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VeriSign (VRSN) 
August 6th, 2019

Moat Category 

Capital-Light Compounder
Fair Value Estimate 

-
Price  

$209.47
Enterprise Value 

$26.4bn

Moat Type 

Intangible Assets-Licenses
Economic Moat 

Wide
Stewardship Rating 

Standard
Market Cap 

$24.8bn

• What does it do: “VeriSign is the sole authorized 

registry for several generic top-level domains, 

including the widely utilized .com and .net top-level 

domains. Additionally, the company operates two of 

the world's 13 root servers that are used to route 

Internet traffic. In 2018, the firm sold off its security 

services business, signaling a renewed focus on the 

core registry business. VeriSign generates about 

60% of its sales from the United States.” (Source: 

Morningstar) 

• VRSN has generated positive EVA, and maintained 

positive EVA momentum figures since 2009. 

• Due to a large float of $2.5bn (from changes in non-

cash working capital and divestitures), VeriSign’s net 

capital number is negative, resulting in negative 

equity figures. 

• We notice that all good things (EVA-wise) started to 

happen after 2009. This is in result of a major 

divestiture in 2010, when VeriSign sold its 

authentication business to Symantec for $1.3bn. This 

has streamlined the business and boosted 

shareholder value (i.e. EVA).

Source: www.evaexpress.com

http://evaexpress.com
http://evaexpress.com
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09 2018 Notes

Revenue $616m $1215m

EBIT $160m $767m

Gross margin 73% 84%

EBIT margin 26% 63%

Net margin 40% 48%

Basic shares out $192m $121m VeriSign spent $5.7bn in the 
last decade on buybacks.

Assets $2470m $1915m

Equity $550m $(1386m) Negative equity due to 
$2.5bn float

Intangible+Goodwill $312m $53m

Long-term debt $574m $1785m $1785m accounts for 447% 
of invested capital

ROIC - T-Model (10%) (41%)

ROIC - EVA 16% NM

EVA Spread 4.5% NM

Past 10-year performance metrics

A breakdown of capital components

Source: www.evaexpress.com

http://evaexpress.com
http://evaexpress.com
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Qualitative observations

• VeriSign is granted exclusive rights to registration 

of the .com and .net domains through six-year 

agreements with ICANN, the nonprofit Internet 

protocol administrator. The .com agreement 

renewal has faced higher levels of scrutiny and is 

more important to VeriSign's business as .com 

accounts for roughly 90% of domain registrations 

as well as revenue. 

• These exclusive rights allows VRSN to generate 

returns well in excess of cost of capital. 

• The .com and .net domains are the first and fifth 

most popular domains by market share (40% and 

4%, respectively). 

• A key element to VeriSign’s moat is the 

“presumptive right to renewal” clause in its 

contracts. This clause renews contracts every six 

years assuming VeriSign maintains its service 

level agreements over the term of the contract. 

The renewal process is not opened for bids by 

other entities as long as VeriSign abides by the 

existing contract. VeriSign has historically 

exceeded the service level agreements. 

• The market for domains is mature and total 

domain registrations (both .com and .net) have 

increased 4% on average over the past five years 

to 153 million at the end of 2018. Despite the 

slow growth, new registrations have been above 

30 million in recent years (due to mid-70% 

retention rate) and VeriSign has had no issues 

meeting incremental registration demand.
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Wide Moat Checklists

Competitive Strengths Does VRSN 
have it? Evidence

Product or service is needed or 
desired (and will continue to do 
so)

.
Customers will always want websites to be serviced by secure 
data centers, providing 24-hour network operations, such as 
VeriSign.

Product is perceived by its 
customers to have no close 
substitute

.
VeriSign holds exclusive rights to .com and .net domains, 
amongst others. When websites want to use these domains, 
VeriSign is the only provider.

Product is not subject to price 
regulation . The fees VeriSign charges is regulated by ICANN (Internet 

Corporation for Assigned Names and Numbers).

Strong barriers to entry

.

VeriSign is given exclusive rights, and their contracts include a 
“presumptive right to renewal” clause. The renewal process is not 
opened for bids by other entities as long as VeriSign abides by 
the existing contract.

Loyal customers

.

Registrants have no loyalty to domain registrars. They sign up with 
those who hold the rights.

Low risk of technological 
obsolescence . Domain registrars are unlikely to experience a technological shift 

in the way they provide services.

Abundant growth possibilities

.

VeriSign is highly likely to keep renewing contracts in the future, 
and maintain high operating margins. 
VeriSign’s current 6-year contract for .com allows it to raise prices 
by 7% each year in the latter four years. For .net, the agreement 
allows for 10% increases each year. This still does not result in 
pricing power for VeriSign, as these price increases are 
contractually allowed by ICANN. This advantage may be taken 
away by ICANN in the future. 

The greatest threat to VeriSign is the introduction of other top-
level domains, especially .cn domains for countries like China. 
That said, businesses are unlikely to switch domains and risk 
losing customers to save a nominal amount ($10 per year) on 
the .com domain registration. VeriSign’s services have a high 
benefit-to-cost ratio for its customers.

Limited capital requirements . Minimum capital requirements.

Significant and growing free 
cash flows (and EVAs)

.

VeriSign will likely renew contracts and continue to be the sole 
provider for .com and .net domain registration. 
VeriSign will likely be allowed to raise prices in the future, 
particularly when domain registration makes up a tiny part of 
cusomters’ total cost. 
Meanwhile, its costs are unlikely to rise, leading to an expansion 
in operating margins and growth in EVA.


