international calls and frosta@mers exceeding allocated call minutes undetdinminute plans but not billed from t
end of each billing cycle to the end of each rdpgrperiod. These estimates are based primarily iygtorical minutes and have been
consistent with our actual results.

We also generate revenue by charging a fee foraiittg service. Through September 2005, we chaagedttivation fee to customers in
the direct channel. Beginning in July 2005, we &sgan charging an activation fee in the retaihded Customer activation fees, along with
the related customer acquisition amounts for custaquipment in the direct channel and for rebatekretailer commissions in the retail
channel up to but not exceeding the activationdee deferred and amortized over the estimatecageerustomer relationship period. The
amortization of deferred customer equipment is né®d to direct cost of goods sold. The amortizatibdeferred rebates is recorded as a
reduction to telephony services revenue. The aratitin of deferred retailer commissions is recordedarketing expense. Through
December 31, 2004, this estimated customer regtiprperiod was deemed to be 30 months based upoparisons to other
telecommunications companies as we did not hawaparating history. For 2005, the estimated custaelationship period was reevaluated
based upon our experience and
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determined to be 60 months. We have applied the@0th customer relationship period on a prospedtasss beginning January 1, 2005.
2006, we have confirmed that the customer relatiipngeriod should be 60 months.

We also provide rebates to customers who purclhesedustomer equipment from retailers and satisfyimum service period
requirements. These rebates in excess of activid@mare recorded as a reduction of revenue beesdrvice period based upon the estim
number of customers that will ultimately earn ataro the rebates.

Inventory

Inventory consists of the cost of customer equipraed is stated at the lower of cost or marketh wist determined using the average
cost method. We provide an inventory allowancecfestomer equipment that has been returned by cestobut may not be able to be re-
issued to new customers or returned to the marurtctor credit.

Income Taxes

We recognize deferred tax assets and liabilitiesHfe expected tax consequences of temporary €lifters between the tax bases of a:
and liabilities and their reported amounts usingrédes in effect for the year the differenceseaqeected to reverse. We have recorded a
valuation allowance on the assumption that we natl generate taxable income.

Net Operating Loss Carryforward

As of September 30, 2006, we had net operatingdasyforwards for U.S. federal and state tax pagsoof $491.0 million and $476.8
million, respectively, expiring at various timesiin years ending 2020 through 2026. In additionheae net operating loss carryforwards for
Canadian tax purposes of $38.0 million expiringtlgh 2013. We also have net operating loss camgats for United Kingdom tax
purposes of $13.7 million with no expiration date.

Under Section 382 of the Internal Revenue Code cibrporation undergoes an “ownership change” (@éijalefined as a greater than
50% change (by value) in its equity ownership avéiiree-year period), the corporation’s abilityg® its pre-change of control net operating
loss carryforward and other pre-change tax atteibagainst its post-change income may be limitad. Section 382 limitation is applied
annually so as to limit the use of our pre-changfeoperating loss carryforwards to an amount teaegally equals the value of our stock
immediately before the ownership change multipbgd designated federal long-term sempt rate. In addition, we may be able to ina
the base Section 382 limitation amount during tret five years following the ownership changehe extent we realize built-in gains during
that time period. A built-in gain generally is gainincome attributable to an asset that was hetldeadate of the ownership change and that
had a fair market value in excess of the tax batsise date of the ownership change. Section 3@Zges that any unused Section 382
limitation amount can be carried forward and aggted with the following yeas’ available net operating losses. Due to the cuiaalampact
of our equity issuances over the past three yaasBange of ownership occurred upon the issuanoardberies E Preferred Stock at the end
of April 2005. As a result, $171.1 million of thetal U.S net operating losses will be subject taanual base limitation of $39.4 million. As
noted above, we believe we may be able to incréeesbase Section 382 limitation for built-in gathging the first five years following the
ownership change.

We are currently conducting research to evaluaeéntipact of Section 382 in relation to our initmiblic offering consummated on
May 30, 2006. The results of which may indicateidhfer limitation on the utilization of the $31%llion in domestic net operating losses
accumulated since our Series E preferred stoclmesuin April 2005.

Stock Based Compensatic

Prior to the adoption of SFAS 123(R), we accouribedtockbased awards to employees and directors usingttiesic value method i
accordance with APB 25, as allowed under Statemiefitnancial Accounting Standards No. 123, Accaugfior Stock-Based Compensation,
or SFAS 123. Under the intrinsic value method, toalsbased compensation expense for employee eficdns had been recognized in our
results of operations in prior periods unless tter@se price of the stock options granted to eygs and directors was less than the fair
market value of the underlying common stock atdée of grant. In accordance with the modified peasive transition method that we used
in adopting SFAS 123(R), the consolidated finansiatements prior to 2006 have not been restatesflaxt, and do not include, the possible
impact of SFAS 123(R).

Recent Accounting Pronouncemen

In September 2006, the Financial Accounting Stash@mard (“FASB”) issued Statement of Financial Aectng Standards
(“SFAS”) No. 157 “Fair Value Measurements”. Thatement defines fair value, establishes a frameWarkneasuring fair value in
generally accepted accounting principles (“GAARIDd expands disclosures about fair value measutem&his Statement is effective for
financial statements issued for fiscal years bagmafter November 15, 2007, and interim periodthinithose fiscal years. We are currently
assessing the impact of adopting SFAS 157 on thedtidlated financial statements.

On July 13, 2006, the FASB issued FASB Interpretahlo. 48, “Accounting for Uncertainty in Incomexes—An Interpretation of
FASB Statement No. 109” (“FIN 48"). FIN 48 clarifieghe accounting for uncertainty in income taxesgaized in an enterprise’s financial
statements in accordance with FASB Statement N@, “Kcounting for Income Taxes.” FIN 48 also prelses a recognition threshold and
measurement attribute for the financial statemecgnition anc
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measurement of a tax position taken or expectée tiaken in a tax return. In addition, FIN 48 pd®s guidance on derecognition,
classification, interest and penalties, accounitingterim periods, disclosure and transition.

The provisions of FIN 48 are effective for fiscalays beginning after December 15, 2006. EarlieliGdjon is permitted as long as the
enterprise has not yet issued financial statemavtsiding interim financial statements, in theipdrof adoption. The provisions of FIN 48
are to be applied to all tax positions upon initidbption of this standard. Only tax positions thaet the more-likely-than-not recognition
threshold at the effective date may be recognizembotinue to be recognized upon adoption of FIN#& cumulative effect of applying the
provisions of FIN 48 should be reported as an audjent to the opening balance of retained earniogsther appropriate components of
equity) for that fiscal year. We believe the adoptof FIN 48 will not have a material effect on @onsolidated financial statements.

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangements.
Item 3. Quantitative and Qualitative Disclosures abut Market Risk

We are exposed to financial market risks, includihgnges in currency exchange rates and intettest ra
Foreign Exchange Risk

Our exposure to foreign currency transaction gaimslosses is the result of certain net receivahlesfrom our foreign subsidiaries and
customers being denominated in currencies otherttieU.S. dollar, primarily the British Pound, tBero, and the Canadian Dollar. Our
foreign subsidiaries conduct their businessesdallourrency.

Interest Rate Risl

We invest in a variety of securities, consistingrarily of investments in interest-bearing demaegaskit accounts with financial
institutions, money market funds and highly ligdiebt securities of corporations and municipalit®g policy, we limit the amount of credit
exposure to any one issuer.

Investments in both fixed rate and floating rateiiest earning products carry a degree of intesg¢strisk. Fixed rate securities may have
their fair market value adversely impacted due tis&in interest rates, while floating rate sefiesimay produce less income than predict
interest rates fall. Due in part to these factots,income from investments may decrease in thedut

Iltem 4. Controls and Procedures

Our management, with the participation of our cleleécutive officer and chief financial officer, éwated the effectiveness of our
disclosure controls and procedures as of SepteBihe2006. The term “disclosure controls and prooesllias defined in Rules 13#&{e) anc
15d-15(e) under the Securities Exchange Act of 1884mended, or the Exchange Act, means contrdlsther procedures of a company
that are designed to ensure that information requio be disclosed by a company in the reportsitffisgs or submits under the Exchange .
is recorded, processed, summarized and reportéuinwie time periods specified in the SEC’s rided forms. Disclosure controls and
procedures include, without limitation, controlglgsrocedures designed to ensure that informatiquired to be disclosed by a company in
the reports that it files or submits under the Exade Act is accumulated and communicated to thgpaogis management, including its
principal executive and principal financial offiseas appropriate to allow timely decisions regaydiequired disclosure. Our management
recognizes that any controls and procedures, ntentatw well designed and operated, can providg mdsonable assurance of achieving
their objectives and management necessarily apdiggdgment in evaluating the cost-benefit ralaship of possible controls and
procedures. Based on the evaluation of our disodosontrols and procedures as of September 30, 200&hief executive officer and chief
financial officer concluded that, as of such date, disclosure controls and procedures were effecti the reasonable assurance level.

Section 404 compliance project.

Beginning with the year ending December 31, 20@ctiSn 404 of the Sarbanes-Oxley Act of 2002 véitjuiire us to include
management’s report on our internal control oveaticial reporting in our Annual Report on Form 10-K

In order to achieve compliance with Section 40imithe prescribed period, management has beenucting a Section 404 complian
project under which management has hired dedicattinal Sarbanes-Oxley Act compliance persorthetl-party consultants and adopte
detailed project work plan to assess the adequiagyranternal control over financial reportingnrediate any control deficiencies that ma
identified, validate through testing that contrate functioning as documented and implement a moatis reporting and improvement proc
for internal control over financial reporting. Inrnection with this compliance project, we havepagother things, drafted critical
accounting policies and procedures and evaluatedhfarmation technology controls and procedurése expect to continue to make
changes, as appropriate, in our internal contrel émancial reporting during the periods prioiecember 31, 2007 in connection with our
Section 404 compliance project.
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Except as described above, during the fiscal quartded September 30, 2006, there have been ngehanour internal control over
financial reporting that have materially affectedare reasonably likely to materially affect, @uernal control over financial reporting.
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Part [I—Other Information
Item 1. Legal Proceedings

We are subject to a number of lawsuits, governnmmstigations and claims arising out of the conadi®ur business. See a discussion
of our litigation matters in Note 6 of Notes to dwnsolidated Financial Statements, which is inotated herein by reference.

Iltem 1A. Risk Factors

The following discussion includes one risk factdVé are currently subject to securities class astligation, the unfavorable outcome
of which might have a material adverse effect onfimancial condition, results of operations andsbaflows”) that reflects an addition to the
risk factors included in our Registration Statement~orm S-1 (Registration No. 333-131659) . Initidd, the following three risk factors
((i)"We may be required to contribute to the Unisal Service Fund, increasing our cost of providéegvices. If we collect those
contributions from our customers, the cost advaatag offer customers would be reduced,” (ii)"Th&@o existing market for our common
stock, and we do not know if one will develop thiltprovide you with adequate liquidity. You maot be able to resell our common stock at
or above the initial public offering price,” andiiji’As a new investor, you will experience immediaind substantial dilution”) were deleted
from such risk factors. The following descriptiapersedes the description of the risk factors pmasly disclosed in our Registratit
Statement on Form S-1 (Registration No. 333-131659)

Risks Related to Our Business and Industry
We have incurred increasing quarterly losses sirm@ inception, and we expect to continue to incuskes in the future.

We have incurred losses since our inception, andxpect to continue to incur losses in the futkig.the period from our inception
through September 30, 2006, our accumulated defecst $603.8 million. Until recently, our quarterlgt losses have increased each quarter
from our inception through the quarter ended Sep&r30, 2006, for which our net loss was $62.2iamllInitially, our net losses were
driven principally by start-up costs and the cadtdeveloping our technology. More recently, our losses have been driven principally by
marketing expense, which was $91.3 million forttiee months ended September 30, 2006. In ordgote our revenue and customer base,
we have chosen to increase our marketing expeeditignificantly. In addition, we plan to continieeinvest in research and development
and customer care. We are pursuing growth, ratizer profitability, in the near term to capitalize the current expansion of the broadband
and VolP markets and enhance the future value of@mpany. Although we believe we will achieve jtadfility in the future, we ultimately
may not be successful and we may never achievéabibty. In the past, we projected that we wogkherate net income during future
periods, but then generated a net loss. We interdritinue to increase our marketing expense, anthay continue to generate net losses for
the foreseeable future. In addition, we will alwdgsrequired to incur some marketing expense ieraareplace customers who terminate
our service, or “churn.” Further, marketing expeisseot the only factor that may contribute to oet losses. For example, interest expense
on our convertible notes of at least $12.7 millzsmually will contribute to our net losses. As aulg even if we significantly reduce our
marketing expense, we may continue to incur neeles

If we are unable to compete successfully, we cdoke market share and revenu

The telecommunications industry is highly competitiWe face intense competition from traditionéépbone companies, wireless
companies, cable companies and alternative voigaramication providers. Our principal competitors tire traditional telephone service
providers, namely AT&T, Inc. (formerly SBC Commuaiions Inc.), BellSouth Corp., Citizens Communizas Corp., Qwest
Communications International Inc. and Verizon Comiunations, Inc., which provide telephone servicsdabon the public switched
telephone network. Some of these traditional prengdilso have added or are planning to add VolRcesrto their existing telephone and
broadband offerings. We also face, or expect te,facmpetition from cable companies, such as CaevSystems Corp., Charter
Communications, Inc., Comcast Corporation, Cox Camications, Inc. and Time Warner Cable (a divissdbfime Warner Inc.), which ha
added or are planning to add VolP services to #rasting cable television, voice and broadbaneéraffys. Further, wireless providers,
including Cingular Wireless LLC, Sprint Nextel Coration, T-Mobile USA Inc. and Verizon Wirelessfeafservices that some customers
may prefer over wireline service. In the futurewaeless companies offer more minutes at lowergs;i their services may become more
attractive to customers as a replacement for wieediervice. Some of these providers may be devejapdual mode phone that will be abl
use VolP where broadband access is available diubcgohone service elsewhere, which will poseitoldal competition to our offerings.

Most traditional wireline and wireless telephonevge providers and cable companies are substhnigafier and better capitalized than
we are and have the advantage of a large existisigmer base. Because most of our target custaneready purchasing communications
services from one or more of these providers, oacess is dependent upon our ability to attragetacustomers away from their existing
providers. Until recently, our target market hasrbeomposed largely of early adopters, or people tehd to seek out new technologies and
services. Attracting customers away from their txgsproviders will become more difficult as thelgaadopter market becomes saturated
mainstream customers make up more of our target
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market. In addition, these competitors could faesr substantial financial resources to develapgeting technology that may be more
attractive to potential customers than what weroffeir competitors’ financial resources may allésrh to offer services at prices below cost
or even for free in order to maintain and gain reaighare or otherwise improve their competitiveipmss. Our competitors also could use
their greater financial resources to offer VolPvgsrs with more attractive service packages thatide on-site installation and more robust
customer service. In addition, because of the atbprices our competitors provide, they may chdossfer VoIP services as part of a bun
that includes other products, such as video, higled Internet access and wireless telephone sewltideh we do not offer. This bundle may
enable our competitors to offer VoIP service atgsiwith which we may not be able to compete affier functionality that integrates VolP
service with their other offerings, both of whictaynbe more desirable to consumers. Any of theseettive factors could make it more
difficult for us to attract and retain customersyse us to lower our prices in order to competeraddce our market share and revenues.

We also compete against established alternativeevammmunication providers, such as Skype (a seonfieBay Inc.), and face
competition from other large, well-capitalized Imtet companies, such as America Online, Inc., Gotgt., Microsoft Corporation and
Yahoo! Inc., which have recently launched or plataunch VolP-enabled instant messaging servicesddlition, we compete with
independent VolIP service providers. Some of thepace providers may choose to sacrifice revenumder to gain market share and have
offered their services at lower prices or for frimeorder to compete with such service providems,may have to significantly reduce our
prices, which would delay or prevent our profitéil

Decreasing telecommunications prices may causeal®tver our prices to remain competitive, which ddwelay or prevent our futur
profitability.

Currently, our prices are lower than those of maihgur competitors for comparable services. Howgglemestic and international
telecommunications prices have decreased significaner the last few years, and we anticipate grates will continue to decrease. Users
who select our service offerings to take advantdgrur prices may switch to another service provatkethe difference between prices
diminishes or disappears, and we may be unablsd®ur price as a distinguishing feature to atinaet customers in the future. Such
competition or continued price decreases may requsrto lower our prices to remain competitive, mesult in reduced revenue, a loss of
customers or a decrease in our subscriber linethramd may delay or prevent our future profitapilit

If VolIP technology fails to gain acceptance amongamstream consumers, our ability to grow our buss®ewill be limited

The market for VoIP services is rapidly evolvinge\urrently generate most of our revenue from #he of VolP services and related
products to residential customers. Revenue gernktfiaim sales to residential customers will contitm@ccount for most of our revenue for
the foreseeable future. We believe that a sigmfigertion of our residential customers are eadgpders of VolP technology. However, in
order for our business to continue to grow andetoolne profitable, VolP technology must gain acasgaamong mainstream consumers,
who tend to be less technically knowledgeable antemesistant to new technology services. Becaotmnpal VolP customers need to
connect additional hardware not required for thee afgraditional telephone service, mainstream goress may be reluctant to use our
service. We have increased our focus on more nmaarstcustomers and have added advertising in métiaa broader reach, such as
television, to enhance our brand awareness. How#vaainstream consumers choose not to adoptemimiblogy, our ability to grow our
business will be limited.

Certain aspects of our service are not the saméraditional telephone service, which may limit tteeceptance of our services by
mainstream consumers and our potential for growth.

Certain aspects of our service are not the sartraditional telephone service. Our continued groistiependent on the adoption of our
services by mainstream customers, so these diffeseare becoming increasingly important. For exampl

*  Both our new E-911 and emergency calling servicesidferent, in significant respects, from the &Etvice associated with
traditional wireline and wireless telephone prov&dend, in certain cases, with other VoIP providers

*  Our customers may experience lower call qualityttheey are used to from traditional wireline telepb companies, including
static, echoes and delays in transmissions.

*  Our customers may experience higher dropped-daié than they are used to from traditional wiretglephone companies.

e Customers who obtain new phone numbers from ustlappear in the phone book and their phone nun#rersot available
through directory assistance services offered dwjitional telephone companies.

e Our customers cannot accept collect calls.

* Inthe event of a power loss or Internet accessrimption experienced by a customer, our servigatésrupted. Unlike some of our
competitors, we have not installed batteries atorner premises to provide emergency power for astaners’ equipment if they
lose power, although we do have backup power sysfenour network equipment and service platform.
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If customers do not accept the differences betveegrservice and traditional telephone service, thay choose to remain with their
current telephone service provider or may choosettan to service provided by traditional telepp@ompanies.

Our emergency and new E-911 calling services arigedlent from those offered by traditional wireline2lephone companies and may
expose us to significant liability.

Both our emergency calling service and our new E-&lling service are different, in significantpests, from the emergency calling
services offered by traditional wireline telepha@menpanies. In each case, those differences mayg cagrsificant delays, or even failures, in
callers’ receipt of the emergency assistance tieeygln

Traditional wireline telephone companies route gyaecy calls over a dedicated infrastructure diyectlan emergency services
dispatcher at the public safety answering poinB®AP, in the caller's area. Generally, the didpat@automatically receives the calkephont
number and actual location information. While oemE-911 service being deployed in the United Stetelesigned to route calls in a
fashion similar to traditional wireline servicesiraew E-911 capabilities are not yet availablalidocations. In addition, the only location
information that our E-911 service can transmé @ispatcher at a PSAP is the information thatcostomers have registered with us. A
customer’s registered location may be differentrfithe customer’s actual location at the time ofdhk because customers can use their
Vonage-enabled devices to make calls almost anyédroadband connection is available.

We are currently deploying E-911 service that isiparable to the emergency calling services providemistomers of traditional
wireline telephone companies in the same areath®se customers located in an E-911 area, emergatisyare routed, subject to the
limitations discussed below, directly to an emenyeservices dispatcher at the PSAP in the arelaeofuistomer’s registered location. The
dispatcher will have automatic access to the cust@nelephone number and registered location imétion. However, if a customer places
an emergency call using the customer’s Vonage-edad#vice in a location different from the one ségjied with us, the emergency call will
be routed to a PSAP in the customer’s registereatilon, not the customer’s actual location at time tof the call. Every time a customer
moves his or her Vonage-enabled device to a neatitot, the customer’s registered location informratnust be updated and verified. Until
that takes place, the customer will have to veytadlvise the emergency dispatcher of his or herahtdcation at the time of the call and wait
for the call to be transferred, if possible, to #ppropriate local emergency response center befosFgency assistance can be dispatched.

In some cases, even under our new 911 servicegemzy calls may be routed to a PSAP in the ard¢laso€ustomes registered locatiol
but such PSAP will not be capable of receiving toamsmission of the caller’s registered locatidieimation and, in some cases, the caller’s
phone number. Where the emergency call centerablaro process the information, the caller is ftest a service that is similar to the basic
911 services offered to some wireline telephoné¢ocners. In these instances, the emergency callgh@aequired to verbally advise the
operator of their location at the time of the @ail, in some cases, a call back number so thaathean be handled or forwarded to an
appropriate emergency dispatcher.

The emergency calls of customers located in aré@sawve are currently unable to provide either E-&1the basic 911 described above
are supported by a national call center that ishgua third-party provider and operates 24 houtayg seven days a week. In these cases, a
caller must provide the operator with his or heygital location and call back number. The operaitithen coordinate connecting the caller
to the appropriate PSAP or emergency services geovOur E-911 service does not support the callsioWiFi phone, SoftPhone users and
recently deployed V-phone. The emergency callsuo\iFi phone, SoftPhone users and V-phone areastgub by the national call center.

If one of our customers experiences a broadbapdwer outage, or if a network failure were to o¢the customer will not be able to
reach an emergency services provider.

Delays our customers encounter when making emeygeareices calls and any inability of the answerognt to automatically recogni
the callers location or telephone number can have devastatingequences. Customers have attempted, and rttagy future attempt, to ho
us responsible for any loss, damage, personalijudeath suffered as a result. Some traditiohahp companies also may be unable to
provide the precise location or the caller’s tetapd number when their customers place emergentsy Ewever, traditional phone
companies are covered by legislation exempting tlilem liability for failures of emergency callingwices and we are not. This liability
could be significant. In addition, we have lostd anay in the future lose, existing and prospeativetomers because of the limitations
inherent in our emergency calling services. Anyhefse factors could cause us to lose revenues, gmeater expenses or cause our reputation
or financial results to suffer.

Flaws in our technology and systems could causeagislor interruptions of service, damage our reputet, cause us to lose customers and
limit our growth.

Although we have designed our service network tluce the possibility of disruptions or other ouggmur service may be disrupted by
problems with our technology and systems, suchafunctions in our software or other facilities ameerloading of our network. Our
customers have experienced interruptions in thegrasmay experience interruptions in the futura assult of these types of problems.
Interruptions have in the past and may in the Ritiruse us to lose customers and offer substanggdmer credits, which could adversely
affect our revenue and profitability. For examplaring 2005 our service was significantly impaimedtwo separate occasions. In
March 2005, a problem during a software upgradmutocall processing
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system caused most of our customers to experiateanittent service for several hours. In Augu2®20ne of our third-party carriers
experienced an outage of approximately 90 secavitish caused a failure in some of our gatewaysa Assult, during a period of several
hours, approximately two out of three outboundsclthm our customers to the public switched teleghoetwork experienced an “all circuits
busy” condition. Recently, weé had other outages that affected smaller grofipgstomers at various times. In addition, becausesystem
and our customers’ ability to use our servicedaternet-dependent, our services may be subjetiaitker attacks” from the Internet, which
could have a significant impact on our systemssamdices. If service interruptions adversely aftbetperceived reliability of our service, we
may have difficulty attracting and retaining custsand our brand reputation and growth may suffer.

Our ability to provide our service is dependent upinird-party facilities and equipment, the failuref which could cause delays or
interruptions of our service, damage our reputatiocause us to lose customers and limit our growth.

Our success depends on our ability to provide tyualfid reliable service, which is in part dependgyan the proper functioning of
facilities and equipment owned and operated byl tharties and is, therefore, beyond our controlikgriraditional wireline telephone servi
or wireless service, our service requires our e¢usts to have an operative broadband Internet ctionesnd an electrical power supply,
which are provided by the customer’s Internet seryirovider and electric utility company, respeaiy and not by us. The quality of some
broadband Internet connections may be too poarudstomers to use our services properly. In additfidhere is any interruption to a
customer’s broadband Internet service or electpoaler supply, that customer will be unable to makesceive calls, including emergency
calls, using our service. We also outsource sewémalir network functions to third-party provideFor example, we outsource the
maintenance of our regional data connection poimltsch are the facilities at which our network irti@nnects with the public switched
telephone network. If our third-party service pdeiis fail to maintain these facilities properly fait to respond quickly to problems, our
customers may experience service interruptions.cstomers have experienced such interruptiontseipast and will experience
interruptions in the future. In addition, our newdEL service is currently dependent upon sevenal-ffarty providers. Interruptions in servi
from these vendors could cause failures in ourarnets’ access to E-911 services. Interruptionsiirservice caused by third-party facilities
have in the past caused and may in the future asiselose customers, or cause us to offer sutitanstomer credits, which could
adversely affect our revenue and profitabilityinterruptions adversely affect the perceived rédlitgtof our service, we may have difficulty
attracting new customers and our brand, reputatmmhgrowth will be negatively impacted.

We may not be able to maintain adequate customeeaiuring periods of growth or in connection withuo addition of new and complex
Vonage-enabled devices, which could adversely after ability to grow and cause our financial restslto be negatively impacted.

Good customer care is important to acquiring ataimang customers. In the recent past, we havéeen able to expand our customer
care operations quickly enough to meet the needsiofreatly increased customer base, and thetgadlour customer care has suffered. For
example, in the first quarter of 2006, our cust@rexperienced longer than acceptable hold timesiwhiey called us for assistance. In the
third quarter of 2006, our average monthly custoomemrn rate increased to 2.6% from 2.3% in thergriarter and in the short-term may
continue to increase. We believe this increaseduasin part to our rapid growth and inability teehenough qualified customer care
employees which led to less than satisfactory enstacare during these quarters. In the future,ebmaden our Vonage-enabled device
offerings and our customers build increasingly ctaxfmome networking environments, we will face aiddial challenges in training our
customer care staff. We face a high turnover ratersy our customer care employees. We continuer¢oamd train customer care
representatives at a rapid rate in order to meehéeds of our growing customer base. If we arélarta hire, train and retain sufficient
personnel to provide adequate customer care, weengagrience slower growth, increased costs ancehigiurn levels, which would cause
our financial results to be negatively impacted.

If we are unable to improve our process for localmber portability provisioning, our growth may beegatively impactec

We support local number portability for our custesjavhich allows our customers to retain their exgstelephone numbers when
subscribing to our services. Transferring numbeesinanual process that in the past could have tak@0 business days or longer, although
we have taken steps to automate this process teedtie delay. A new Vonage customer must maitaih Vonage service and the
customer’s existing telephone service during thadferring process. By comparison, transferringless telephone numbers among wireless
service providers generally takes several houid tiamsferring wireline telephone numbers amonditicmal wireline service providers
generally takes a few days. The additional delaywe experience is due to our reliance on the@helee company from which the customer
is transferring and to the lack of full automatiarour process. Further, because we are not aatsgliielecommunications provider, we must
rely on the telephone companies, over whom we haweontrol, to transfer numbers. We also rely oo tird parties who have contractual
obligations to us to facilitate the transfer oftousers’ telephone numbers. Local number portabiityonsidered an important feature by
many potential customers, and if we fail to redredated delays, we may experience increased diffiou acquiring new customers.

A higher rate of customer terminations would negatily impact our business by reducing our revenuerequiring us to spend more mon
to grow our customer base.
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Our rate of customer terminations, or average mpmihstomer churn, was 2.6% for the three montliedrSeptember 30, 2006. During
those three months, approximately 129,368 of ogtarners terminated. Our churn rate could increases future if customers are not
satisfied with our service. Other factors, inclglincreased competition from other providers, atfloence our churn rate.

Because of churn, we have to acquire new custoameas ongoing basis just to maintain our existawgl of customers and revenues.
a result, marketing expense is an ongoing requinéfeour business. If our churn rate increasesyllénave to acquire even more new
customers in order to maintain our existing revendfée incur significant costs to acquire new custianand those costs are an important
factor in determining our net losses and achietingre profitability. Therefore, if we are unsucsks in retaining customers or are required
to spend significant amounts to acquire new custsiineyond those budgeted, our revenue could decesmsour net losses could increase.

We may require significant capital to pursue ourawth strategy, but we may not be able to obtainitiddal financing on favorable terms
or at all.

We intend to continue spending substantial amoomimarketing and product development in order tavgour business. Although we
believe we will achieve profitability in the futurere may need to obtain additional financing tqozsl to new competitive pressures or to
respond to opportunities to acquire complementasgiresses or technologies. Our significant lossekste may prevent us from obtaining
additional funds on favorable terms or at all. #a@r three months ended September 30, 2006, wedextarnet loss of $62.2 million. Because
of these losses and our limited tangible assetgloneot fit traditional credit lending criteria, weh, in particular, could make it difficult for us
to obtain loans or to access the capital marketsekample, we discussed a revolving credit facilitth commercial banks in the summer of
2005. As a result of those discussions, we beleost commercial lenders will require us to verynsfigantly reduce our loss from operatic
before they will lend us money. In addition, thente of our outstanding convertible notes provideafdditional shares to be issued upon
conversion if we sell shares of our common stock jatice that is less than the average tradingmi®ur common stock over the 10-day
period prior to any such sale, which might furtheit our access to the capital markets. Finally; ability to raise additional capital through
the issuance of equity securities may be impairezitd the events surrounding our IPO. A failuretitain additional financing could
adversely affect our ability to grow and maintaur business.

As a result of being a public company, we incur ieased costs that may place a strain on our res@sror divert our manageme’s
attention from other business concerns.

As a public company, we incur additional legal,agtting and other expenses that we did not incar @évate company. The Exchange
Act requires us to file annual, quarterly and carmeports with respect to our business and fir@mzindition, which requires us to incur le
and accounting expenses. The Sarbdrdsy Act requires us to maintain effective discl@scontrols and procedures and internal contaol
financial reporting. In order to maintain and inypedhe effectiveness of our disclosure controls @ededures and internal control over
financial reporting, significant resources and nggmaent oversight are required. We expect the catp@overnance rules and regulations of
the SEC and the New York Stock Exchange will insesaur legal and financial compliance costs andensakne activities more time
consuming and costly. These requirements may @lateain on our systems and resources and may dwemanagement’s attention from
other business concerns, which could have a mhssharse effect on our business, financial coadiind results of operations. In addition,
we are hiring and will continue to hire additiotedal, accounting and financial staff with apprageipublic company experience and
technical accounting knowledge, which will increase operating expenses in future periods.

Our rapid growth has placed substantial demandsaur management and operations. If we fail to hir@a train additional personnel or
improve our controls and procedures to respondhestgrowth, our business, operating results anddimcial position could be harmed.

Our business and operations have expanded rajidy sur inception in May 2000. For example, dutting 21 months ended
September 30, 2006, the number of our employees than doubled, growing from 648 to 1,675, and weedenced high turnover among
our customer care employees. To support our exgaoaEomer base effectively and meet our growtbaihjes for the future, we must
continue to successfully hire, train, motivate agtgin our employees. We expect that significarthir expansion will be necessary. In
addition, in order to manage our expanded opersitie will need to continue to improve our managetmeperational and financial controls
and our reporting systems and procedures. All e¢imeasures will require significant expenditares will demand the attention of
management. If we are not able to hire, train @taim the necessary personnel, specifically employéth expertise in information
technology and engineering, or if these operatiandl reporting improvements are not implementedessfully, we may have to make
significant additional expenditures and furthendraanagement attention away from running our bssine address these issues. The quality
of our services could suffer, which could negatnegfifect our brand, operating results and finangasition.
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Because much of our potential success and valus lieour use of internally developed systems anttvgare, if we fail to protect them,
could negatively affect us.

Our ability to compete effectively is dependentarge part upon the maintenance and protectiogsiems and software that we have
developed internally. While we have several pengiatgnt applications and recently acquired thréents from Digital Packet Licensing, |i
that enable VolP technology, we cannot patent nmi¢he technology that is important to our businéssaddition, our pending patent
applications may not be successful. To date, we helied on copyright, trademark and trade seases$ | as well as confidentiality procedures
and licensing arrangements, to establish and groteaights to this technology. We typically eniteto confidentiality or license agreements
with our employees, consultants, customers andorsrid an effort to control access to and distidoubf technology, software,
documentation and other information. Despite thprseautions, it may be possible for a third pastgdpy or otherwise obtain and use this
technology without authorization. Policing unauthed use of this technology is difficult. The steystake may not prevent misappropria
of the technology we rely on. In addition, effeetiprotection may be unavailable or limited in squresdictions outside the United States,
Canada and the United Kingdom. Litigation may beessary in the future to enforce or protect ountsgr to determine the validity and
scope of the rights of others. That litigation @bohuse us to incur substantial costs and divedurees away from our daily business, which
in turn could materially adversely affect our biesis.

We are currently subject to securities class actldgigation, the unfavorable outcome of which migittave a material adverse effect on our
financial condition, results of operations and caslows.

A number of putative class action lawsuits havenlféed against us, certain of our officers anddiors, and the lead underwriters of our
recent initial public offering, alleging, among ettthings, securities laws violations. We expeesthcomplaints to be consolidated at some
time in the future and intend to contest vigorowesgh lawsuit. We cannot, however, determine theomoe or resolution of these claims or
the timing for their resolution. In addition to tegpense and burden incurred in defending thiglitbon and any damages that we may suffer,
our management’s efforts and attention may be tddrom the ordinary business operations in otd@ddress these claims. If the final
resolution of this litigation is unfavorable to wair financial condition, results of operations @agh flows may be materially adversely
affected if our existing insurance coverage is @ailable or inadequate to resolve the matter.

We may be subject to damaging and disruptive irgefual property litigation.

We have been named as a defendant in severatauiently pending that relate to alleged pateningement. In addition, we have been
subject to other infringement claims in the past aray be subject to infringement claims in the fetWe may be unaware of filed patent
applications and issued patents that could retateit products and services. Intellectual propktigation could:

e be time-consuming and expensive;
« divert attention and resources away from our dailginess;
» impede or prevent delivery of our products andises; and

*  require us to pay significant royalties, licensfags and damages.

Parties making claims of infringement may be ablelitain injunctive or other equitable relief tieauld effectively block our ability to
provide our services and could cause us to paytauotied damages. In the event of a successful adimfringement, we may need to obtain
one or more licenses from third parties, which magbe available at a reasonable cost, if at &k defense of any lawsuit could result in
time-consuming and expensive litigation, regardt@ghie merits of such claims, and could also teésulamages, license fees, royalty
payments and restrictions on our ability to provide services, any of which could harm our business

Future disruptive new technologies could have a atige effect on our businesses.

VolIP technology, which our business is based ug@hnot exist and was not commercially viable urglhtively recently. VVolP
technology is having a disruptive effect on traditil telephone companies, whose businesses are drase¢her technologies. We also are
subject to the risk of future disruptive technokxilf new technologies develop that are able liovefecompeting voice services at lower
prices, better or more conveniently, it could haveaterial adverse effect on us.

We are dependent on a small number of individuadsd if we lose key personnel upon whom we are dejgen, our business will be
adversely affected.

Many of the key responsibilities of our businesgehbeen assigned to a relatively small numberdiziduals. Our future success
depends to a considerable degree on the visidig,skiperience and effort of our senior managerrientluding Jeffrey Citron, our founder,
Chairman and Chief Strategist, Michael Snyder,@hief Executive Officer, John Rego, our Chief FiciahOfficer, and Louis Mamakos, our
Chief Technology Officer. We may add additionalisepersonnel in the future.

If we lose the services of any of our key employeesf members of our management team do not walk together, it would have an
adverse effect on our business. In particular,Gtron has been the driving force in the developneémur business to date, and he will
continue to be in charge of our overall strategy be closely involved with our technology &
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other aspects of our business. However, Mr. Citmuid decide to resign as our Chairman and Chieft&jist, which could have a material
adverse effect on us.

The past background of our founder, Chairman and @h Strategist, Jeffrey A. Citron, may adverselfedt our ability to enter into
business relationships and may have other adverféecés on our business.

Prior to joining Vonage, Mr. Citron was associatath Datek Securities Corporation and Datek Onhtwdings Corp., including as an
employee of, and consultant for, Datek Securitiet; &ater, as one of the principal executive officend largest stockholders of Datek Onl
Datek Online, which was formed in early 1998 foliog/a reorganization of the Datek business, wasgelonline brokerage firm. Datek
Securities was a registered broker-dealer thatgedya a number of businesses, including propydtading and order execution services.
During a portion of the time Mr. Citron was assoeibwith Datek Securities, the SEC alleged thaeR&ecurities, Mr. Citron and other
individuals participated in an extensive fraudulgetteme involving improper use of the Nasdaq Skdakket's Small Order Execution
System, or SOES. Datek Securities (through itsesgmr iCapital Markets LLC), Mr. Citron and othedividuals entered into settlements
with the SEC in 2002 and 2003, which resulted iteesive fines, bans from future association wittusées brokers or dealers and
enjoinments against future violations of certais Usecurities laws. The NASD previously had impadiediplinary action against Datek
Securities, Mr. Citron and other individuals in cewtion with alleged violations of the rules anguiations regarding the SOES.

There is a risk that some third parties will nottdsiness with us, that some prospective investdrsot purchase our securities or that
some customers may be wary of signing up for serwith us as a result of allegations against Mird@iand his past SEC and NASD
settlements. We believe that some financial intstitis and accounting firms have declined to emttr business relationships with us in the
past, at least in part because of these mattengr @tstitutions and potential business associatgsnot be able to do business with us
because of internal policies that restrict assmriatwith individuals who have entered into SEC BI&ED settlements. While we believe that
these matters have not had a material impact obusiness, they may have a greater impact on us wkiare a public company, including
by adversely affecting our ability to enter intoyamercial relationships with third parties that weed to effectively and competitively grow
our business. Further, should Mr. Citron in theifatbe accused of, or be shown to have engagedaditjonal improper or illegal activities,
the impact of those accusations or the potentiaaies from such activities could be exacerbatehhse of the matters discussed above. If
any of these risks were to be realized, there cbald material adverse effect on our businesseomérket price of our common stock.

Regulation of VoIP services is developing and thfere uncertain, and future legislative, regulatomyr judicial actions could adversel
impact our business and expose us to liability.

Our business has developed in an environment lafged from government regulation. However, thetBaiStates and other countries
have begun to assert regulatory authority over \é&oié are continuing to evaluate how VolP will beulated in the future. Both the
application of existing rules to us and our contpesiand the effects of future regulatory developtaare uncertain.

Future legislative, judicial or other regulatorytians could have a negative effect on our businésge become subject to the rules and
regulations applicable to telecommunications prexsdn individual states, we may incur significhiigation and compliance costs, and we
may have to restructure our service offerings, exitain markets or raise the price of our serviaag of which could cause our services to be
less attractive to customers. In addition, futwgulatory developments could increase our cosbfgdbusiness and limit our growth.

Our international operations are also subject golagory risks, including the risk that regulatianssome jurisdictions will prohibit us
from providing our services cost-effectively oradlt which could limit our growth. Currently, theage several countries where regulations
prohibit us from offering service. In addition, la@se customers can use our services almost anyiiaéra broadband Internet connection is
available, including countries where providing Vaétvices is illegal, the governments of those teesimay attempt to assert jurisdiction
over us, which could expose us to significant ligband regulation.

The success of our business relies on customersticned and unimpeded access to broadband senieviders of broadband services
may be able to block our services or charge theisiomers more for also using our services, whichultbadversely affect our revenue and
growth.

Our customers must have broadband access to #r@énin order to use our service. Some providebsaadband access may take
measures that affect their customers’ ability te osr service, such as degrading the quality ofldta packets we transmit over their lines,
giving those packets low priority, giving other gats higher priority than ours, blocking our pasketirely or attempting to charge their
customers more for also using our services.

It is not clear whether suppliers of broadbandrimtéaccess have a legal obligation to allow tbegtomers to access and use our service
without interference. As a result of recent decisiby the U.S. Supreme Court and the FCC, proviofdrsoadband services are subject to
relatively light regulation by the FCC. Consequgnfitderal and state regulators might not prolibitadband providers from limiting their
customers’ access to VolP or otherwise discrimimgasigainst VolP providers.
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Interference with our service or higher chargesafeo using our service could cause us to losgiegisustomers, impair our ability to attract
new customers and harm our revenue and growth.

These problems could also arise in internationaketa. For example, a Canadian cable provider tgcbagan offering an optional
Cdn$10 per month “quality of service premium” tstamers who use third-party VolP services ovefaitdities. However, customers who
purchase VolIP services directly from this cablevjater are not required to pay this additional fee.

If we fail to comply with new FCC regulations reqtig us to provide 911 emergency calling services, we may be sulifefines or
penalties, which could include disconnection of oservice for certain customers or prohibitions oramketing of our services an
accepting new customers in certain areas.

The FCC released an order on June 3, 2005 requisng notify our customers of any differences lsetaour emergency calling servi
and those available through traditional telephameiders and obtain affirmative acknowledgmentsifrour customers of those notifications.
The rules also required us to offer by November2Z®5 enhanced emergency calling services, or E®ll of our customers located in
areas where E-911 service is available from thaditional wireline telephone company. E-911 sendtiows emergency calls from our
customers to be routed directly to an emergengatither in a customer’s registered location andgythe dispatcher automatic access to the
customer’s telephone number and registered locatformation.

We have notified our customers of the differencetsvben our emergency calling services and thoséhlathrough traditional
telephony providers and have received affirmatiskenawledgement from substantially all of our cuséosn We also have taken steps to
comply with the FCC'’s order by the November 28,2@@adline, but we are not currently in full comaplie and do not expect to be in full
compliance in the short term unless we are graateediver of the requirements by the FCC. As of &eyter 30, 2006, we were not provid
E-911 service to approximately 10% of our U.S. stbsr lines.

The consequences of failure to comply fully wite tiCC'’s order currently are unclear. On Novembe@005, the FCC’s Enforcement
Bureau issued a public notice stating that it wowdtrequire disconnection of existing customera/hom E-911 service cannot be provided
by November 28, 2005, but it also stated that jiteexed VoIP providers to stop marketing and acogpiew subscribers in areas where they
cannot provide E-911 service after November 2852@0s not clear whether the FCC will enforcesthéstriction or how it would do so. On
November 28, 2005, we filed a petition for extensid time and limited waiver of certain of the enbad emergency service requireme
including the limitations on marketing and accegtirew customers. We are continuing to market owices and accept new customers in
areas in which we do not provide E-911 service. FGE€ has not acted on our petition, and we canreatigt whether the FCC will grant our
petition or provide other relief. Should we be ueab obtain an extension of time to implementribguirements of the order, we may be
subject to enforcement action by the FCC that condilide monetary forfeitures, cease and desigrerdnd other penalties. We also may be
required to stop serving customers to whom we caprovide the E-911 service required by the FC@leg and to stop marketing our
services and accepting new customers in areasichwre cannot provide the &t1 service. Any of these actions could signifisaharm oul
business.

Taxes and 911-related fees will increase our cuséwsi cost of using our services and could resultganalties being imposed on us.

There are numerous taxes and fees assessed diotraldielephone services that we believe havebaeh applicable to us and that we
have not paid in the past. Previously, we onlyemitd and remitted sales taxes for customers vbthirg address in New Jersey, where our
corporate operations are conducted. However, asudtiof changes in certain states’ statutes dop#re streamlined sales tax initiatives and
numerous tax agreements we have entered into taitdss we are collecting and remitting sales taklirstates as of September 30, 2006. We
also believe it is likely that we eventually wiklvequired to collect and remit sales taxes inuglly all U.S. states that charge sales taxes.
will have the effect of decreasing any price adagatwe may have. Some states have taken the pasiibwe should have collected and
remitted sales taxes in the past and have sougioilert those past sales taxes from us and imfiosg, penalties or interest charges on us.
We established a reserve of $11.3 million, as pit&aber 30, 2006, for these matters. If our ulteribility exceeds that amount, it could
have a material adverse effect on us.

We began charging customers an Emergency 911 GesivRry fee of $0.99 per month, effective MarcRQ6. This fee is designed to
cover some of our costs associated with complyiitly B-911 regulation and our national 911 emergeraticenter. State and local
governments may also assess fees to pay for enwgrgervices in a customer’'s community. As of Sejmen30, 2006, we are collecting and
remitting 911 related fees to the appropriate aitibe in fifteen states. We expect this fee forstnaf our customers to be between $0.50 to
$1.50 per month, and as high as $3.00 for a limitedber of customers, depending on their locafidis will also have the effect of
decreasing any price advantage we may have.

Our service requires an operative broadband conmaet and if the adoption of broadband does not pregs as expected, the market for
our services will not grow and we may not be aldegtow our business and increase our revenue.

Use of our service requires that the user be acsibles to an existing broadband Internet servicestntypically provided through a cable
or digital subscriber line, or DSL, connection.fdugh the number of broadband subscribers worldivéde
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grown significantly over the last five years, thervice has not yet been adopted by a majoritpo$emers. If the adoption of broadband
services does not continue to grow, the markeb@orservices may not grow. As a result, we maybeoable to increase our revenue and
become profitable.

We will need to comply with Section 404 of the Sambs-Oxley Act of 2002. If we fail to achieve anéimtain adequate internal controls
over financial reporting, our business, results operations and financial condition could be matelivaadversely affected.

As a public company, our systems of internal cdatover financial reporting are required to compith the standards adopted by the
Public Company Accounting Oversight Board. We amundi to evaluate our internal controls for complant/e have also commenced a
section 404 compliance project. Although our reviswot complete, we have taken steps to improventernal control structure by hiring
dedicated, internal Sarbanes-Oxley Act compliarezsgnnel to analyze and improve our internal cdgitend have supplemented with
outside consultants as needed. During the coursaradvaluation, we may identify areas requiringiavement and may be required to
design enhanced processes and controls to addsess iidentified through this review. This coulgltein significant delays and cost to us
and require us to divert substantial resourcegjdittg management time, from other activities. Vilarwt be certain regarding when we will
be able to successfully complete the proceduresfication and attestation requirements of Secd6d of the Sarband3xley Act of 2002. If
we fail to achieve and maintain the adequacy ofim@rnal controls, we may not be able to conclide we have effective internal controls
over financial reporting in accordance with thelfaaes-Oxley Act. Moreover, effective internal cofgrare necessary for us to produce
reliable financial reports and are important tophlevent fraud. As a result, our failure to sgtitle requirements of Section 404 on a timely
basis could result in the loss of investor confmem the reliability of our financial statemenitsyich in turn could harm the market value of
our common stock. Any failure to maintain effectimgernal controls also could impair our abilityrtanage our business and harm our
financial results.

Jeffrey A. Citron, our founder, Chairman, Chief Sategist and principal stockholder, exerts significginfluence over us.

As of September 30, 2006, Mr. Citron beneficiallyns approximately 34% of our outstanding commoulstmcluding outstanding
securities convertible into or exercisable for coonnstock held by Mr. Citron. As a result, Mr. Citris able to exert significant influence o
all matters presented to our stockholders for apggrancluding election and removal of our direstend change of control transactions. In
addition, as our Chairman and Chief Strategist, Giron has and will continue to have significamftuence over our strategy, technology
other matters. Mr. Citron’s interests may not alsvagincide with the interests of other holderswf @@mmon stock.

The market price of our common stock has been anayngontinue to be volatile, and purchasers of ownemon stock could incur
substantial losses

Securities markets experience significant pricexaidme fluctuations. This market volatility, aslies general economic conditions,
could cause the market price of our common stodlutduate substantially. The trading price of cammon stock has been, and is likely to
continue to be, volatile. Many factors that aredreyour control may significantly affect the markeice of our shares. These factors include:

» changes in our earnings or variations in operatsgits;

» any shortfall in revenue or increase in losses flewvels expected by securities analysts;
» changes in regulatory policies or tax law;

*  operating performance of companies comparable;tand

» general economic trends and other external factors.

If any of these factors causes the price of ourrmmomstock to fall, investors may not be able tbthelir common stock at or above their
respective purchase prices.

Our stock price may decline due to sales of shamgour other stockholders.

Sales of substantial amounts of our common stactheperception that these sales may occur, mesgrsely affect the price of our
common stock and impede our ability to raise chfiit@ugh the issuance of equity securities infthiere. There are 154,920,270 shares of
our common stock outstanding as of September 315.28ll shares sold in our initial public offerirage freely transferable without restriction
or further registration under the Securities Aabject to restrictions that may be applicable to“affiliates,” as that term is defined in Rule
144 under the Securities Act, and subject to tfieday lock-up restrictions. In addition, our existiinvestors hold 124,482,440 shares of our
common stock and convertible notes that are coieinto 17,834,898 shares of our common stocktheu, as of September 30, 2006,
warrants exercisable for 3,085,715 shares of onmeon stock and stock options and restricted stods to purchase 17,551,573 shares of
our common stock were outstanding. Of these stadfresmmon stock, 124,482,440 shares may be saddliet public market after our initial
public offering pursuant to Rule 144 under the $i#ies Act, subject to volume limitations and othestrictions that may be applicable to
some holders pursuant to that rule and subjetted 80-day lock-up restrictions applicable to hadd# those shares. Substantially all of the
shares held by our
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existing stockholders, as well as shares issuginia aonversion of our convertible notes, are sultgecegistration rights, and we believe
these rights will be exercised. You should expegigaificant number of these shares to be sold¢clvhiay decrease the price of shares of our
common stock. Shares issuable upon exercise ajtions also may be sold in the market in the ®itsubject to any restrictions on resale
following underwritten offerings contained in oystion agreements. We expect that many of theseshdi be sold when these lock-ups
expire.

In connection with our initial public offering, wand our executive officers, directors, substantiall our then stockholders and all of the
holders of our convertible notes entered into 1894dck-up agreements. These lock-up agreementéljiiras and our executive officers,
directors and such stockholders and holders otonvertible notes from selling or otherwise dispgsdf shares of common stock, except in
limited circumstances. The terms of the lock-upeagrents can be waived, at any time, by Citigrougb&Markets Inc., Deutsche Bank
Securities Inc., and UBS Securities LLC, at thédccktion, without prior notice or announcementaliow us or our executive officers,
directors, stockholders and holders of our conbkrtnotes to sell shares of our common stock.dftéims of the lock-up agreements are
waived, shares of our common stock will be avad@dbl sale in the public market sooner, which caelilice the price of our common stock.

Our certificate of incorporation, bylaws and conuésle notes contain provisions that could delay discourage a takeover attempt, which
could prevent the completion of a transaction in igh our stockholders could receive a substantiabprium over the then-current market
price for their shares

Certain provisions of our restated certificatermfdrporation and our amended and restated bylawsmaéie it more difficult for, or have
the effect of discouraging, a third party from acipg control of us or changing our board of dim@stand management. These provisions:

*  permit our board of directors to issue additiorreres of common stock and preferred stock andtatksh the number of shares,
series designation, voting powers (if any), prafeess, other special rights, qualifications, limdas or restrictions of any series of
preferred stock;

- limit the ability of stockholders to amend our edstl certificate of incorporation and bylaws, imthg supermajority requirements;

« allow only our board of directors, Chairman of tward of directors, Chief Strategist or Chief Exa@iOfficer to call special
meetings of our stockholders;

» eliminate the ability of stockholders to act by ttemn consent;

*  require advance notice for stockholder proposatsdarector nominations;

» limit the removal of directors and the filling oiféictor vacancies; and

* establish a classified board of directors with geagd three-year terms.

In addition, our convertible notes provide thatpm change of control, holders may require ugdeem all or a portion of their
convertible notes at a price equal to the princgmabunt of notes to be redeemed, plus any accnedm@paid interest and potentially a
premium.

Such provisions could have the effect of depristmeckholders of an opportunity to sell their shaka premium over prevailing market
prices. Any delay or prevention of, or significgatyments required to be made upon, a change afatdr#nsaction or changes in our board
of directors or management could deter potentigliziers or prevent the completion of a transadiiowhich our stockholders could receive a
substantial premium over the then-current markieegdor their shares.

Item 2. Unregistered Sales of Equity Securitiesral Use of Proceeds
Use of Proceeds from Registered Securities

On May 23, 2006, the Securities and Exchange Cosiomsieclared effective our Registration Statenoerfform S-1 (File No. 333-
131659) relating to our IPO. After deducting thelerwriting discounts and commissions and theser affiering expenses, our net proceeds
from the offering equaled approximately $492.0 imill We have invested the net proceeds of theinffen short-term, interest bearing
securities pending their use to fund our expansiariding funding marketing expenses and operdtisges. There has been no material

change in our planned use of proceeds from ourd®@escribed in our final prospectus filed with $eeurities and Exchange Commission
pursuant to Rule 424(b).
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Issuer Purchases of Equity Securities

Total Number of

Shares Maximum Number
Purchased as of Shares That May
Total Average Part of Publicly

Number Price Announced Yet Be Purchased
of Shares Paid per Plans or Under the Plans or

Period Purchased Share Programs Programs
July 1 to July 31, 200 1,30C $ 8.84 n/a n/a
August 1 to August 31, 20( — 3 — n/a n/a

September 1 to September 30,

2006 —  $ — n/a n/a

In connection with our IPO, we requested that mwdanwriters reserve 4,218,750 shares for our custemo purchase at the initial public
offering price of $17.00 per share through the \ggm&ustomer Directed Share Program (“DSP”). In eation with our IPO we entered into
an Underwriting Agreement, dated May 23, 2006, pan$ to which we agreed to indemnify the underwsifer any losses caused by the
failure of any participant in the DSP to pay fodatcept delivery of the shares that had beenaa#ddo such participant in connection with
our IPO. In the weeks following the IPO, certaimtjggpants in the DSP that had been allocated shaiked to honor their commitment to
for and accept delivery of such shares. As a reduhis failure and as part of those indemnifiocatobligations, we acquired from the
underwriters or their affiliates 1,053,997 shareewr common stock, which had an aggregate faiketaralue of $11.7 million. In July 2006,
we purchased an additional 1,300 shares for $11a4€821o not anticipate making any further purclesecurities pursuant to our
indemnification obligations under the Underwritihgreement.

We currently have no publicly announced repurcldaes or programs.
Item 3. Defaults Upon Senior Securities

None
Item 4. Submission of Matters to a Vote of Secity Holders

None
Item 5. Other Information

None

Iltem 6. Exhibits

Exhibit
Number Description of Exhibits

10.1*t Amendment #2 to the Agreement for Services, datgae®nber 21, 2006, between Intrado Inc. and Vohsgeork Inc.

10.2*1 First Amendment to Services Agreement, dated Jan2@6 , between Third Party Verification, Incdaronage Holdings
Corp.

10.3*t Second Amendment to Services Agreement, dated A@§U2006, between Third Party Verification, laad Vonage Networ
of New Jersey d/b/a/ Vonage Network Inc. (assigifééonage Holdings Corp.

10.4*% Amendment to the Master Services Agreement, datey 26, 2006, between Telecommunications Systemsahd Vonage
Network Inc., along with the accompanying sidedettlated November 2, 2006, from Vonage Network o
Telecommunication Systems, Ir

10.5*1 Amendment #1 to the Master Sales Agreement, datepligt 8, 2006, between Telecommunications Systemsand Vonage
Network Inc., along with the accompanying sidedettlated November 2, 2006, from Vonage Network tio
Telecommunication Systems, Ir

10.6+ Form of Restricted Stock Unit Agreement under tlimage Holdings Corp. 2006 Incentive Plan (entememlwith each of
Michael F. Snyder, John S. Rego and Sharon’Leary).

10.7+ Form of Restricted Stock Unit Agreement under tlimage Holdings Corp. 2006 Incentive Plan (entememlwith each of
Louis A. Mamakos and Michael Tribole

10.&+ Form of Nonqualified Stock Option Agreement under Yonage Holdings Corp. 2006 Incentive P

10.¢+ Form of Restricted Stock Agreement under the Vortdglelings Corp. 2006 Incentive Ple

10.1€ Form of Restricted Stock Agreement under the Vortdglelings Corp. 2006 Incentive Plan for Employee Directors
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10.11€  Form of Nonqualified Stock Option Agreement under Yonage Holdings Corp. 2006 Incentive Plan fonManployee
Directors.

31.1* Certification of the Company’s Chief Executive @#r pursuant to Securities Exchange Act Rules ¥3a)land 15d-14(a), as
adopted pursuant to Section 302 of the Sart-Oxley Act of 2002

31.2* Certification of the Company’s Chief Financial @#r pursuant to Securities Exchange Act Rules #3a}land 15d-14(a), as
adopted pursuant to Section 302 of the Sart-Oxley Act of 2002

32.1** Certification of the Company’s Chief Executive @#r and Chief Financial Officer pursuant to 18 C.SSection 1350, as
adopted pursuant to Section 906 of the Sart-Oxley Act of 2002

*  Filed herewith

**  Furnished herewith

= Incorporated by reference to Vonage Holdings Cer@urrent Report on Form 8-K filed on August 7, @00

€ Incorporated by reference to Vonage Holdings Cer@urrent Report on Form 8-K filed on August 2100

t  Portions of this Exhibit have been omitted anddfifeparately with the Securities and Exchange Casiani as part of an application for
confidential treatment pursuant to the Securitiesd 1934, as amended.
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SIGNATURE

Pursuant to the requirements of the Securities &xgh Act of 1934, as amended, the registrant Hgscdused this report to be signed
on its behalf by the undersigned thereunto dulyenized.

Vonage Holdings Corg

Dated: November 6, 2006 By: /sl JOHN S. REG(

John S. Reg

Executive Vice President, Chief Financial Officer
and Treasure

(Principal Financial and Accounting Officer and pul
Authorized Officer)

46




Exhibit Index

Exhibit
Number Description of Exhibits

10.1*t Amendment #2 to the Agreement for Services, datgale®nber 21, 2006, between Intrado Inc. and Vohsgeork Inc.

10.2*% First Amendment to Services Agreement, dated Jan2@6 , between Third Party Verification, Incdaronage Holdings
Corp.

10.3*% Second Amendment to Services Agreement, dated A2§IR006, between Third Party Verification, laod Vonage
Network of New Jersey d/b/a/ Vonage Network Inss{gnee of Vonage Holdings Corg

10.4*% Amendment to the Master Services Agreement, datey 26, 2006, between Telecommunications Systemsahd Vonage
Network Inc., along with the accompanying sidedettlated November 2, 2006, from Vonage Network o
Telecommunication Systems, Ir

10.5*1 Amendment #1 to the Master Sales Agreement, datepigt 8, 2006, between Telecommunications Systemsand Vonage
Network Inc., along with the accompanying sidegiettlated November 2, 2006, from Vonage Network tio
Telecommunication Systems, Ir

10.6+ Form of Restricted Stock Unit Agreement under tlimage Holdings Corp. 2006 Incentive Plan (entememlwith each of
Michael F. Snyder, John S. Rego and Sharon’Leary).

10.7+ Form of Restricted Stock Unit Agreement under tlimage Holdings Corp. 2006 Incentive Plan (entememlwith each of
Louis A. Mamakos and Michael Tribole

10.&+ Form of Nonqualified Stock Option Agreement under Yonage Holdings Corp. 2006 Incentive P

10.¢+ Form of Restricted Stock Agreement under the Vortdglelings Corp. 2006 Incentive Ple

10.1(€ Form of Restricted Stock Agreement under the Vortdgldings Corp. 2006 Incentive Plan for MEmployee Directors

10.11€ Form of Nonqualified Stock Option Agreement under Yonage Holdings Corp. 2006 Incentive Plan fonManployee
Directors.

31.1* Certification of the Company’s Chief Executive @#r pursuant to Securities Exchange Act Rules ¥3a)land 15d-14(a), as
adopted pursuant to Section 302 of the Sart-Oxley Act of 2002

31.2* Certification of the Company’s Chief Financial @#r pursuant to Securities Exchange Act Rules #3a}land 15d-14(a), as
adopted pursuant to Section 302 of the Sart-Oxley Act of 2002

32.1** Certification of the Company’s Chief Executive @#r and Chief Financial Officer pursuant to 18 .SSection 1350, as

adopted pursuant to Section 906 of the Sart-Oxley Act of 2002

*  Filed herewith

**  Furnished herewith

+ Incorporated by reference to Vonage Holdings Cer@urrent Report on Form 8-K filed on August 7,200

€ Incorporated by reference to Vonage Holdings Cer@urrent Report on Form 8-K filed on August 2100

t  Portions of this Exhibit have been omitted anddfifeparately with the Securities and Exchange Casiani as part of an application for
confidential treatment pursuant to the Securities@ 1934, as amended.
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Exhibit 10.1

Amendment # 2
To the Agreement for Services
Between
Intrado Inc. and Vonage Network Inc.

This Amendment #2 (“Amendment #2") is hereby mawie @ntered into by and between Intrado Inc. (“lt¥d and Vonage
Network Inc. “Customer”), collectively referred to as the “Pasii and individually as “Party.” This Amendment Bieecome effective and
binding as between the Parties once duly execuytdmbth Parties as evidenced within the signatuselbbelow (the “Amendment #2
Effective Date”).

Capitalized terms used herein but not specificadifined shall assume the meanings ascribed to timelar the Agreement
RECITALS

WHEREAS, the Parties have that certain Agreeman$ésvices dated April 27, 2005 but last signedoabout July 13, 2005 (the
“Agreement”); and

WHEREAS, the Parties wish to amend “Attachmentat&hent of Work for VolP V9-1-1K Mobility Servicesihder the Agreement
solely to the extent set forth herein; and

WHEREAS, the Parties wish to amend and restatpribing for Attachment - VolP V9-1K Mobility Services under the Agreem
solely to the extent set forth under the “Amended Restated Appendix A: Service Fees” which ischitd hereto; and

NOW, THEREFORE, in consideration of the mutual pisee and covenants set forth herein and other bi@wnsideration, the
receipt and sufficiency of which is hereby acknalged, the Parties agree to amend the Agreementiasd:

1. Effective Date of this Amendment #2

The Amendment #2 shall be effective upon the “Anmeadt #2 Effective Date” and shall continue in folice and effect until
expiration or termination of the Agreement or utgiiminated by subsequent amendment, whichevkeifirst to occur.

2. Pricing — Appendix A to Attachment — Statement of Wrk for VolP V9-1-1 Mobility Services dated July 8,2005

2.1 Appendix A to Attachment - VolP V9-1-1 Mobility S8ces is hereby deleted in its entirety and replasith the attached
Amended and Restated Appendix A, attached heretéoraorporated by reference herein; provided, hasethat such pricing set forth in the
Amended and Restated Appendix A is not transferabessignable without Intrado’s prior written ceng except that such consent will not
be required for any assignment or transfer to anfoielly solvent affiliate or related company.

2.2 Section 2.1 notwithstanding, however, in the ewdrat transfer or assignment other than to a Custarffigate or related
company, Intrado reserves the right to retract the

Proprietary & Confidential
Execution Copy
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offer of pricing under the attached Amended andd@ed Appendix A as to the third party successassign, and such assignment to the
successor or assign may, at Intrado’s discretierpuysuant to Intrado’s then applicable pricing.

2.3 For avoidance of doubt, the pricing set forth ia fimended and Restated Appendix A shall apply énctintext of both
single and multiple ESN service configuration dgptents, and Intrado agrees to cooperate with Custtorfacilitate a nationwide multiple
ESN service configuration deployment.

2.4 Attachment - Statement of Work for VolP V911Mobility Services dated July 8, 2005 is herehytfer amended to inclui
the following new definitions in “Appendix B: Gloagy of Definitions” with regard to “vV9-1-1 Serviceghd “VPC Service™

“V9-1-1 Service” means the services provided by Intrado under threékgent, as defined as the “Services” pursuant to
Attachment - Statement of Work for VolP 9-1-1 MatilServices dated July 8, 2005.

“VPC Service” means the V9-1-1 Service provided by Intrado utiderAgreement, except that Customer may use third
party or self-provisioned transport facilities foe delivery of VolP 9-1-1 calls (from both in-regiand out-of-region TNs)
to SR(s) designated by Customer, the pricing foictvis provided pursuant to the Amended and Restappendix A:
Service Fees.

3. Miscellaneous

3.1 Except as specifically amended herein, all terraaditions and provisions contained in the Agreenséiall remain
unchanged and in full force and effect.

3.2 This Amendment may be executed in one or more eopatts, each of which shall be deemed as origindlall of which
shall together constitute one in the same agreerkansimile signatures shall be deemed originalatiges to the extent promptly followed
by an original signature copy.

3.3 The individuals named below who are executing Amieendment #2 on behalf of the Parties are dulyaizbd to make tr
representations contained herein, to execute tlisiment #2, and to bind their respective orgaioizato the terms hereof

Intrado Inc. Vonage Network Inc.
/sl MARY HESTER /s TIMOTHY G. SMITH
Signature Signature
Mary Hester, Senior Vice Presidt Timothy G. Smith, Preside
Printed Name and Titl Printed Name and Titl
September 21, 20( September 9, 20(
Date Date




VoIP V9-1-1  Mobility Services Fees for Vonage Netk; Inc.

Amended and Restated Appendix A: Services Fees

The following fee(s) and payment schedule for Smwias described in this SOW will apply:

I. One-Time Fees:

At Contract

Fee Descriptions Signing

Service Licensing and Activation, One Time F*OTF"): Waived

SoftSwitch connection to pair of Intrado Positicengrs, OTF Waived
Il. Recurring Fees:

V9-1-1 Service Fee Descriptions Fee:

V9-1-1 Service Monthly Recurring Charge “MRC”)

Begins upon the Amendment #2 Effective Date:

. Does not Include NYC Gateway Services ($10K per tipr
Effective October 15th, 2006:

. Does not Include NYC Gateway Services ($10K per tipr

V9-1-1 Service Telephone Number, MR(C

Begins upon the Amendment #2 Effective Di
In the event that Customer fails to maintinaverage V9-1-1 Service TN count of 200,000 betwbe

Amendment #2 Effective Date and October, 15, 20@d81{(n a +/- 5% variance), the V9-1-1 Service

Telephone Number MRC shall on October 16, 2006eiase to

V9-1-1 Service Query, MRC

Begins upon the Amendment #2 Effective Di

VPC Service Fee Descriptions

$*, per Month

$*, per Month

$*, per TN
$*, per TN

$*, per query

Fee:

VPC Service Telephone Number, MRC

Begins on the Amendment #2 Effective Dz

In the event that Customer fails to maintinaverage VPC TN count of * between the Amendnignt
Effective Date and October, 15 2006 (*), the VP@vide Telephone Number MRC shall on October 16
2006 increase tc

In the event that Customer achieves an aeev&®C TN count of *, the VPC Service Telephone Namb
MRC shall thereafter decrease
(Provided, however, that if at anytime thereaf@rstomer fails to maintain an average VPC TN cofirit
(*), the VPC Telephone Number MRC shall increasth&appropriate level established above for said
month.)

V9-1-1 Address Management, MRC (OPTIONAL)

Manual address geocoding and error resolu¢lanludes automated Geocoding and MSAG Validation
Error Correction at no additional charg
Emergency Call Relay Cente

Confidential treatment has been requested. Thected material has been separately filed with the@ission.

$*, per TN
$*, per TN

$*, per TN

$*, per TN

$*, per call




* At any time following *, Vonageaw at its sole discretion migrate the NYC Gatewagvises off of the Intrado V9-1-1 Service,
using third party or self-provisioned transportiliies and continuing to use the Intrado VPC SeeviFor avoidance of doubt, for those TNs

affected by such migration, only the VPC Service Blall apply (and the V9-1-1 Service Fee Desaonmgtishall no longer apply).

» As of the Amendment #2 Effective Date, and exclgdiees associated with the NYC Gateway SOW, Intsdddl invoice
Customer for MRCs under the Agreement pursuartadervices Fees schedule above, and no othereshsingll apply.

*  The professional services rate of $ * per hodragply to mutually agreed (in writing) manual pesses to support the
Services and for ongoing support, primarily foradatanagement issues and telecom networking isgnless otherwise
negotiated. For clarity, no professional servicey tne performed by Intrado unless and until fipeicsfically agreed upon in

writing by Customer.
Intrado will not charge Customer for failover calisthe Emergency Call Relay Center that resulttduen Intrado Service

failure.

Confidential treatment has been requested. Thected material has been separately filed with the@ission.




Exhibit 10.2
FIRST AMENDMENT TO SERVICES AGREEMENT
This First Amendment to Services Agreemerfifst Amendment ") is made effective as of the 10th day of May, @Q0Effective
Date”), by and betweeiThird Party Verification, Inc. (“ 3PV "), 220 E. Central Parkway, Suite 3000, Altamonpeii®ys, FL 32701; and
Vonage Holdings Corporation, a Delaware corporatind its successors and assigns (collectivélgriage”).

RECITALS

A. 3PV and Vonage are parties to that certain SernAgesement, dated as of February 9, 2005 pursovanhich 3PV
provides certain third party verification servides Vonage.

B. 3PV and Vonage desire to amend the Services Agmgetm@rovide for the provision of additional sex$, as described
more fully in this Agreement.

C. Capitalized terms not otherwise defined in thisFkmendment shall have the meanings given in grei&s Agreement.
AGREEMENT

In consideration of the foregoing, and other good @aluable consideration, the receipt and sufficyeof which are hereby acknowledged,
Vonage and 3PV agree to amend the Services Agraeandallows:

1. Services.
*
2. Pricing . The pricing for the above described services béllas follows:
a. Each automated outbound call to an individual numbk be billed at $ *. This charge is regarsteof the calls outcome.

b. Forthose customers that choose the “connect it option, charges will be applied at the coctied live agent rate
contained in the Services Agreement.

Pages where confidential treatment has been rexiast stamped, “Confidential treatment has begueisted. The redacted material has
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c. * Vonage shall provide -3PV a toll free number ffiocoming calls to 3PV, in which case 3PV will pide Vonage with the
terminating number.

3. No Other Amendments. Except as provided in this First Amendment, teevi8es Agreement shall remain unmodified and ih fu
force and effect.

Counterparts . This First Amendment may be executed in any nurabeounterparts, each of which shall be deemeariginal, but all of
which shall constitute one and the same instrument.

IN WITNESS WHEREOF , this First Amendment has been executed by thgepaffective as of the Effective Date.

3PV Vonage Holdings Corp.:

By: /s/ DAVID W. BRINKMAN By: /s/l GERALD MALONEY
Chief Executive Office Senior Vice Presidel— Finance
Title Title

David W. Brinkmar Gerald Maloney

Name Name

Confidential treatment has been requested. Thected material has been separately filed with the@ission.




Exhibit 10.3
SECOND AMENDMENT TO SERVICES AGREEMENT

This Second Amendment to Services Agreemefieond Amendment) is made effective as of the 30th day of Augu3de& (“
Second Amendment Effective Daté), by and betweeiThird Party Verification, Inc. (“* 3PV "), 220 E. Central Parkway, Suite 3000,
Altamonte Springs, FL 32701; and Vonage Networklefv Jersey Inc. d/b/a/ Vonage Network Inc., a Dal@xcorporation (assignee of
Vonage Holdings Corporation), and its successodsaasigns (collectively, Vonage”).

RECITALS
A. 3PV and Vonage are parties to that certain SernAgesement, dated as of February 9, 2005 pursovanhich 3PV
provides certain third party verification servidesVonage, as modified and amended pursuant t&itlse Amendment to

Services Agreement dated as of May 10, 2006 (tegethe “Services Agreement).

B. 3PV and Vonage desire to further amend the Serfigesement to provide for the provision of addiabservices, as mo
fully described in this Second Amendment.

C. Capitalized terms not otherwise defined in this@®ecAmendment shall have the meaning given in thei€s Agreemer
AGREEMENT

In consideration of the foregoing, and other good @aluable consideration, the receipt and sufficyeof which are hereby acknowledged,
Vonage and 3PV agree to amend the Services Agraeandallows:

1. Services: The following service shall supplement and baddition to the “Services” described under the Bes/Agreement:
*
2. Pricing: The pricing relating to the above described Serwill be as follows:
Stanc-Alone IVR Session *
Live Agent Review (Auditing) *
Intuitive Op-Out Capability; *

Pages where confidential treatment has been regfuast stamped, “Confidential treatment has beguested. The redacted material has
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Expedited Ca-Back Capability: No additional charge**’

In addition, the monthly charges for live 3PV agiméraction (i.e., the “Martina Services”) with Nage customers (including live
agent responses to Expedited Call-Backs, Intulfipé-Out, and other IVR system fall-through custoshehall be $ *. For clarity,

this monthly per minute fee supersedes and replrggxisting pricing for the Martina Services unthe Services Agreement and
shall apply for all 3PV live agent interactions wer or not the eLOA is ultimately completely a®ault of the live interaction.

*The standalone IVR session charge shall apply on a per cetagltransaction basis (as opposed to a per sdsaiis) suc
that Vonage will be charged one (1) per transaatlmarge for each customer seeking to port its iegENs onto Vonage's
services that has completed the eLOA process ®i#MR. However, in the event of a failed trangfethe IVR, an Intuitive
Opt-Out, an Expedited Call-Back, or other IVR sesdall-through, the customer will be automaticatignsferred to the

3PV live agent, in which case only per minute af abarges for the Martina Services shall apply\amaage shall not be
billed for the IVR session charge.

**“|ntuitive Opt-Out Capability” measures the custer’s level of difficulty/frustration during the IR session and upon
reaching a confidence factor, will automaticallynnect them with the Martina Service to completegh®A process.

**tExpedited Call Back Capability” allows the custner to be automatically and immediately placethapredictive
gueue for an expedited call back in the eventdhdl/R session is disconnected prior to completidhis allows 3PV to re-
connect the customer as quickly as possible to teveLOA verification.

Exclusivity : *, Vonage agrees that 3PV shall be the exclugresider for Services through * and further agreeallow 3PV to

release a press release that has first been reviemeeconsented to in all respects by Vonage aruiogivVonage’s purchase of the
IVR service from 3PV.

Look-in: *
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3. Service Levels: The service levels related to the above descii¥Bdservice will be as follows:

The system availability and call completion senl@eels shall be * as measured on a monthly badtwithstanding anything to tt
contrary, Customer shall be relieved of the abossedbed exclusivity (provided, however, that Voaagall continue to be entitled
to the stated discount), and/or may terminate tre@i€es Agreement in whole or in part at any timd without any Early
Termination Fee, in the event that 3PV fails tomtain a service level on * occasions within a consge * day period, or on *
occasions within a rolling * month period.

4, Term:

The Initial Term of the Services Agreement is hgrektended to May 9, 2009; provided, however, thatEarly Termination Fee
under Section 4.0 of the Services Agreement sballicue to expire on May 1, 2007.

5. No Other Amendments: Except as provided in this Second AmendmentSemwices Agreement shall remain unmodified and in
full force and effect.

Counterparts . This Second Amendment may be executed in any auoftcounterparts, each of which shall be deemeatiginal, but all
of which shall constitute one and the same instnime

IN WITNESS WHEREOF, this Second Amendment has been executed by thepaftective as of the Effective Date.

3PV Vonage Network of New Jersey Inc
d/b/a Vonage Network Inc.

By: /s/ DAVID W. BRINKMAN By: /s/ JOHN REGC

Title: Chief Executive Office Title: Chief Financial Officel
Name: David W. Brinkmar Name: John Regt

Date: 8/21/06 Date: 8/25/06

Confidential treatment has been requested. Thected material has been separately filed with the@ission.




Exhibit 10.4
AMENDMENT TO THE MASTER SERVICES AGREEMENT
BETWEEN
VONAGE NETWORK INC.
AND TELECOMMUNICATIONS SYSTEMS, INC.

WHEREAS Vonage Network Inc. (“Vonage”) and Telecommunicati@ystems, Inc. (“TCS”) are parties to the MaSeEwvices
Agreement dated June 8, 2005 (the “Agreement”);

WHEREAS effective this 26" day of May, 2006, the partiesiwio modify and amend the Agreement;

WHEREAS the parties acknowledge that all of the definitiansl terms shall have the same meaning in this Ament to the
Agreement between Vonage and TCS (“Amendment’hasléfinitions and terms in the Agreement;

NOW THEREFORE, for good and valuable consideration, the receigtsarfficiency of which is acknowledged, the paragsee
that the Exhibit D to the Agreement shall be amenadith the addition of a new subsection as follows:

Exhibit D TCS VolP E9-1-1 PSAP Outreach Activitegtement of Work
4.3 Activation Incentive Plan

The price for performing outreach tasks shall Hgesti to the following incentive plan:

. If TCS attains *% completion of the overalbivage Line count totaling * lines by the close o$iness on April 3, 2006, then the TCS
incentive team shall share a $100 pay out.

. If TCS attains *% completion of the overalbivage Line count totaling * lines by the close o$iness on April 10, 2006, then the TCS
incentive team shall share a $100 pay out.

. If TCS attains *% completion of the overalbvage Line count totaling * lines by the close o$iness on April 10, 2006, then the TCS
incentive team shall share a $100 pay out.

This will be for a maximum of $* per payout level.

IN WITNESS WHEREOF, the parties have executedAlniendment as of the date first written above.

VONAGE NETWORK INC. TELECOMMUNICATIONS SYSTEMS, INC
By: /s/ LOUIS MAMAKOS By: /s/ RICHARD A. YOUNG

Print Name: Louis Mamakos Print Name: Richard A. Younc

Title: Presiden Title: Executive Vice President & CO

* Pages where confidential treatment has lbeguested are stamped, “Confidential treatmenbkas requested. The redacted material
has been separately filed with the Commission.I' rédlacted material has been marked by an ast@jisk




November 2, 200

VIA FAX AND OVERNIGHT MAIL

TeleCommunication Systems, Inc.
275 West Street

Annapolis, MD 21401

Attn: Celeste Ciecierski

Dear Ms. Ciecierski

[VONAGE LETTERHEAD]

An administrative error has come to our attentegarding the naming of recent amendments to thedvi&ales Agreement betwe
TeleCommunication Systems, Inc. (“TCS”) and Vonaiggwork Inc. (“Vonage”) dated June 8, 2005 (the fégment”). Specifically, our
files contain the following amendments to the Agneet:

. “Amendment to the Master Services Agreement BeMaage Network Inc. and TeleCommunications Systems;
and
. “Amendment #1 to the Master Sales Agreement BeMawge Network Inc. and TeleCommunications Systems,

This confirms that the respective documents shoaoidectly be identified and referred to as:

. “Amendment #1 to the Master Sales Agreement BeMam®ge Network Inc. and TeleCommunication Systems', anc

. “Amendment #2 to the Master Sales Agreement BeMaege Network Inc. and TeleCommunication Systems,

In addition, any and all references to “Master 8&wv Agreement” undarewAmendment #1 shall hereafter be read to mean “Maste
Sales Agreement,” and any references to “Amendnrdfl be read to mean “Amendment #1.” Similaalyy and all references to
“Amendment #1” undenewAmendment #2 shall hereafter be read to mean “Amemd #2.” References to “TeleCommunications System
Inc.” shall hereafter be read to mean “TeleCommation Systems, Inc.” throughout both documents.

If you have any questions, please do not hesitatentact me directly at 732.231.6237. Thank yawbur attention to this matter.

ACCEPTED AND AGREED:

By: /s/ A. CELESTE CIECIERSK

Name:A. Celeste Cieciers!

Title: Director of Contract:

cC: Dave Rao
Joe Brucchieri
Zenas Choi

Sincerely,
VONAGE NETWORKS INC.
/s/ ED MULLIGAN by Marilyn Picot

Ed Mulligan
Vice Presiden- Carrier Operation




Exhibit 10.5

AMENDMENT #1 TO THE MASTER SALES AGREEMENT
BETWEEN VONAGE NETWORK INC. AND
TELECOMMUNICATIONS SYSTEMS, INC.

WHEREAS, Vonage Network Inc. (“Vonage”) and Telecommunicati®ystems, Inc. (“TCS”) are parties to the MaStdes
Agreement dated June 8, 2005 including all exhikitsendments and statements of work thereto (tegdtie “Agreement”); and

WHEREAS, the Parties wish to modify and amend the Agreereffattive as of June 1, 2006 solely to the extehfath under this
Amendment #1 to the Agreement (“Amendment #1"); and

WHEREAS, the Parties acknowledge and agree that all capgtdiierms used but not specifically defined hestil have the same
meaning as under the Agreement; and

NOW THEREFORE, for good and valuable consideration, the receigtsarfficiency of which is acknowledged, the Partgsee
that Exhibit B to the Agreement shall be amendefbl®wvs:

1. The section identified as “Monthly Recurring Feelter the header “BillingWithin Exhibit B to the Agreement is hereby strinkia
its entirety and replaced with the following:

Monthly Recurring Fee:

A. The Parties have determined that actual call votumagy month-to-month within a narrower range theginally
anticipated by Vonage and TCS. To accommodatettieésMonthly Recurring Fee is hereby revised astated to create
average daily call volume buckets in 25 call inceats, in lieu of the 100 daily call increments fi&r original pricing
schedule under Exhibit B.

B. Thus, as of June 1, 2006, TCS shall calculate tbetMy Recurring Fees under the Agreement basedoomage’s actual
volumes from the previous month, applying the “MmBlumn in the following table glso provided in paragraph C, below,
is a narrative example of “Mid”-column pricing, argh actual recalculation of Vonage’s June 2006 iogaising the

“Mid”-column pricing method):

* Pages where confidential treatment has lbeguested are stamped, “Confidential treatmenbkas requested. The redacted
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Cells represent previous pricing under Exhibit Bdp to “Hi” number of average daily calls. Cealkpresent Vonage’s new
pricing schedule restated with smaller volume btxke

C. *

2. As an administrative concern, this Amendment #1l fleaviewed by TCS as a “Change Request” and dredcas Work Order #011,
and hereby adjusts Vonage’s June and July 2006cesoetroactively to the new pricing table, ascdbgd above. To the extent this
adjustment impacts any invoices that have alreagy lissued and paid by Vonage, TCS shall true-yaamounts paid in excess of the
adjusted amount and provide any applicable crédlitse monthly invoice immediately following exemmrt of this Amendment #1.

3. Except as specifically amended herein, all terraaditions and provisions contained in the Agreenséiall remain unchanged and
in full force and effect.

4, This Amendment #1 may be executed in one or mauateoparts, each of which shall be deemed an @iigind all of which
together shall constitute one and the same agraefasimile signatures shall be deemed origirgpdaiures.

5. The individuals named below who are executing Amendment #1 on behalf of the parties are duly @igbd to make the
representations contained herein.

IN WITNESS WHEREOF, the Parties have executed this Amendment #1 odapend year last set forth below to be effectvefahe
June 1, 2006 invoice.

VONAGE NETWORK INC.: TELECOMMUNICATIONS SYSTEMS, INC.:
By: /s/ Timothy Smitt By: /s/ Richard A. Youn(

Printed Name: Timothy Smit Printed Name: Richard A. Your

Title: Presiden Title: Executive Vice President & CO

Date: &4-06 Date of Signature:—8-06

* Confidential treatment has been requesflte redacted material has been separately filddtive Commission.




November 2, 200

VIA FAX AND OVERNIGHT MAIL

TeleCommunication Systems, Inc.
275 West Street

Annapolis, MD 21401

Attn: Celeste Ciecierski

Dear Ms. Ciecierski

[VONAGE LETTERHEAD]

An administrative error has come to our attentegarding the naming of recent amendments to thedvi&ales Agreement betwe
TeleCommunication Systems, Inc. (“TCS”) and Vonaiggwork Inc. (“Vonage”) dated June 8, 2005 (the fégment”). Specifically, our
files contain the following amendments to the Agneet:

. “Amendment to the Master Services Agreement Betvimmage Network Inc. and TeleCommunications Systénts”;
and
. “ Amendment #1 to the Master Sales Agreement Bed@m®ayge Network Inc. and TeleCommunications Systems,

This confirms that the respective documents shoaidectly be identified and referred to as:

. “Amendment #1 to the Master Sales Agreement Betwasrage Network Inc. and TeleCommunication Systdms;; and

. “ Amendment #2 to the Master Sales Agreement Bedaaage Network Inc. and TeleCommunication Systems.,

In addition, any and all references to “Master 8&wv Agreement” undarewAmendment #1 shall hereafter be read to mean “Maste
Sales Agreement,” and any references to “Amendnsrdfl be read to mean “Amendment #1.” Similaalyy and all references to
“Amendment #1” undenewAmendment #2 shall hereafter be read to mean “Amemd #2.” References to “TeleCommunications System
Inc.” shall hereafter be read to mean “TeleCommation Systems, Inc.” throughout both documents.

If you have any questions, please do not hesitatentact me directly at 732.231.6237. Thank yawbur attention to this matter.

ACCEPTED AND AGREED:

By: /s/ A. CELESTE CIECIERSK

Name:A. Celeste Cieciers!

Title: Director of Contract:

cC: Dave Rao
Joe Brucchieri
Zenas Choi

Sincerely,
VONAGE NETWORKS INC.
/s/ ED MULLIGAN by Marilyn Picot

Ed Mulligan
Vice Presiden- Carrier Operation




EXHIBIT 31.1
CERTIFICATIONS
I, Michael Snyder, Chief Executive Officer of Vorebloldings Corp., certify that:
1. | have reviewed this quarterly report on Form 10fonage Holdings Corp.;

2. Based on my knowledge, this report does not coraynuntrue statement of material fact or omittitesa material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistatisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statements atimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4. The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

a) designed such disclosure controls and proceduresused such disclosure controls and procedures tesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to us by others
within those entities, particularly during the etin which this report is being prepared,;

b) [Not applicable];

c) evaluated the effectiveness of the registrant'slossire controls and procedures and presentedsimetport our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibydport based on such evaluation; and

d) disclosed in this report any change in the regissanternal control over financial reporting thatcurred during the registrant’s
most recent fiscal quarter that has materiallyciéf@, or is reasonably likely to materially affettie registrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiarterhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors p@rsons performing the equivalent
functions):

a) all significant deficiencies and material weaknessehe design or operation of internal contralerdinancial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and refioancial information; and

b) any fraud, whether or not material, that involvesnagement or other employees who have a significémin the registrant’s
internal control over financial reporting.

Date: November 6, 2006 /s/ Michael Snyde
Michael Snyde
Chief Executive Office




EXHIBIT 31.2
CERTIFICATIONS
I, John S. Rego, Executive Vice President, ChieRkcial Officer and Treasurer, certify that:
1. | have reviewed this quarterly report onrrdi0-Q of Vonage Holdings Corp.;

2. Based on my knowledge, this report doesantain any untrue statement of material fact oit torstate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statgmend other financial information included iistreport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant’s other certifying officerdahare responsible for establishing and maintgmiisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

a) designed such disclosure controls and praesdor caused such disclosure controls and proesdo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to us by others
within those entities, particularly during the petin which this report is being prepared,;

b) [Not applicable];

c) evaluated the effectiveness of the regissatisclosure controls and procedures and preseémtihils report our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibydport based on such evaluation; and

d) disclosed in this report any change in thésteant’s internal control over financial reportititat occurred during the registranthos
recent fiscal quarter that has materially affecteds reasonably likely to materially affect, tregistrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officerdahhave disclosed, based on our most recent el@iuaf internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors p@rsons performing the equivalent
functions):

a) all significant deficiencies and material We@sses in the design or operation of internalrotsbver financial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and refioancial information; and

b) any fraud, whether or not material, that imesl management or other employees who have aisamtifole in the registrant’s
internal control over financial reporting.

Date: November 6, 2006 /s/ John S. Reg
John S. Reg
Executive Vice President,
Chief Financial Officer and Treasut




EXHIBIT 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF  FINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Michael Snyder, certify pursuant to 18 U.S.Cct8m 1350, as adopted pursuant to Section 90BeoSarbanes-Oxley Act of 2002, that
the Quarterly Report of Vonage Holdings Corp. omia0-Q for the quarterly period ended SeptembefB06, fully complies with the
requirements of Section 13(a) or 15(d) of the SéearExchange Act of 1934 and that informationte@med in such Form 10-Q fairly
presents, in all material respects, the finanaaldition and results of operations of Vonage Hadicorp.

Date: November 6, 2006 /sl Michael Snyde

Michael Snyde
Chief Executive Office

I, John S. Rego, certify pursuant to 18 U.S.C. i8r@350, as adopted pursuant to Section 906 db#rbanes-Oxley Act of 2002, that
the Quarterly Report of Vonage Holdings Corp. omkra&0-Q for the quarterly period ended Septembe806, fully complies with the
requirements of Section 13(a) or 15(d) of the SdesrExchange Act of 1934 and that informationtagmed in such Form 10-Q fairly
presents, in all material respects, the finan@aldition and results of operations of Vonage Hajdiorp.

Date: November 6, 2006 /s/ John S. Reg

John S. Reg
Executive Vice President, Chief Financial Officada
Treasurel




