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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-Q

(Mark One)

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

ACT OF 1934
For the quarterly period ended September 30, 2009

or

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

For the transition period from to

Commission file number 0-27275

Akamai Technologies, Inc.

(Exact name of registrant as specified in its charter)
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Delaware 04-3432319
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification Number)
8 Cambridge Center
Cambridge, MA 02142

(617) 444-3000
(Address, Including Zip Code, and Telephone Number,

Including Area Code, of Registrant s Principal Executive Offices)

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

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes x No ~

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

Large accelerated filer x Accelerated filer ~ Non-accelerated filer ~ Smaller reporting company
(Do not check if a smaller

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

The number of shares outstanding of the registrant s common stock as of November 5, 2009: 171,279,451 shares.
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements
AKAMAI TECHNOLOGIES, INC.

CONSOLIDATED BALANCE SHEETS

(UNAUDITED)

ASSETS
Current assets:
Cash and cash equivalents
Marketable securities (including restricted securities of $1,941 at September 30, 2009 and $3,460 at
December 31, 2008)
Accounts receivable, net of reserves of $14,297 and $11,270 at September 30, 2009 and December 31,
2008, respectively
Prepaid expenses and other current assets
Deferred income tax assets

Total current assets

Property and equipment, net

Marketable securities (including restricted securities of $73 at September 30, 2009 and $153 at
December 31, 2008)

Goodwill

Other intangible assets, net

Deferred income tax assets, net

Other assets

Total assets

LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities:
Accounts payable
Accrued expenses and other current liabilities
Deferred revenue
Accrued restructuring

Total current liabilities
Other liabilities

Deferred revenue

1% convertible senior notes

Total liabilities

Commitments, contingencies and guarantees (Note 15)
Stockholders equity:

Table of Contents

September 30,
2009

December 31,
2008

(In thousands,

except share data)

$ 202,802
379,268

152,132
37,828
4,542

776,572
179,826

391,206
441,875
80,415
154,246
4,531

$ 2,028,671

$ 24,142
54,871
30,423

869

110,305
17,211
2,954
199,755

330,225

$ 156,074
174,557

139,612
27,124
4,542

501,909
174,483

440,996
441,258
92,995
223,718
5,592

$ 1,880,951

$ 21,165
66,132
11,506

1,653

100,456
10,619
1,251
199,855

312,181
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Preferred stock, $0.01 par value; 5,000,000 shares authorized; 700,000 shares designated as Series A
Junior Participating Preferred Stock; no shares issued or outstanding

Common stock, $0.01 par value; 700,000,000 shares authorized; 173,903,680 shares issued and
171,222,534 shares outstanding at September 30, 2009 and 169,371,675 shares issued and outstanding at

December 31, 2008 1,739
Additional paid-in capital 4,599,355
Accumulated other comprehensive income (loss), net 9,527)
Treasury stock, at cost, 2,681,146 shares at September 30, 2009 (51,226)
Accumulated deficit (2,841,895)
Total stockholders equity 1,698,446
Total liabilities and stockholders equity $ 2,028,671

The accompanying notes are an integral part of the consolidated financial statements.
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$

1,694

4,539,154
(24,350)
(2,947,728)

1,568,770

1,880,951
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Revenues

Costs and operating expenses:

Cost of revenues

Research and development

Sales and marketing

General and administrative
Amortization of other intangible assets
Restructuring charge

Total costs and operating expenses

Income from operations
Interest income

Interest expense

Other (expense) income, net
Gain (loss) on investments, net

Income before provision for income taxes

Provision for income taxes
Net income

Net income per weighted average share:
Basic

Diluted

Shares used in per share calculations:
Basic

Diluted

The accompanying notes are an integral part of the consolidated financial statements.
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AKAMAI TECHNOLOGIES, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

(UNAUDITED)

For the Three Months
Ended September 30,

2009

$ 206,500

61,987
10,904
44,106
34,655

4,103

155,755

50,745
3,434
(710)
(659)
83

52,893
20,148

$ 32,745

$ 019

$ 018

171,686
188,273

2008

(In thousands,
except per share amounts)

$ 197,347

56,659
9,943
42,027
33,776
3,173

145,578

51,769

5,678
(684)

154

1

56,918
23,558

$ 33,360
$ 020

$ 018

168,474
187,769

For the Nine Months
Ended September 30,
2009 2008
$ 621,468 $ 578,370
182,358 161,922
31,138 28,766
127,813 119,159
105,867 100,845
12,580 10,254
454
460,210 420,946
161,258 157,424
12,233 19,209
(2,130) (2,104)
659 (340)
643 273
172,663 174,462
66,830 69,857
$ 105,833 $ 104,605
$ 0.62 $ 0.63
$ 0.57 $ 0.56
171,588 167,283
188,671 188,175
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AKAMAI TECHNOLOGIES, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED)

For the Nine Months

Ended September 30,

2009 2008

(In thousands)

Cash flows from operating activities:
Net income $ 105,833 $ 104,605
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 89,921 70,628
Stock-based compensation expense 41,999 42,370
Provision for deferred income taxes, net 61,784 66,386
Amortization of deferred financing costs 630 630
Provision for doubtful accounts 4,261 1,346
Excess tax benefits from stock-based compensation (1,371) (11,033)
Gain on investments and loss on disposal of property and equipment, net (367) (287)
Gain on divesture of certain assets (1,062)
Changes in operating assets and liabilities, net of effects of acquisitions:
Accounts receivable 3,895 (10,892)
Prepaid expenses and other current assets (10,727) (8,208)
Accounts payable, accrued expenses and other current liabilities (3,437) (1,033)
Deferred revenue 2,261 (2,333)
Accrued restructuring (1,022) (547)
Other non-current assets and liabilities 6,945 611)
Net cash provided by operating activities 299,543 251,021
Cash flows from investing activities:
Purchases of property and equipment (58,455) (76,229)
Capitalization of internal-use software development costs (20,448) (18,721)
Purchases of short- and long-term marketable securities (530,794) (479,555)
Proceeds from sales of short- and long-term marketable securities 304,558 172,100
Proceeds from maturities of short- and long-term marketable securities 91,744 118,356
Cash paid for acquisition of business (5,779)
Proceeds from divesture of certain assets 1,350
Proceeds from the sale of property and equipment 32 76
Decrease in restricted investments held for security deposits 233
Net cash used in investing activities (217,559) (283,973)
Cash flows from financing activities:
Proceeds from the issuance of common stock under stock option and employee stock purchase plans 13,759 19,802
Excess tax benefits from stock-based compensation 1,371 11,033
Repurchase of common stock (51,568)
Net cash (used in) provided by financing activities (36,438) 30,835
Effects of exchange rate changes on cash and cash equivalents 1,182 (939)
Net increase (decrease) in cash and cash equivalents 46,728 (3,056)
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Cash and cash equivalents at beginning of period 156,074 145,078
Cash and cash equivalents at end of period $ 202,802 $ 142,022

Supplemental disclosure of cash flow information:

Cash paid for income taxes $ 16,605 $ 10,018
Cash paid for interest 999 999
Non-cash financing and investing activities:

Capitalization of stock-based compensation as internal-use software $ 4,525 $ 5,459
Common stock issued upon conversion of 1% convertible senior notes 100

Common stock returned upon settlement of escrow claims related to prior business acquisitions (213) (2,452)

The accompanying notes are an integral part of the consolidated financial statements.
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AKAMAI TECHNOLOGIES, INC.
NOTES TO UNAUDITED CONSOLIDATED
FINANCIAL STATEMENTS
1. Nature of Business and Basis of Presentation

Akamai Technologies, Inc. ( Akamai or the Company ) provides services for accelerating and improving the delivery of content and applications
over the Internet. Akamai s globally distributed platform comprises thousands of servers in hundreds of networks in approximately 70 countries.
The Company was incorporated in Delaware in 1998 and is headquartered in Cambridge, Massachusetts. Akamai currently operates in one

industry segment: providing services for accelerating and improving delivery of content and applications over the Internet.

The accompanying interim consolidated financial statements are unaudited and have been prepared in accordance with accounting principles
generally accepted in the United States of America, or GAAP, for interim financial information. These financial statements include the accounts
of Akamai and its wholly-owned subsidiaries. All intercompany transactions and balances have been eliminated in the accompanying financial
statements.

Certain information and footnote disclosures normally included in the Company s annual audited consolidated financial statements and
accompanying notes have been condensed or omitted in these interim financial statements. Accordingly, the unaudited consolidated financial
statements included herein should be read in conjunction with the audited consolidated financial statements and accompanying notes included in
Akamai s annual report on Form 10-K for the year ended December 31, 2008, filed with the Securities and Exchange Commission on March 2,
2009.

The results of operations presented in this quarterly report on Form 10-Q are not necessarily indicative of the results of operations that may be
expected for any future periods. In the opinion of management, these unaudited consolidated financial statements include all adjustments and
accruals, consisting only of normal recurring adjustments, that are necessary for a fair statement of the results of all interim periods reported
herein.

The Company evaluated subsequent events through November 9, 2009, the date it filed its report on Form 10-Q for the quarter ended
September 30, 2009 with the Securities and Exchange Commission, and had no material subsequent events to report.

2. Recent Accounting Pronouncements

In February 2008, the Financial Accounting Standards Board (the FASB ) issued authoritative guidance for fair value measurement for all
non-financial assets and non-financial liabilities, except for items that are recognized or disclosed at fair value in the financial statements on a
recurring basis (at least annually). The Company adopted this guidance on January 1, 2009, and it did not have a material impact on the
Company s consolidated financial statements.

In June 2008, the FASB issued authoritative guidance for determining whether instruments granted in share-based payment transactions are
participating securities. The Company adopted this guidance on January 1, 2009. This guidance provides that unvested share-based payment
awards that contain nonforfeitable rights to dividends or dividend equivalents (whether paid or unpaid) are participating securities and shall be
included in the computation of earnings per share pursuant to the two-class method. Upon adoption, a company is required to retrospectively
adjust its earnings per share data (including any amounts related to interim periods, summaries of earnings and selected financial data) to
conform with the provisions in this guidance. The adoption of the guidance for determining whether instruments granted in share-based payment
transactions are participating securities did not have a material impact on the Company s consolidated financial statements.

Table of Contents 9
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In December 2007, the FASB issued authoritative guidance on accounting for business combinations. The Company adopted this guidance on
January 1, 2009. The standard significantly changes the accounting for business combinations in a number of areas including the treatment of
contingent consideration, contingencies, acquisition costs, in-process research and development and restructuring costs. In addition, under the
standard, changes in deferred tax asset valuation allowances and acquired income tax uncertainties in a business combination that occur after the
measurement period will impact income tax expense. The standard may have a material impact on the Company s consolidated financial
statements if or when it enters into any business combinations in the future.

In April 2009, the FASB issued authoritative guidance for interim disclosures about fair value of financial instruments, which amended previous
guidance to require disclosures about fair value of financial instruments in interim as well as in annual financial statements. This guidance also
amends previous guidance for financial reporting to require those disclosures in all interim financial statements. The guidance for interim
disclosures about fair value of financial instruments is effective for periods ending after June 15, 2009. The adoption of the guidance did not
have a material impact on the Company s consolidated financial statements.

In April 2009, the FASB issued authoritative guidance clarifying how companies should determine fair value measurements when the level of
market activity for an asset or liability has significantly decreased. The authoritative guidance is effective for periods ending after June 15, 2009.
The adoption of the guidance did not have a material impact on the Company s consolidated financial statements.

In April 2009, the FASB issued authoritative guidance for recognition and presentation of other-than-temporary impairments. The authoritative
guidance requires an entity to recognize the credit component of an other-than-temporary impairment of a debt security in earnings and the
non-credit component in other comprehensive loss when the entity does not intend to sell the security and it is more likely than not that the entity
will not be required to sell the security prior to recovery. The guidance is effective for periods ending after June 15, 2009. As of September 30,
2009, the Company did not have any debt securities that had other-than-temporary impairments that contained both a credit and non-credit
component. Accordingly, adoption of this guidance did not have an impact on the Company s consolidated financial statements.

In May 2009, the FASB issued authoritative guidance related to subsequent events. The standard establishes general standards of accounting for
and disclosure of events that occur after the balance sheet date but before financial statements are issued or are available to be issued. The
standard is effective for interim or annual financial reporting periods ending after June 15, 2009. The Company adopted this standard as of

June 30, 2009, the required effective date. The Company evaluated its September 30, 2009 consolidated financial statements for subsequent
events through November 9, 2009, the date the financial statements were issued. The Company is not aware of any subsequent events that would
require recognition or disclosure in the financial statements.

In June 2009, the FASB issued the FASB Accounting Standards Codification (the Codification ). The Codification became the single source for
all authoritative accounting principles recognized by the FASB to be applied for financial statements issued for periods ending after

September 15, 2009. The Codification does not change GAAP and did not have an effect on the Company s financial position, results of
operations or liquidity.

In September 2009, the FASB s Emerging Issues Task Force issued authoritative guidance on revenue arrangements with multiple deliverables.
This guidance provides another alternative for establishing fair value for a deliverable. When vendor-specific objective evidence or third-party
evidence for deliverables in an arrangement cannot be determined, companies will be required to develop a best estimate of the selling price for
separate deliverables and allocate arrangement consideration using the relative selling price method. This guidance is effective January 1, 2011,
and early adoption is permitted. The Company is currently evaluating the impact of this guidance on its financial position and results of
operations.

Table of Contents 10
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3. Business Acquisition
aCerno

In November 2008, the Company acquired all of the outstanding common and preferred stock of the parent entity of aCerno, Inc. ( acerno )
including vested stock options, in exchange for approximately $89.5 million in cash paid in 2008 and in the first quarter of 2009. The purchase
of acerno was intended to augment Akamai s Internet advertising-related offerings, which are designed to help customers more effectively target
online advertising to the desired audience. The aggregate purchase price of $90.8 million consisted of $89.5 million in cash and $1.3 million of
transaction costs, which primarily consisted of fees for legal and financial advisory services.

The acquisition of acerno was accounted for using the purchase method of accounting. The results of operations of the acquired business have
been included in the consolidated financial statements of the Company since November 3, 2008, the date of acquisition. The total purchase
consideration was allocated to the assets acquired and liabilities assumed based on their estimated fair values as of the date of acquisition, as
determined by management and, with respect to identifiable intangible assets, by management with the assistance of an appraisal provided by a
third-party valuation firm. The excess of the purchase price over the amounts allocated to assets acquired and liabilities assumed was recorded as
goodwill. The value of the goodwill from this acquisition can be attributed to a number of business factors including, but not limited to, potential
sales opportunities to provide Akamai services to acerno customers; a trained technical workforce in place in the United States; an existing sales
pipeline and a trained sales force. In accordance with current accounting standards, goodwill associated with the acerno acquisition will not be
amortized and will be tested for impairment at least annually.

The following table presents the allocation of the purchase price for acerno:

(In thousands)
Total consideration:
Cash paid $ 89,520
Transaction costs 1,294
Total purchase consideration $ 90,814
Allocation of the purchase consideration:
Current assets $ 5,249
Property and equipment 1,720
Identifiable intangible assets 19,400
Goodwill 80,901
Deferred tax liabilities (7,516)
Other liabilities assumed (8,940)

$ 90,814

The following were the identified intangible assets acquired and the respective estimated periods over which such assets will be amortized:

Weighted

average
Amount useful life
(In thousands) (In years)
Completed technologies $ 9,200 2.5
Customer relationships 4,300 4.1
Non-compete agreements 5,600 2.5
Trade names 300 1.5

Total $ 19,400

Table of Contents 11
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In determining the purchase price allocation, the Company considered, among other factors, its intention to use the acquired assets and the
historical and estimated future demand for acerno services. The fair value of intangible assets was based upon the income approach. In applying
this approach, the values of the intangible assets acquired were determined using projections of revenues and expenses specifically attributed to
the intangible assets. The income streams were then discounted to present value using estimated risk adjusted discount rates. The rate used to
discount the expected future net cash flows from the intangible assets to their present values was based upon a weighted average cost of capital
of 15%. The discount rate was determined after consideration of market rates of return on debt and equity capital, the weighted average return on
invested capital and the risk associated with achieving forecasted sales related to the technology and assets acquired from acerno.

The customer relationships were valued using the excess earnings method of income approach. The key assumptions used in valuing the
customer relationships were as follows: discount rate of 15%, tax rate of 35% and estimated average economic life of seven years.

The relief-from-royalty method was used to value the completed technologies acquired from acerno. The relief-from-royalty method estimates
the cost savings that accrue to the owner of an intangible asset that would otherwise be required to pay royalties or license fees on revenues
earned through the use of the asset. The royalty rate used is based on an analysis of empirical, market-derived royalty rates for guideline
intangible assets. Typically, revenue is projected over the expected remaining useful life of the completed technology. The market-derived
royalty rate is then applied to estimate the royalty savings. The key assumptions used in valuing the completed technologies are as follows:
royalty rate of 10%, discount rate of 15%, tax rate of 35% and estimated average economic life of five years.

The lost-profits method was used to value the non-compete agreements Akamai entered into with certain members of acerno s management team.
The lost-profits method recognizes that the current value of an asset may be premised upon the expected receipt of future economic benefits
protected by clauses within an agreement. These benefits are generally considered to be higher income resulting from the avoidance of a loss in
revenue that would likely occur without an agreement. The key assumptions used in valuing the non-compete agreements were as follows:
discount rate of 15%, tax rate of 35% and estimated average economic life of five years.

The relief-from-royalty method was used to value trade names. The relief-from-royalty method recognizes that the current value of an asset may
be premised upon the expected receipt of future economic benefit in the use of trade names. These benefits are generally considered to be higher
income resulting from the avoidance of a loss in revenue that would likely occur without the specific trade names. The key assumptions used in
valuing trade names were as follows: royalty rate of 1%, discount rate of 15%, tax rate of 35% and estimated average economic life of three
years.

The total weighted average amortization period for the intangible assets acquired from acerno is 2.8 years. The intangible assets are being
amortized based upon the pattern in which the economic benefits of the intangible assets are being utilized, which in general reflects the cash
flows generated from such assets. None of the goodwill or identifiable intangible assets resulting from the acerno acquisition is deductible for
income tax purposes.

The Company s pro forma results of operations, presented to give effect to the acquisition of acerno for periods prior to the acquisition, would
not differ materially from the Company s reported results of operations.

Table of Contents 13
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4. Marketable Securities and Investments

The Company accounts for financial assets and liabilities in accordance with a fair value measurement accounting standard. The accounting
standard provides a framework for measuring fair value under GAAP and requires expanded disclosures regarding fair value measurements. Fair
value is defined as the exchange price that would be received for an asset or paid to transfer a liability (an exit price) in the principal or most
advantageous market for the asset or liability in an orderly transaction between market participants on the measurement date. The accounting
standard also establishes a fair value hierarchy that requires an entity to maximize the use of observable inputs, where available, and minimize
the use of unobservable inputs when measuring fair value. The standard describes three levels of inputs that may be used to measure fair value:

Levell Quoted prices in active markets for identical assets or liabilities.

Level2 Observable inputs, other than Level 1 prices, such as quoted prices in active markets for similar assets and liabilities, quoted prices
for identical or similar assets and liabilities in markets that are not active, or other inputs that are observable or can be corroborated
by observable market data.

Level3 Unobservable inputs that are supported by little or no market activity and that are significant to the fair value of the assets or
liabilities, including certain pricing models, discounted cash flow methodologies and similar techniques.
The following is a summary of marketable securities and other investment-related assets held at September 30, 2009 and December 31, 2008 (in
thousands).

Other-than- Classified on Balance Sheet
Gross Unrealized temporary
Impairment Short-term  Long-term
Gains Aggregate Marketable Marketable
As of September 30, 2009 Cost Gains Losses (Losses) Fair Value Securities Securities
Available-for-sale securities:
Certificates of deposit $ 405 $ $ $ $ 405 $ 382§ 23
Commercial paper 45,456 9 (17) 45,448 45,448
U.S. corporate debt securities 289,010 2,855 (109) 291,756 172,051 119,705
U.S. government agency obligations 176,910 541 8) 177,443 84,987 92,456
Auction rate securities 200,200 (21,178) 179,022 179,022
711,981 3,405 (21,312) 694,074 302,868 391,206
Trading securities:
Auction rate securities 76,400 9,761) 66,639 66,639
Other investment-related assets:
Put option related to auction rate securities 9,761 9,761 9,761
$788,381 $3,405 $(21,312) $ $ 770,474 $ 379,268 $ 391,206

10

Table of Contents 14



Edgar Filing

: AKAMAI TECHNOLOGIES INC - Form 10-Q

Table of Conten

As of December 31, 2008
Available-for-sale securities:
Certificates of deposit

Commercial paper

U.S. corporate debt securities

U.S. government agency obligations
Auction rate securities

Trading securities:

Auction rate securities

Other investment-related assets:

Put option related to auction rate securities

Cost
$ 640
39,357
216,883

110,137
210,600

577,617

76,500

$ 654,117

Other-than-
Gross Unrealized temporary Aggregate

Impairment

Gains

Gains Losses (Losses) Fair Value
$ $ $ $ 640
52 39,409
681 (2,593) 214,971
902 (12) 111,027
(37,163) 173,437
1,635 (39,768) 539,484
(12,931) 63,569
12,500 12,500
$1,635 $(39,768) $ (431)  $ 615,553

Classified on Balance Sheet

Short-term
Marketable
Securities

$ 487
39,409

85,907
48,754

174,557

$ 174,557

Long-term
Marketable
Securities

$ 153
129,064

62,273
173,437

364,927
63,569

12,500

$ 440,996

Unrealized gains and unrealized temporary losses on investments classified as available-for-sale securities are included within accumulated other
comprehensive income (loss), net within stockholders equity. Upon realization, those amounts are reclassified from accumulated other
comprehensive income (loss), net to gain (loss) on investments, net in the statement of operations. All gains and losses on investments classified

as trading securities are included within the statement of operations as gain (loss) on investments, net. Realized gains and losses and

other-than-temporary impairments on investments classified as available-for-sale securities are reflected in the statement of operations as gain
(loss) on investments, net. As of September 30, 2009, the Company had $276.6 million of auction rate securities and $1.0 million of U.S.
corporate debt securities at cost with gross unrealized losses that have been in a continuous unrealized loss position for more than 12 months.

The following table details the fair value measurements within the fair value hierarchy of the Company s financial assets, including investments
and cash equivalents, at September 30, 2009 (in thousands):

Money market funds

Certificates of deposit

Commercial paper

U.S. corporate debt securities

U.S. government agency obligations
Auction rate securities

Put option related to auction rate securities

Table of Contents

Fair Value Measurements at Reporting

Total Fair Value at
September 30, 2009
$ 110,600
405

71,434

291,756

177,443

245,661

9,761

Level 1
$ 110,600
405

$ 907,060 $ 111,005

11

Date Using
Level 2

$
71,434

291,756
177,443

$ 540,633

Level 3
$

245,661
9,761

$ 255,422
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The following table reflects the activity for the Company s major classes of assets measured at fair value using Level 3 inputs for the nine months
ended September 30, 2009 (in thousands):

Put Option
Related to
Auction Rate Auction Rate
Securities Securities Total

Balance as of December 31, 2008 $ 237,006 $ 12,500 $ 249,506
Sales of securities (10,500) (10,500)
Unrealized gain included in accumulated other comprehensive income (loss), net 15,985 15,985
Unrealized gain on auction rate securities included in the statement of operations 3,170 3,170
Unrealized loss on other investment-related assets included in the statement of
operations (2,739) (2,739)
Balance as of September 30, 2009 $ 245,661 $ 9,761 $ 255,422

As of September 30, 2009, the Company had grouped money market funds and certificates of deposit using a Level 1 valuation because market
prices for such investments are readily available in active markets. As of September 30, 2009, the Company had grouped commercial paper,

U.S. government agency obligations and U.S. corporate debt securities using a Level 2 valuation because quoted prices for identical or similar
assets are available in markets that are not active. As of September 30, 2009, the fair value of the Company s assets grouped using a Level 3
valuation consisted of auction rate securities ( ARS ) as well as a related put option described below. ARS are long-term variable rate bonds tied
to short-term interest rates that may reset through a Dutch auction process that is designed to occur every seven to 35 days.

Historically, the carrying value (par value) of the ARS approximated fair market value due to the resetting of variable interest rates. Beginning in
mid-February 2008 and continuing throughout the period ended September 30, 2009, however, the auctions for ARS then held by the Company
were unsuccessful. As a result, the interest rates on ARS reset to the maximum rate per the applicable investment offering statements. The
Company will not be able to liquidate affected ARS until a future auction on these investments is successful, a buyer is found outside the auction
process, the securities are called or refinanced by the issuer, or the securities mature. Due to these liquidity issues, the Company performed a
discounted cash flow analysis to determine the estimated fair value of these investments. The discounted cash flow analysis performed by the
Company considered the timing of expected future successful auctions, the impact of extended periods of maximum interest rates,
collateralization of underlying security investments and the creditworthiness of the issuer. The discounted cash flow analysis performed as of
September 30, 2009 assumes a weighted average discount rate of 4.06% and expected term of five years. The discount rate was determined
using a proxy based upon the current market rates for similar debt offerings within the AAA-rated ARS market. The expected term was based on
management s estimate of future liquidity. As a result, as of September 30, 2009, the Company has estimated an aggregate loss of $30.9 million,
of which $21.2 million was related to the impairment of ARS deemed to be temporary and included in accumulated other comprehensive loss
within stockholders equity, and of which $9.8 million was related to the impairment of ARS deemed other-than-temporary and included in gain
(loss) on investments, net in the consolidated statement of operations. The impact for the three and nine months ended September 30, 2009 was a
net gain of $2.0 million and $16.0 million, respectively, included in accumulated other comprehensive loss within stockholders equity, related to
ARS having impairments deemed to be temporary in nature, as well as a net loss of $0.1 million and net gain of $3.2 million, respectively,
included in gain (loss) on investments, net in the consolidated statement of operations, related to the impairment of ARS deemed
other-than-temporary. The aggregate net gain in the fair value of ARS experienced in the nine months ended September 30, 2009 was due to a
decrease in the weighted average discount rate used in the computation of fair values to 4.06% from 6.275% used as of December 31, 2008.
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The ARS the Company holds are primarily AAA-rated bonds, most of which are collateralized by federally guaranteed student loans as part of
the Federal Family Education Loan Program through the U.S. Department of Education. The Company believes the quality of the collateral
underlying these securities will enable it to recover the Company s principal balance.

Despite the failed auctions, the Company continues to receive cash flows in the form of specified interest payments from the issuers of ARS. In
addition, except as described below for ARS related to the put option, the Company believes it is more likely than not that it will not be required
to sell the ARS prior to a recovery of par value and intends to hold the investments until such time because it believes it has sufficient cash and
other marketable securities on-hand and from projected cash flows from operations such that it does not anticipate a need to sell its ARS prior to
a recovery of par value.

In November 2008, the Company entered into an agreement with one of its investment advisors, which will require the advisor to repurchase the
$76.4 million in par value of ARS purchased through such advisor at par value beginning on June 30, 2010 if the Company cannot liquidate such
ARS before that time. Such agreement created a separate financial instrument between the two companies (the put option ). For these particular
ARS, Akamai expects to continue to hold these long-term debt instruments until the earlier of the settlement date or the date on which the

market allows for active trading of ARS at par value. At any time during the period up until June 2010, the investment advisor can call the ARS
at par value. These ARS were classified as trading securities as of December 31, 2008 and September 30, 2009.

The Company elected to apply the fair value option, permissible under the accounting standard for the fair value option for financial assets and
financial liabilities, to the put option. As of December 31, 2008, the $12.5 million fair value of the put option was grouped with short-term
marketable securities on the Company s consolidated balance sheet. As of September 30, 2009, the fair value of the put option was reduced to
$9.8 million. As a result, the Company recorded a net loss on investments of $2.7 million, included in gain (loss) on investments, net in the
consolidated statement of operations for the nine months ended September 30, 2009. The fair value of the put option was determined by
comparing the fair values of the related ARS, as described above, to their par values and also considers the credit risk associated with the
investment advisor. This put option will continue to be adjusted on each balance sheet date based on its then fair value. The fair value of the put
option is based on unobservable inputs and is therefore classified as Level 3 in the hierarchy.

As of September 30, 2009 and December 31, 2008, the Company classified $179.0 million and $237.0 million, respectively, of ARS as
long-term marketable securities on its consolidated balance sheet due to management s estimate of its inability to liquidate these investments
within the following twelve months. As of September 30, 2009, the Company classified $66.6 million of ARS as short-term marketable
securities on its consolidated balance sheet due to its ability and intent to exercise the put option that the Company has with its investment
advisor on June 30, 2010, provided that the ARS are not earlier called by the investment advisor. Expected maturities of the Company s
marketable securities and other investment-related assets held at September 30, 2009 and December 31, 2008 are as follows:

September 30, December 31,
2009 2008
Available-for-sale securities:
Due in one year or less $ 302,868 $ 174,710
Due after 1 year through 5 years 212,184 191,337
Due after 5 years 179,022 173,437
Trading securities:
Due in one year or less 66,639
Due after 1 year through 5 years 63,569
Other investment-related assets:
Due in one year or less 9,761
Due after 1 year through 5 years 12,500
$ 770474 $ 615553

13

Table of Contents 17



Edgar Filing: AKAMAI TECHNOLOGIES INC - Form 10-Q

Table of Conten

As of September 30, 2009, $2.0 million of the Company s marketable securities were classified as restricted. These securities primarily represent
security for irrevocable letters of credit in favor of third-party beneficiaries, mostly related to facility leases. The letters of credit are
collateralized by restricted marketable securities, of which $1.9 million are classified as short-term marketable securities and $0.1 million are
classified as long-term marketable securities on the consolidated balance sheets. The restrictions on these marketable securities lapse as the
Company fulfills its obligations or such obligations expire under the terms of the letters of credit. These restrictions are expected to lapse at
various times through October 2014.

5. Accounts Receivable

Net accounts receivable consisted of the following (in thousands):

September 30, December 31,
2009 2008
Trade accounts receivable $ 133,943 $ 138,286
Unbilled accounts 32,486 12,596
Gross accounts receivable 166,429 150,882
Allowance for doubtful accounts (7,768) (6,943)
Reserve for cash-basis customers (6,529) (4,327)
Total accounts receivable reserves (14,297) (11,270)
Accounts receivable, net $ 152,132 $ 139,612

The Company s accounts receivable balance includes unbilled amounts that represent revenues recorded for customers that are typically billed
monthly in arrears. The Company records reserves against its accounts receivable balance. These reserves consist of allowances for doubtful
accounts and reserves for cash-basis customers. Increases and decreases in the allowance for doubtful accounts are included as a component of
general and administrative expenses. The Company s reserve for cash-basis customers increases as services are provided to customers where
collection is no longer assured. Increases to the reserve for cash-basis customers are recorded as reductions of revenues. The reserve decreases
and revenue is recognized when and if cash payments are received.

Estimates are used in determining these reserves and are based upon the Company s review of outstanding balances on a customer-specific,
account-by-account basis. The allowance for doubtful accounts is based upon a review of customer receivables from prior sales with collection
issues where the Company no longer believes that the customer has the ability to pay for services previously provided. The Company also
performs ongoing credit evaluations of its customers. If such an evaluation indicates that payment is no longer reasonably assured for services
provided, any future services provided to that customer will result in the creation of a cash-basis reserve until the Company receives consistent
payments. The Company does not have any off-balance sheet credit exposure related to its customers.

For presentation on the balance sheet at December 31, 2008, the Company reduced customer accounts receivable balances and deferred revenue
by the amount of any deferred revenue recorded for customers that had a balance receivable. The reduction as of December 31, 2008 totaled
$22.2 million. Beginning in the quarter ended March 31, 2009, the Company ceased to record such reduction for balance sheet presentation and
now only records a reduction of customers accounts receivable balances for the amount of any deferred revenue related to services that have not
yet commenced and any deferred revenue for customers from which collection is not reasonably assured. The actual reported deferred revenue
on the balance sheet at December 31, 2008 was $12.8 million. That amount would have been $30.1 million if the new presentation had been
applied at December 31, 2008.
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6. Accrued Expenses and Other Current Liabilities

Accrued expenses consisted of the following (in thousands):

September 30, December 31,
2009 2008

Payroll and other related benefits $ 31,520 $ 26,377
Bandwidth and co-location 17,190 16,642
Property, use and other taxes 932 13,317
Legal professional fees 1,479 1,475
Other 3,750 8,321
Total $ 54,871 $ 66,132

7. Net Income per Share

Basic net income per share is computed using the weighted average number of common shares outstanding during the applicable period. Diluted
net income per share is computed using the weighted average number of common shares outstanding during the period, plus the dilutive effect of
potential common stock. Potential common stock consists of shares issuable pursuant to stock options, deferred stock units, restricted stock units
( RSUs ) and convertible notes.

The following table sets forth the components used in the computation of basic and diluted net income per common share (in thousands, except
per share data):

For the For the
Three Months Ended Nine Months Ended
September 30, September 30,
2009 2008 2009 2008

Numerator:
Net income $ 32,745 $ 33,360 $ 105,833 $ 104,605
Add back of interest expense on 1% convertible senior notes, net of tax 439 416 1,305 1,277
Numerator for diluted net income $ 33,184 $ 33,776 $ 107,138 $ 105,882
Denominator:
Denominator for basic net income per common share 171,686 168,474 171,588 167,283
Effect of dilutive securities:
Stock options 2,589 3,730 2,724 4971
Effect of escrow contingencies 347 458 347 458
RSUs and deferred stock units 722 2,171 1,078 2,527
Assumed conversion of 1% convertible senior notes 12,929 12,936 12,934 12,936
Denominator for diluted net income per common share 188,273 187,769 188,671 188,175
Basic net income per common share $ 019 $ 020 $ 062 $ 0.63
Diluted net income per common share $ 018 $ 018 $ 057 $ 056

Outstanding options to acquire an aggregate of 3.2 million and 3.3 million shares of common stock for the three months ending September 30,
2009 and 2008, respectively, were excluded from the calculation of diluted earnings per share because the exercise prices of these stock options
were greater than the average market price of the Company s common stock during the respective periods. Similarly, outstanding options to
acquire an aggregate of 3.2 million and 2.5 million shares of common stock for the nine months ending September 30, 2009 and 2008,
respectively, were excluded from the calculation of diluted earnings per share because the exercise prices of these stock options were greater
than the average market price of the Company s common stock during
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the respective periods. Additionally, 3.3 million and 2.0 million shares of common stock issuable in respect of outstanding performance-based
RSUs were excluded from the computation of diluted net income per share for the three and nine months ended September 30, 2009 and 2008,
respectively, because the performance conditions had not been met as of those dates.

The calculation of assumed proceeds used to determine the diluted weighted average shares outstanding under the treasury stock method in the
periods presented was adjusted by tax windfalls and shortfalls associated with all of the Company s outstanding stock awards. Such windfalls and
shortfalls are computed by comparing the tax deductible amount of outstanding stock awards to their grant date fair values and multiplying the
results by the applicable statutory tax rate. A positive result creates a windfall, which increases the assumed proceeds, and a negative result
creates a shortfall, which reduces the assumed proceeds.

8. Stockholders Equity
Stock Repurchase Program

On April 29, 2009, the Company announced that its Board of Directors had authorized a stock repurchase program permitting purchases of up to
$100.0 million of the Company s common stock from time to time on the open market or in privately negotiated transactions. The timing and
amount of any shares repurchased will be determined by the Company s management based on its evaluation of market conditions and other
factors. The Company may choose to suspend or discontinue the repurchase program at any time.

During the three and nine months ended September 30, 2009, the Company repurchased 1,967,946 and 2,681,146 shares, respectively, of its
common stock for $36.2 million and $51.2 million, respectively. As of September 30, 2009, the Company had $48.8 million remaining available
for future purchases of shares under the approved repurchase program. Additionally, as of September 30, 2009, the Company had prepaid
approximately $0.3 million for purchases of its common stock which had a settlement date in early October 2009.

Stock-Based Compensation Expense

The following table summarizes the components of total stock-based compensation expense included in the Company s consolidated statements
of operations for the three and nine months ended September 30, 2009 and 2008 (in thousands):

For the For the
Three Months Ended Nine Months Ended
September 30, September 30,
2009 2008 2009 2008
Stock-based compensation expense by type of award:
Stock options $ 4,344 $ 5,609 $ 13,621 $ 17,249
Deferred stock units 2,085 1,885
RSUs 9,630 9,519 27,957 25,973
Shares issued under the Employee Stock Purchase Plan 1,011 862 2,861 2,722
Amounts capitalized as internal-use software (1,373) (1,868) (4,525) (5,459)
Total stock-based compensation before income taxes 13,612 14,122 41,999 42,370
Less: Income tax benefit (5,185) (5,072) (16,257) (14,379)
Total stock-based compensation, net of taxes $ 8,427 $ 9,050 $ 25,742 $ 27,991
Effect of stock-based compensation on income by line item:
Cost of revenues $ 532 $ 614 $ 1,582 $ 1,779
Research and development expense 2,654 2,765 7,603 7,875
Sales and marketing expense 6,787 6,949 19,851 19,002
General and administrative expense 3,639 3,794 12,963 13,714
Provision for income taxes (5,185) (5,072) (16,257) (14,379)
Total cost related to stock-based compensation, net of taxes $ 8,427 $ 9,050 $ 25,742 $ 27,991
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In addition to the amounts of stock-based compensation reported in the table above, the Company s consolidated statements of operations for the
three and nine months ended September 30, 2009 also included stock-based compensation reflected as a component of amortization of
capitalized internal-use software; such additional stock-based compensation was $1.8 million and $4.6 million, respectively, before tax. The
Company s consolidated statements of operations for the three and nine months ended September 30, 2008 also included stock-based
compensation reflected as a component of amortization of capitalized internal-use software; such additional stock-based compensation was $1.1
million and $3.0 million, respectively, before tax.

Akamai has selected the Black-Scholes option pricing model to determine the fair value of the Company s stock option awards. This model
requires the input of subjective assumptions, including expected stock price volatility and estimated life of each award. The estimated fair value
of Akamai s stock-based awards, less expected forfeitures, is amortized over the awards vesting period on a straight-line basis. Expected
volatilities are based on the Company s historical stock price volatility and implied volatility from traded options in its stock. The Company uses
historical data to estimate the expected life of options granted within the valuation model. The risk-free interest rate for periods commensurate
with the expected life of the option is based on the U.S. Treasury yield rate in effect at the time of grant.

The grant-date fair values of option awards granted during the three and nine months ended September 30, 2009 and 2008 were estimated using
the following weighted-average assumptions:

For the For the
Three Months Ended Nine Months Ended
September 30, September 30,
2009 2008 2009 2008
Expected life (years) 4.1 4.1 4.1 4.1
Risk-free interest rate (%) 2.0 2.9 1.7 2.8
Expected volatility (%) 52.1 49.8 55.5 50.2

Dividend yield (%)
For the three months ended September 30, 2009 and 2008, the weighted average fair value of Akamai s stock option awards granted in those
periods was $7.94 per share and $10.81 per share, respectively. For the nine months ended September 30, 2009 and 2008, the weighted average
fair value of Akamai s stock option awards granted in those periods was $7.98 per share and $12.90 per share, respectively.

The grant-date fair values of Akamai s Employee Stock Purchase Plan ( ESPP ) awards granted during the three and nine months ended
September 30, 2009 and 2008 were estimated on the date of grant using the Black-Scholes option pricing model with the following
weighted-average assumptions:

For the For the
Three Months Ended Nine Months Ended
September 30, September 30,
2009 2008 2009 2008
Expected life (years) 0.5 0.5 0.5 0.5
Risk-free interest rate (%) 0.3 2.0 0.4 2.7
Expected volatility (%) 74.0 57.0 70.1 53.2

Dividend yield (%)
For the three months ended September 30, 2009 and 2008, the weighted average fair value of ESPP awards granted in those periods was $4.49
per share and $6.37 per share, respectively. For the nine months ended September 30, 2009 and 2008, the weighted average fair value of ESPP
awards granted in those periods was $2.95 per share and $5.88 per share, respectively.

As of September 30, 2009, the total pre-tax unrecognized compensation cost for stock options, RSUs and stock issued under the ESPP was $83.6
million. This non-cash expense is estimated to be recognized through 2013 over a weighted average period of 1.2 years. Nearly all of the
Company s employees have received grants through these equity compensation programs.
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Options to purchase shares of the Company s common stock are granted at the discretion of the Board of Directors, a committee thereof or,
subject to defined limitations, the Chief Executive Officer of the Company to whom such authority has been delegated. Options granted under
the Company s 1998 Stock Incentive Plan generally have a contractual life of ten years, while options granted under the Company s 2006 Stock
Incentive Plan have a contractual life of seven years. Options typically vest as to 25% of the shares one year from date of grant, with the
remaining 75% of the shares vesting in twelve equal quarterly installments thereafter so that all options are vested in full at the end of four years
from the date of grant. The exercise price of the option is the Company s closing stock price on the effective date of grant. In May 2009, the
Company s stockholders approved the 2009 Stock Incentive Plan (the 2009 Plan ) for the issuance of incentive and nonqualified stock options,
restricted stock awards and other types of equity awards. The total number of shares of common stock issuable under the 2009 Plan was
8,500,000 shares. The terms of typical option awards granted under the 2009 Plan are the same as those granted under the 2006 Stock Incentive
Plan.

The following tables summarize the stock option activity under all of the Company s stock incentive plans during the three and nine months
ended September 30, 2009 and 2008 (in thousands, except exercise prices):

Weighted

Average
Shares Exercise Price
Outstanding at December 31, 2008 10,380 $ 18.76
Granted 669 17.29
Exercised (408) 8.94
Forfeited and expired (123) 35.70
Outstanding at March 31, 2009 10,518 18.86
Granted 112 20.80
Exercised (208) 9.85
Forfeited and expired (56) 35.46
Outstanding at June 30, 2009 10,366 18.96
Granted 125 18.49
Exercised 274) 11.13
Forfeited and expired (82) 27.39
Outstanding at September 30, 2009 10,135 19.10
Exercisable at September 30, 2009 7,868 16.62

Weighted

Average
Shares Exercise Price
Outstanding at December 31, 2007 12,034 $ 15.83
Granted 458 31.95
Exercised (466) 9.01
Forfeited and expired (28) 29.12
Outstanding at March 31, 2008 11,998 16.68
Granted 218 34.79
Exercised (1,653) 4.97
Forfeited and expired (132) 36.02
Outstanding at June 30, 2008 10,431 18.67
Granted 333 25.74
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Outstanding at September 30, 2008 10,450
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The total pre-tax intrinsic value of stock options exercised during the three months ended September 30, 2009 and 2008 was $1.6 million and
$4.5 million, respectively. For the nine months ended September 30, 2009 and 2008, the total pre-tax intrinsic value of stock options exercised
was $5.7 million and $62.9 million, respectively. Cash proceeds from the exercise of stock options were $3.1 million and $1.6 million for the
three months ended September 30, 2009 and 2008, respectively; and $8.8 million and $14.0 million for the nine months ended September 30,
2009 and 2008, respectively.

Deferred Stock Units

The Company has granted deferred stock units ( DSUs ) to non-employee members of its Board of Directors and to the Company s Executive
Chairman. Each DSU repre