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ACT OF 1934
FOR THE QUARTERLY PERIOD ENDED APRIL 30, 2006
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Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

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

As of June 1, 2006, the registrant had the following shares outstanding:

Common Stock, $.01 par value: 15,453,073 shares outstanding (excluding 9,621,787 treasury shares)
Class A common stock, $.01 par value: 9,816,988 shares outstanding
Class B common stock, $.01 par value: 70,980,070 shares outstanding (excluding 5,316,283 treasury shares)
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements (Unaudited)

Assets

Current assets:

Cash and cash equivalents
Marketable securities

Trade accounts receivable, net
Other current assets

Assets of discontinued operations

Total current assets

Property, plant and equipment, net
Goodwill

Licenses and other intangibles, net
Investments

Other assets

Total assets

Liabilities and stockholders equity

Current liabilities:
Trade accounts payable
Accrued expenses
Deferred revenue

Capital lease obligations current portion

Other current liabilities
Liabilities of discontinued operations

Total current liabilities
Deferred tax liabilities, net

IDT CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS

Capital lease obligations long-term portion

Notes payable long-term portion
Other liabilities

Total liabilities

Minority interests

Commitments and contingencies
Stockholders equity:

Preferred stock, $.01 par value; authorized shares 10,000,000; no shares issued

Common stock, $.01 par value; authorized shares 100,000,000; 25,074,860 shares issued at April 30, 2006 and
July 31, 2005; 15,453,073 and 18,014,723 shares outstanding at April 30, 2006 and July 31, 2005, respectively
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April 30,

2006
(Unaudited)

July 31,

2005
(Note 1)

(in thousands, except

share data)

$ 126,363
582,432
199,173
145,924

1,053,892
315,690
166,880

44,325
56,612
198,341

$ 1,835,740

$ 89,937
283,453
144,708

23,957
30,900

572,955
107,103
37,141
159,154
6,108

882,461
47,465

251

$ 171,027
780,263
183,519
119,298

50,567

1,304,674
335,002
110,966

32,591
50,941
143,416

$ 1,977,590

$ 110,282
229,945
144,248

32,728
38,043
13,962

569,208
108,237
42,370
121,470
8,217

849,502
89,891
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Class A common stock, $.01 par value; authorized shares 35,000,000; 9,816,988 shares issued and outstanding at

April 30, 2006 and July 31, 2005 98
Class B common stock, $.01 par value; authorized shares 100,000,000; 76,293,853 and 75,917,516 shares issued

at April 30, 2006 and July 31, 2005, respectively; 70,977,570 and 73,550,857 shares outstanding at April 30,

2006 and July 31, 2005, respectively 763

Additional paid-in capital 910,799

Treasury stock, at cost, consisting of 9,621,787 and 7,060,137 shares of common stock and 5,316,283 and

2,366,659 shares of Class B common stock at April 30, 2006 and July 31, 2005, respectively (214,515)
Deferred compensation

Accumulated other comprehensive income (loss) 2,102

Retained earnings 206,316

Total stockholders equity 905,814

Total liabilities and stockholders equity $ 1,835,740

See accompanying notes to condensed consolidated financial statements.
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907,223
(147,690)
(19,043)

(1,896)
298,495

1,038,197

$ 1,977,590
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IDT CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
Three Months Ended Nine Months Ended
April 30, April 30,
2006 2005 2006 2005
(In thousands, except per share data)
Revenues $589,058 $592,108 $1,809,349 $1,802,021
Costs and expenses:
Direct cost of revenues (exclusive of depreciation and amortization) 496,368 450,458 1,435,423 1,352,898
Selling, general and administrative (i) 152,968 140,286 470,131 428,715
Depreciation and amortization 24,359 27,673 76,419 78,526
Restructuring and impairment charges 6,338 3,577 7,881 14,992
Total costs and expenses 680,033 621,594 1,989,854 1,875,131
Loss from operations (90,975) (29,486) (180,505) (73,110)
Interest income, net 1,719 5,445 6,997 16,642
Investment and other income, net 5,818 7,198 9,662 13,426
Loss from continuing operations before minority interests and income taxes (83,438) (16,842) (163,846) (43,042)
Minority interests (2,935) 359 (11,242) (3,129)
Provision for income taxes (1,295) (2,250) (3,152) (7,090)
Loss from continuing operations (87,668) (18,733) (178,240) (53,261)
Discontinued operations (net of tax):
(Loss) income from discontinued operations (1,583) 4,400 5,429 9,470
Gain on sale of discontinued operations 80,632 80,632
Total discontinued operations 79,049 4,400 86,061 9,470
Net loss $ (8,619) $ (14,333) $ (92,1790 $ (43,791)
Earnings per share:
Basic:
Loss from continuing operations $ (©092) $ (0.19 $ (1.85) $ (0.55)
Total discontinued operations $ 08 $ 004 § 089 § 0.09
Net loss $ (009 $ (015 § 0.96) $ (0.46)
Diluted:
Loss from continuing operations $ (©092) $ (0.19 $ (1.85) $ (0.55)
Total discontinued operations $ 08 $ 004 § 089 § 0.09
Net loss $ (009 $ (.15 $ 0.96) $ (0.46)
Weighted-average number of shares used in calculation of earnings per share:
Basic 95,070 97,756 96,377 96,190
Diluted 95,070 97,756 96,377 96,190

(i) Stock-based compensation included in selling, general and administrative expense ~ $ 6,823 $ 8210 $ 21,218 $ 18,102
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See accompanying notes to condensed consolidated financial statements.
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IDT CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
Nine Months Ended
April 30,
2006 2005
(In thousands)
Net cash used in operating activities $ (152,447) $ (37,898)
Investing activities
Capital expenditures (49,797) (68,770)
Repayments (issuance) of notes receivable, net 2,482 (11,280)
Investments and acquisitions, net of cash acquired (116,394) (25,566)
Proceeds from sale of discontinued operations 129,871
Proceeds from sales and maturities of marketable securities 1,898,163 4,307,416
Purchases of marketable securities (1,698,164) (4,160,089)
Net cash provided by investing activities 166,161 41,711
Financing activities
Proceeds from exercise of stock options 743 3,410
Proceeds from employee stock purchase plan 1,142 893
Proceeds from borrowings 44,321 37,133
Repayments of borrowings (5,566)
Proceeds from sale lease back transactions on capital leases 12,642
Repayments of capital lease obligations (16,023) (15,987)
Repurchases of common stock and Class B common stock (67,464) (2,368)
Cash and marketable securities restricted against letters of credit 2,904
Distributions to minority shareholders of subsidiaries (19,875) (21,035)
Net cash (used in) provided by financing activities (62,722) 17,592
Effect of exchange rate changes on cash and cash equivalents 4,344 3,482
Net (decrease) increase in cash and cash equivalents (44,664) 24,887
Cash and cash equivalents, beginning of period 171,027 141,674
Cash and cash equivalents, end of period $ 126,363 $ 166,561
Supplemental schedule of non-cash investing and financing activities
Purchases of property, plant and equipment through capital lease obligations $ 5,476 $ 2,230
Issuance of Class B common stock for acquisitions and exchanges $ $ 59,835
Cash flows from discontinued operations
Operating activities $ 8,463 $ 9,300
Investing activities (13,315) (9,320)
Financing activities 4,648
Total decrease in cash from discontinued operations $ (204) $ (20)

See accompanying notes to condensed consolidated financial statements.
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IDT CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
Note 1 Basis of Presentation

The accompanying unaudited condensed consolidated financial statements of IDT Corporation and its subsidiaries (the Company or IDT ) have
been prepared in accordance with U.S. generally accepted accounting principles for interim financial information and with the instructions to
Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by U.S. generally
accepted accounting principles for complete financial statements. In the opinion of management, all adjustments (consisting of normal recurring
accruals) considered necessary for a fair presentation have been included. Certain reclassifications have been made to the prior year s condensed
consolidated financial statements to conform to the current year s presentation. Operating results for the three and nine month periods ended
April 30, 2006 are not necessarily indicative of the results that may be expected for the fiscal year ending July 31, 2006. The balance sheet at
July 31, 2005 has been derived from the audited financial statements at that date but does not include all of the information and footnotes
required by U.S. generally accepted accounting principles for complete financial statements. For further information, please refer to the
consolidated financial statements and footnotes thereto included in the Company s Annual Report on Form 10-K for the year ended July 31,
2005, as filed with the U.S. Securities and Exchange Commission.

The Company s fiscal year ends on July 31 of each calendar year. Each reference below to a fiscal year refers to the fiscal year ending in the
calendar year indicated (e.g., fiscal 2006 refers to the fiscal year ending July 31, 2006).

Note 2 Stock-Based Compensation

As permitted under Statement of Financial Accounting Standards ( SFAS ) No. 123, Accounting for Stock-Based Compensation, as amended,
until July 31, 2005, the Company accounted for its stock option plans under the recognition and measurement provisions of APB Opinion

No. 25, Accounting for Stock Issued to Employees, and related Interpretations, and as such, generally recognized no compensation cost on grants
of employee stock options. Effective August 1, 2005, the Company adopted the fair value recognition provisions of SFAS No. 123 (revised
2004), Share-Based Payment, using the modified-prospective transition method. Under that transition method, compensation cost recognized
during the three and nine months ended April 30, 2006 includes (a) compensation cost for all share-based payments granted prior to, but not yet
vested as of August 1, 2005, based on the grant date fair value estimated in accordance with the original provisions of SFAS No. 123, and

(b) compensation cost for all share-based payments granted subsequent to August 1, 2005, based on the grant-date fair value estimated in
accordance with SFAS No. 123(R). Results for prior periods have not been restated. Stock-based compensation was previously presented as a
separate line item on the condensed consolidated statements of operations. However, in accordance with Staff Accounting Bulletin No. 107
issued in March 2005, stock-based compensation is now included in selling, general and administrative expense. In addition, when the Company
adopted SFAS No. 123(R) on August 1, 2005, deferred compensation was reduced to zero with a corresponding decrease to additional paid in
capital.

As a result of adopting SFAS No. 123(R) on August 1, 2005, the Company s loss before income taxes, loss from continuing operations and net
loss for the three and nine months ended April 30, 2006 is $3.4 million and $5.2 million, respectively, higher than if it had continued to account
for share-based compensation under Opinion No. 25. Basic and diluted net loss per share for the three and nine months ended April 30, 2006
would have been ($0.05) and ($0.90) if the Company had not adopted SFAS No. 123(R).

The Company does not currently recognize tax benefits resulting from tax deductions in excess of the compensation cost recognized because of
federal and state net operating loss carryforwards available to offset future federal and state taxable income. Accordingly, the adoption of SFAS
No. 123(R) did not have any impact on the Company s consolidated statements of cash flows.
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The following table illustrates the effect on net loss and earnings per share if the Company had applied the fair value recognition provisions of
SFAS No. 123 to stock-based employee compensation for the three and nine months ended April 30, 2005:

Three Months Nine Months
Ended April 30, 2005

(in thousands, except per share data)
Net loss, as reported $ (14,333) $ (43,791)
Add: Stock-based employee compensation expense included in reported net loss, net of related tax
effects and minority interests 6,968 14,581
Deduct: Total stock-based employee compensation expense determined under the fair value based
method of accounting for all awards, net of related tax effects and minority interests (7,214) (52,227)
Pro forma net loss $ (14,579) $ (81,437
Net loss per share:
Basic as reported $ (0.15) $ (0.46)
Basic pro forma $ (0.15) $ (0.85)
Diluted as reported $ (0.15) $ (0.46)
Diluted pro forma $ (0.15) $ (0.85)

Effective January 24, 2005, the compensation committee of the Company s Board of Directors approved the acceleration of vesting of all then
outstanding unvested options to purchase shares of the Company s Class B common stock. The Company accelerated the vesting of the options in
anticipation of the impact of SFAS No. 123(R). Options to purchase approximately 4.5 million shares of the Company s Class B common stock
became immediately exercisable on January 24, 2005, as a result of the acceleration. Generally, these options were scheduled to vest annually
over 3 years beginning on the first anniversary of their grant date. The primary purpose of the acceleration was to eliminate the impact of
approximately $15.6 million of future compensation expense that the Company would otherwise recognize in its fiscal 2006 and fiscal 2007
consolidated statements of operations. This amount was instead reflected in pro forma footnote disclosure for the nine months ended April 30,
2005, as permitted under the transitional guidance provided by the FASB.

Share-Based Compensation Plans

In September 2005, the Board of Directors of the Company approved and adopted the 2005 Stock Option and Incentive Plan (the Stock Option
and Incentive Plan ) to provide incentives to executives, employees, directors and consultants of the Company. Incentives available under the
Stock Option and Incentive Plan may include stock options, stock appreciation rights, limited rights, deferred stock units, and restricted stock.
The maximum number of shares of Class B common stock reserved for award under the Stock Option and Incentive Plan is 2.5 million shares,
and as of April 30, 2006, 2.3 million shares remained available for future grants.

Option awards are generally granted with an exercise price equal to the market price of the Company s stock at the date of grant. Option and
share awards generally vest on a graded basis over three years of service and have ten year contractual terms. Compensation cost is generally
recognized on a straight-line basis over three years. The compensation cost that has been charged against income for the Company and its
subsidiaries share-based compensation plans was $6.8 million and $21.2 million for the three months and nine months ended April 30, 2006,
respectively, and $8.2 million and $18.1 million for the three and nine months ended April 30, 2005, respectively. No income tax benefits were
recognized in the consolidated statements of operations for share-based compensation arrangements during the three and nine months ended
April 30, 2006 and 2005.

The fair value of share-based payments are estimated on the date of the grant using a Black-Scholes valuation model that uses the assumptions
noted in the following table. Expected volatility is based on historical volatility of the Company s Class B common stock and other factors. The
Company uses historical data on exercise of stock options, post vesting forfeitures and other factors to estimate the expected term of the
share-based payments granted. The risk free rate is based on the U.S. Treasury yield curve in effect at the time of grant. Generally, share-based
payments become exercisable over a three-year graded vesting period, and stock options expire ten years from the date of grant.
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Nine Months Ended

April 30, 2006

ASSUMPTIONS

Average risk-free interest rate 4.4%

Expected dividend yield

Expected volatility 24.2%

Expected term 3.6 years
Stock Options

A summary of stock option activity as of April 30, 2006, and changes during the nine months ended April 30, 2006, is presented below:

Weighted-
Weighted- Average
Number of Average Remaining Aggregate
Options Exercise Contractual Intrinsic Value
(in thousands) Price Term (in years) (in thousands)
Outstanding at July 31, 2005 15,468 $ 12.78
Granted 15 12.69
Exercised (126) 5.91
Forfeited or expired (376) 15.56
Outstanding at April 30, 2006 14,981 $ 12.77 6.3 $ 17,618
Exercisable at April 30, 2006 14,971 $ 12.76 6.3 $ 17,618

The weighted-average grant-date fair value of options granted by the Company during the nine months ended April 30, 2006 was $3.36. The
total intrinsic value of options exercised during the nine months ended April 30, 2006 was $0.8 million. During the nine months ended April 30,
2006, the Company received $0.7 million in cash proceeds from the exercise of its stock options.

Option Tender Offer

On February 1, 2006, the company extended an offer (the Offer ) to purchase from eligible option holders outstanding stock options to purchase
shares of its Class B common stock, at a cash purchase price equal to $2.00 net per share underlying such options. As of February 1, 2006, there
were outstanding options to purchase 15.1 million shares of the Company s Class B common stock that were eligible to be tendered in the Offer.
The Offer and withdrawal rights expired on May 22, 2006 and options to purchase 7.9 million shares had been tendered and accepted in the offer
for a total purchase price of $15.8 million. All options accepted for payment were cancelled immediately upon expiration of the Offer and are no
longer exercisable. Subsequent to this purchase, 7.1 million options remained outstanding with a weighted average exercise price of $9.62. In
connection with the purchase of the options the Company recorded non-cash compensation of $1.6 million and additional paid in capital of

$14.2 million during the fourth quarter of fiscal 2006.

Restricted Stock

The fair value of nonvested shares of the Company s Class B common stock is determined based on the closing trading price of the Company s
Class B common stock on the grant date.

A summary of the status of the Company s nonvested shares as of April 30, 2006, and changes during the nine months ended April 30, 2006, is
presented below:
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Granted

Vested

Forfeited

Nonvested shares at April 30, 2006
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Number of
Nonvested Shares

(in thousands)
2,209
248
(1,137)
(70)

1,250

Weighted-
Average
Grant-Date

Fair Value
$ 1596
11.78
14.61
15.86

15.10
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As of April 30, 2006, there was $7.9 million of total unrecognized compensation cost related to nonvested share-based compensation
arrangements granted under the Company s stock option and incentive plans. That cost is expected to be recognized over a weighted-average
period of 10 months. The total cost of non-vested shares granted by the Company that was recognized as compensation during the nine months
ended April 30, 2006 was $13.0 million.

Net2Phone

As a result of the Net2Phone merger transaction discussed in Note 3, all restrictions under Net2Phone s 1999 Amended and Restated Stock
Option and Incentive Plan applicable to any outstanding shares of Net2Phone common stock lapsed immediately prior to the effective time of
the merger, and the holders thereof received the value of the shares based on $2.05 per share, less any applicable taxes. In addition, all
outstanding options to purchase shares of Net2Phone common stock, whether vested or unvested, were cancelled at the effective time of the
merger, and the holders thereof received a cash payment equal to the excess, if any, of $2.05 over the exercise price of the options. As a result of
the aforementioned equity modifications, Net2Phone recorded an aggregate of $5.4 million of non-cash compensation cost during the third
quarter of fiscal 2006, partially offset by a $0.6 million reversal of previously recorded non-cash compensation.

Note 3 Investment in Net2Phone

On November 10, 2005, the Company commenced a tender offer for all outstanding shares of common stock of Net2Phone not owned by IDT or
its affiliates, at a price of $2.00 per share, which was subsequently increased to $2.05 per share, net to the sellers in cash, without interest.

During the second quarter of fiscal 2006, the Company purchased 33.2 million shares of Net2Phone, which were validly tendered in the offer,
for a total purchase price of $68.3 million. Through this transaction, IDT increased its effective equity interest in Net2Phone to approximately
82.5% and its aggregate voting power in Net2Phone to approximately 87.2%.

On March 10, 2006, the Company and Net2Phone consummated a merger transaction in which IDT acquired all remaining outstanding shares of
Net2Phone. Under the terms described in the merger agreement, a newly formed and wholly owned subsidiary of IDT, merged with and into
Net2Phone, with Net2Phone continuing as the surviving corporation. All previously issued and outstanding shares of Net2Phone, other than
shares held by IDT or its subsidiaries were canceled and converted automatically into the right to receive $2.05 per share in cash, without
interest for a total purchase price of $28.8 million. As a result of the merger, Net2Phone is a wholly owned subsidiary of IDT and the shares of
Net2Phone are no longer publicly traded.

The above acquisitions of Net2Phones shares were accounted for under the purchase method and, accordingly, the Company recorded a
reduction in minority interests of $38.4 million and an increase to goodwill and intangibles of $58.7 million, which represents the excess
purchase price paid over the fair value of the additional interest in net assets acquired.

Note 4 Sale of IDT Entertainment

The Company s IDT Entertainment segment generated revenues of $138.4 million in the nine months ended April 30, 2006. IDT Entertainment
consists primarily of animation and live-action production operations as well as a home entertainment distribution business. Through studios
based in the United States and Canada, IDT Entertainment develops and produces 2D and 3D animated content for distribution theatrically, on
television, and direct-to-video/DVD. Production is focused on proprietary content and is also performed for third parties. The division also
develops and produces live-action content for television and direct-to-video/DVD distribution.

On May 15, 2006, IDT and Liberty Media Corporation entered into a binding Term Sheet for the sale of IDT Media, Inc. (the corporate parent of
IDT Entertainment) to Liberty Media in exchange for all of Liberty Media s interests in IDT including Liberty Media s 17.2 million shares of IDT
Class B common stock and Liberty Media s approximately 4.8% interest in IDT Telecom, $186 million in cash (subject to certain adjustments)
and the assumption of all of IDT Entertainment s existing indebtedness at closing. IDT will also be eligible to receive additional consideration

(the Contingent Amount ) from Liberty Media based upon appreciation of the value of IDT Entertainment over the five-year period following the
closing of the transaction or such shorter period under specified circumstances (the Exercise Date ). The Contingent Amount shall equal 25% of
the excess, if any of the Net Equity Value of IDT Media as of the Exercise Date over $425 million.

Net Equity Value is defined at the price at which a willing buyer would buy and a willing seller would sell all of the equity in IDT Media in an
arm s-length transaction as of the Exercise Date. In the case of a sale of all of the equity or assets of IDT Media to a bona fide third party, the Net
Equity Value shall be deemed for all purposes of the Term Sheet and the definitive agreements to be equal to the purchase price paid by such
third party for the equity or assets of IDT Media.
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The Exercise Date is the earlier of (a) the date of delivery by IDT at any time from and after the closing date of the transaction to the fifth
anniversary of the closing date of the transaction of written notice of its intention to exercise this right or (b) the date of the consummation of the
sale of all but not less than all of the equity or assets of IDT Media to a bona fide third party, if such consummation occurs subsequent to
December 31, 2008.

On the closing date of the transaction, cash and cash equivalents in an amount equal to $74.2 million (as adjusted) (the Cash Repayment
Amount ) will be used to repay the intercompany debt of IDT Entertainment to IDT and the balance of any such intercompany debt will be
contributed to the capital of IDT Entertainment by IDT. The Cash Repayment Amount will be reduced in an amount equal to $15.5 million,
which amount is to be used to fund the cash shortfall of IDT Media and its subsidiaries from April 1, 2006 to June 30, 2006 in accordance with
the Interim Operating Plan.

On the 150" calendar day following the widespread theatrical release of Everyone s Hero (such release date, the E.H. Release Date ), Liberty
Media will cause IDT Media to pay IDT an amount of cash equal to the lesser of (a) $15.5 million and (b) 75% of the amount of gross domestic
box office receipts from the initial theatrical release in the U.S. and Canada of Everyone s Hero during the first 120 days after the E.H. Release
Date (as reported in Variety, or if not so reported in Variety, as reported in a comparable publication selected by Liberty Media) in excess of $45
million.

The total liability of IDT for breaches of certain representations shall be limited to an aggregate of $100 million. The obligation to indemnify for
breaches of representations and warranties will be limited to claims made on or before the 18-month anniversary of the closing date of the
transaction, except for representations and warranties related to tax matters, which will survive until the expiration of the applicable statutes of
limitations.

The sale is subject to certain customary conditions and contingencies, including the finalization and execution of definitive documentation. The
sale is anticipated to be consummated during the fourth quarter of fiscal 2006. The sale met the criteria to be reported as a discontinued
operation in the fourth quarter of fiscal 2006 and accordingly, IDT Entertainment s results of operations will be reclassified in the fourth quarter
of fiscal 2006 as part of discontinued operations.

The carrying value of the major assets and liabilities of IDT Entertainment are as follows:

April 30,2006 July 31, 2005
(in thousands)

Assets

Current assets:

Cash and cash equivalents $ 54946 $ 7,137
Marketable securities 31,890 72,003
Trade accounts receivable, net 24,261 34,067
Other current assets 78,011 67,408
Total current assets $ 189,108 $ 180,615
Property, plant and equipment, net 17,767 13,209
Goodwill 53,818 54,227
Licenses and other intangibles, net 14,793 16,145
Other assets 159,679 72,202
Total assets $435,165 $ 336,398
Liabilities

Current liabilities:

Trade accounts payable $ 6,647 $ 6,210
Accrued expenses 31,545 39,786
Other current liabilities 9,984 10,071
Total current liabilities $ 48,176 $ 56,067
Notes payable long term portion 67,894 38,328

Table of Contents 17



Edgar Filing: IDT CORP - Form 10-Q

Other liabilities 1,891 7,588

Total liabilities $117,961 $ 101,983
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Note 5 Discontinued Operations

On March 2, 2006, the Company consummated a sale of its Russian telecom business, Corbina Telecom ( Corbina ), to a Moscow based
consortium of private equity investors, for net proceeds of $129.9 million in cash after banking and other transaction related costs. Corbina
operates a licensed full-service telecommunications business, offering a broad range of services throughout the 24 largest industrial areas in the
Russian market. Corbina s operational results were historically included in the Company s Retail Telecommunications Services and Wholesale
Telecommunications Services segments. Corbina met the criteria to be reported as a discontinued operation in the second quarter of fiscal 2006
and, accordingly, its results of operations for the three and nine months ended April 30, 2005 and 2006 are classified as part of discontinued
operations.

Revenues, (loss) income before income taxes and net (loss) income of Corbina, which were included in loss from discontinued operations, are as
follows:

Three Months Ended Nine Months Ended

April 30, April 30,
2006 2005 2006 2005
(In thousands)
Revenues $ 7,022 $16,204 $47,848 $47,983
(Loss) income before income taxes (1,323) 5,764 7,107 13,511
Provision for income taxes (260) (1,364) (1,678) (4,041)
Net (loss) income $(1,583) $ 4400 $ 5429 $ 9470

The assets and liabilities of the discontinued operations at July 31, 2005 were as follows:

(in thousands)

Assets

Current assets:

Cash and cash equivalents $ 932
Trade accounts receivable, net 5,613
Other current assets 8,867
Total current assets of discontinued operations 15,412
Property, plant and equipment, net 35,155
Total assets of discontinued operations $ 50,567
Liabilities

Current liabilities:

Trade accounts payable $ 5,717
Accrued expenses 1,471
Other current liabilities 6,774
Total liabilities of discontinued operations $ 13,962

Note 6 Notes Payable

On December 2, 2005, the Company s IDT Entertainment division entered into a $125.0 million five and a half year secured revolving credit
facility (the Credit Facility ), with a bank group led by JPMorgan Chase Bank, N.A., of which $95.0 million had been committed as of that date
and the remaining $30.0 million of which is subject to obtaining commitments from additional lenders. The Credit Facility is used to fund a
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portion of certain costs of the production and distribution of animated feature length films to be produced or acquired by IDT Entertainment, as
well as interest and other costs of the Credit Facility and certain overhead amounts.

Production funding, on each qualifying picture, is limited to 25% of the lesser of the cash budget and the final negative cost, and distribution
funding, for each qualifying picture, is limited to 80% of the worldwide theatrical distribution expenses, as defined in the Credit Facility. Interest
on each loan under the Credit Facility will be payable at either an annual Alternate Base Rate plus the Applicable Margin or at the London
Interbank Offering Rate ( LIBOR ) plus the Applicable Margin, at

11
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the option of IDT Entertainment, in each case as defined in the Credit Facility. Applicable Margin is 1.5% per annum in the case of an Alternate
Base Rate loan or 2.5% per annum in the case of a LIBOR loan. The Credit Facility requires IDT Entertainment to pay an annual commitment
fee of 0.5% per annum on any unused portion available to IDT Entertainment under the Credit Facility. Each loan may be prepaid in whole or in
part at any time at IDT Entertainment s sole option without premium or penalty. The Credit Facility contains various affirmative and negative
covenants and representations and warranties. The Credit Facility is secured by the slate of IDT Entertainment s computer generated animated
feature films, and is non-recourse to IDT Corporation, the parent company.

On April 28, 2006, $12.5 million was drawn down under the Credit Facility for Everyone s Hero and $3.0 million was drawn down for Space
Chimps . The interest rate for both financings is LIBOR plus 2.5% or 7.88% from April 28, 2006 through April 27, 2007. Interest is payable
every three months on the 28th of the month. Interest costs related to the production of the films are accounted for in accordance with the
provisions in FASB Statement No. 34, Capitalization of Interest. The total interest incurred and interested capitalized related to the Credit

Facility during the quarter was nil.

The Company s IDT Entertainment division, through its wholly-owned Anchor Bay Entertainment subsidiary, maintains a $50.0 million
five-year secured revolving credit facility (the Facility ) with a bank group led by JPMorgan Chase Bank, N.A., which may be increased up to
$75.0 million in certain circumstances, as set forth in the Facility. In fiscal 2005, an aggregate of $32.9 million was drawn down from the
Facility. In October 2005, $14.0 million was drawn down from the Facility at an effective interest rate of 6.9%, and this rate is effective through
October 2006. As of April 30, 2006, $3.1 million remains available to the Company under the Facility.

In addition, the set interest rate on $26.4 million of draw downs under the Facility expired on April 26, 2006 and was reset as follows: $25.0
million at an effective interest rate of 7.36%, which is effective through July 25, 2006, and $1.4 million at an effective interest rate of 7.6%,
which is effective through April 26, 2007.

On August 26, 2005, the Company entered into an $11.0 million term loan payable over 10 years to finance the cost of two properties used to
house most of the Company s telecom network infrastructure. The loan bears interest at the rate of 5.60% per annum and is payable in monthly
installments consisting of principal and interest beginning on October 1, 2005, with the last installment payable on August 1, 2015. The loan is
secured by a mortgage on the two properties.

Note 7 Stock Repurchase Program

The Company s Board of Directors has authorized the repurchase of up to 15 million shares of IDT Class B common stock and up to 5 million
shares of IDT common stock. In the nine months ended April 30, 2006, the Company repurchased an aggregate of 5.2 million shares of IDT
common stock and Class B common stock for $63.7 million. Through April 30, 2006, under the Company s existing stock repurchase program,
the Company repurchased an aggregate of 6.4 million shares of IDT common stock and Class B common stock for an aggregate purchase price
of $79.3 million.

During the nine months ended April 30, 2006, the Company acquired an aggregate of 0.3 million shares of its Class B common stock held by
certain of its employees for $3.8 million.

Note 8 Business Segment Information

The Company has six reportable business segments: Retail Telecommunications Services, Wholesale Telecommunications Services, IDT
Entertainment, Voice over IP, IDT Capital and IDT Solutions. The operating results of these business segments are distinguishable and are
regularly reviewed by the Company s chief operating decision maker.

The Retail Telecommunications Services business segment markets and sells primarily prepaid and rechargeable calling cards and consumer
local, long distance and wireless phone services. The Wholesale Telecommunications Services business segment consists of wholesale carrier
services provided to other long distance carriers. The IDT Entertainment business segment consists of animated and live-action production
operations and home video entertainment operations that comprise an increasingly integrated full-service entertainment company. The Voice
over IP business segment consists mostly of Net2Phone, a provider of VoIP telephony products and services and of cable and other broadband
telephony services. The IDT Capital business segment consists primarily of retail energy, brochure distribution and call center services. Up until
January 19, 2006, the Company operated its IDT Solutions business segment through its IDT Spectrum and Winstar Holdings, LLC subsidiaries.
On January 19, 2006, the Company consummated the sale of its remaining Winstar operations, which consisted mostly of contracts for the
provision of voice and data services to U.S. government customers (see Note 11). IDT Spectrum holds a significant number of licenses for
commercial fixed wireless spectrum in the United States, and is developing a fixed wireless network platform that will integrate the wireless
spectrum with operational management capabilities and a flexible architecture to serve the specialized backhaul and telecommunications
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The Company evaluates the performance of its business segments based primarily on operating income (loss). All overhead is allocated to the
business segments, except for certain specific corporate overhead, such as corporate management compensation, investor and public relations

costs, corporate legal and governance costs, and certain insurance and facilities costs. Operating results presented for the business segments of
the Company are as follows (in thousands):

Retail Wholesale
Telecommunication¥'elecommunications IDT Voice IDT IDT
Services Services Entertainment  over IP Capital Solutions Corporate Total
Three Months Ended
April 30, 2006
Revenues $ 364,002 $ 121,102 $ 41,841 $ 24022 $ 37,746 $ 345  § $ 589,058
Operating loss (44.,369) (7,619) (4,942) (14,192) (3,226) (3,706) (12,921) (90,975)
Restructuring and
impairment charges 3,374 1,022 1,796 146 6,338
Three Months Ended
April 30, 2005
Revenues $ 375,624 $ 140,733 $ 45956 $ 17,124 $ 11,075 $ 1,596 $ $ 592,108
Operating income
(loss) 10,899 (4,510) 3,139 (11,538) (3,256) (8,788) (15,432) (29,486)
Restructuring and
impairment charges 492 3,085 3,577
Retail Wholesale
Telecommunication¥'elecommunications IDT Voice IDT IDT
Services Services Entertainment  over IP Capital Solutions Corporate Total
Nine Months Ended
April 30, 2006
Revenues $ 1,096,172  $ 388,001 $ 138,429 $ 70,736 $112,589 $ 3,422 $ $ 1,809,349
Operating loss (40,831) (20,977) (4,061) (31,636) (10,679) (28,309) (44,012) (180,505)
Restructuring and
impairment charges 3,374 1,022 1,235 2,250 7,881
Nine Months Ended
April, 2005
Revenues $ 1,170,702  $ 398,174 $ 147461 $ 53291 $ 24910 $ 7483 $ $ 1,802,021
Operating income
(loss) 40,296 (12,152) 9,688 (28,027) (9,704) (32,972) (40,239) (73,110)

Restructuring and

impairment charges

(reversals) 2,093 (14) 12,913 14,992
Revenues and operating income of Corbina, which were previously included in the Company s telecommunications segments for the three and
nine months ended April 30, 2005 and 2006 have been classified as discontinued operations.

Note 9 Earnings Per Share

The Company computes earnings per share under the provisions of SFAS No. 128, Earnings per Share, whereby basic earnings per share is
computed by dividing net income (loss) attributable to all classes of common shareholders by the weighted average number of shares of all
classes of common stock outstanding during the applicable period. Diluted earnings per share is determined in the same manner as basic
earnings per share, except that the number of shares is increased to include non-vested restricted stock and to assume exercise of potentially
dilutive stock options and contingently issuable shares using the treasury stock method, unless the effect of such increase is anti-dilutive.

For the three and nine months ended April 30, 2006 and 2005, the diluted earnings per share amounts equal basic earnings per share because the
Company had net losses from continuing operations and the impact of the assumed exercise of stock options, non-vested restricted stock and
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contingently issuable shares would have been anti-dilutive. The following securities have been excluded from the dilutive earnings per share
computation (in thousands):
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At April 30, At April 30,
2006 2005
Stock options 14,981 13,957
Non-vested restricted stock 1,250 2,100
Contingently issuable shares 83 60
Total 16,314 16,117
Note 10 Comprehensive Loss
The Company s comprehensive loss consists of the following (in thousands):
Three Months Ended Nine Months Ended
April 30, April 30,
2006 2005 2006 2005
Net loss $(8,619) $(14,333) $(92,179) $(43,791)
Foreign currency translation adjustments 3,710 27 3,436 4,394
Unrealized (loss) gains in available-for-sale securities (1,905) (13,122) 562 (3,639)

Comprehensive loss

Note 11 Restructuring and Impairment Charges

$(6.814) $(27,482) $

The Company s restructuring and impairment charges consist of the following (in thousands):

IDT Solutions:
Workforce reductions

Real estate network and connectivity reductions
Other

IDT Capital

IDT Telecom

IDT Entertainment
Voice over IP

Total

Three Months Ended

April 30,
2006 2005

$ 46 $ 504

51 2,092

49 490

146 3,086
3,374
1,022

1,796 491

$ 6,338 § 3,577

(88,181) $(43,036)

Nine Months
Ended

April 30,
2006 2005

$ 138 § 508

1,484 10,890
628 1,515
2,250 12,913
(14)
3,374
1,022
1,235 2,093

$7,881 $14,992

Towards the end of the Company s third quarter of fiscal 2006, the Company initiated a company-wide restructuring and cost savings program,
which has resulted in the elimination of approximately 375 positions to date, of which more than 270 were IDT Telecom customer service
related. These reductions have resulted in approximately $14 million in severance costs, of which $5.2 million has been recorded as restructuring

charges in the third quarter of fiscal 2006 as discussed below.

IDT Solutions
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On May 12, 2004, the Company announced a restructuring plan for IDT Solutions, including the exit from its retail communications business, by
ending the provision of switched services. As of November 1, 2004, all of IDT Solutions commercial customers had found replacement services
and were no longer on the Winstar network. The restructuring plan included reductions to IDT Solutions workforce, real estate network and
network connectivity, as well as the impairment of assets to their estimated net recoverable value.

On January 19, 2006, the Company consummated the sale of its remaining Winstar operations, which consisted mostly of contracts for the
provision of voice and data services to U.S. government customers. The sale of the business did not meet the criteria for discontinued operations.
With the disposition of the remaining government customers that were on Winstar s network, the restructuring plan was completed.
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Real estate network and connectivity reductions

As part of the restructuring plan, the Company has terminated leases and related connectivity on all the buildings on Winstar s network. During
the three and nine months ended April 30, 2005, the Company recorded real estate network reduction charges of $0.6 million and $1.4 million,
and connectivity reduction charges of $1.5 million and $9.5 million, respectively. During the three and nine months ended April 30, 2006, the
Company recorded real estate network reduction charges of $0.1 million and $1.5 million, respectively.

IDT Telecom

In July 2005, the Company signed a long-term wholesale services agreement with Verizon Communications Inc. for local phone service,
effective August 1, 2005, for Verizon to provide the Company with dial tone services or access to its local networks for a period of up to five
years. However, despite this agreement with Verizon, the Company has not been able to attract new customers at an economically-feasible cost,
and has therefore halted marketing its local bundled phone service. As a result, during the third quarter of fiscal 2006, the Company made the
decision to shut down its Newark call center eliminating the positions of more than 270 customer service personnel and recorded severance
related charges of $3.4 million, during the three and nine months ended April 30, 2006.

IDT Entertainment

During the third quarter of fiscal 2006, as required by Statement of Position 00-2 Accounting by Producers or Distributors of Films ( SOP 00-2 ),
IDT Entertainment impaired the capitalized balances of film costs, aggregating $1.0 million, relating to Monster Monster Trucks and Cabbage
Patch Kids, since they have not been set for production within three years from the time of the first capitalized transaction. No such impairments
were recorded during the three and nine months ended April 30, 2005.

VolP

In March 2006, after completion of the Net2Phone merger, the Company began the process of integrating Net2Phone s operations and support
functions to achieve synergies and costs savings. As a result, the Company eliminated certain positions and recorded severance related accruals
of $1.6 million during the three and nine months ended April 30, 2006. The remaining charges for fiscal 2006 and fiscal 2005 related to
previously announced contract termination and exit costs. Net2Phone is presently being integrated into the Company s Telecom division.

Reserve summary

The following table summarizes the remaining reserve balances related to restructuring and impairment charges:

Balance at Balance at
July 31, Charged to Non-cash Reserve April 30,
2005 Expense Payments Charges Adjustments 2006
IDT Solutions:
Workforce reductions $ $ 138 $ (138) % $ $
Real estate network and connectivity reductions 378 1,484 (1,862)
Other 565 628 (958) 235
943 2,250 (2,958) 235

Voice over [P 2,472 1,235 957) (773) 315 2,292
IDT Telecom 3,374 3,374
IDT Entertainment 1,022 (1,022)
Total $ 3415 $ 7,881 $ (3915 $ (1,795 $ 315 $ 5901

Note 12 Legal Proceedings and Contingencies

Table of Contents 27



Edgar Filing: IDT CORP - Form 10-Q

Legal proceedings in which the Company is involved are more fully described in the Company s Annual Report on Form 10-K for the year ended
July 31, 2005 and updated with material developments, if any, in the Company s Quarterly Reports on Form 10-Q for the three months ended
October 31, 2005 and January 31, 2006. Unless otherwise indicated in this Report or the Quarterly Reports described above, all legal

proceedings discussed in that Annual Report and in those Quarterly Reports remain outstanding.
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IDT Telecom

In the third quarter of fiscal 2006, the U.S. calling card business recorded a $48.1 million accrual for various telecom regulatory agency fees
including: Telecommunications Relay Services Fund (TRS), Federal Communications Commission (FCC) and Universal Service Fund (USF)
for the period through April 30, 2006. These charges reflect what the Company believes at this time to be its liability to all such agencies, given
the methodologies used by the Universal Service Administration Corporation (USAC) for calculation of USF related fees, in its recently
completed audit of the Company s U.S. calling card business for calendar years 2000-2004. IDT has filed an appeal related to the audit findings,
and will vigorously contest the imposition of these fees.

In addition to the foregoing, the Company is subject to other legal proceedings that have arisen in the ordinary course of business and have not
been finally adjudicated. Although there can be no assurance in this regard, in the opinion of management, none of the legal proceedings to
which the Company is a party will have a material adverse effect on its results of operations, cash flows or its financial condition.

Note 13 American Jobs Creation Act

On October 22, 2004 the American Jobs Creation Act (the Act ) was signed into law. The Act includes a deduction of 85 percent of certain
foreign earnings that are repatriated, as defined in the Act, in either an enterprise s last tax year that began before the enactment date, or the first
tax year that begins during the one-year period beginning on the date of enactment. Under the Act, the Company has the potential to repatriate
up to $500 million of foreign earnings. The Company is in the process of evaluating the effects of the Act, and at this time, cannot predict an
estimated completion date of any decision that it may make in regards to the Act. Accordingly, the Company cannot estimate the amount of
taxes that may be payable on the eventual distribution of these foreign earnings.

Note 14 Altice Agreement

On November 4, 2004, Net2Phone entered into cable telephony license agreements (the Agreements ) with three Altice One cable properties
(collectively Altice ), to enable Altice to offer Net2Phone VolP solutions to its subscribers in Belgium, Luxembourg and France. The
Agreements with Altice provide that, in the event of a change in control to any of Altice s cable systems, Altice is required to either terminate the
Agreements and remit a predetermined buyout payment to Net2Phone, or cause the acquirer of a controlling interest to be bound by the
Agreements.

On November 15, 2005, Altice notified Net2Phone that a third party had acquired a controlling interest in Altice, that the third party would not
agree to be bound by all of Altice s obligations under the Agreements, and that therefore, the Agreements were being terminated. As a result,
Altice wired an $18.8 million buyout payment to Net2Phone. This amount is materially less than the predetermined buyout payment Net2Phone
believes is required by the Agreements. Net2Phone has informed Altice and its third-party acquirer that the buyout provisions of the Agreements
require an additional payment of approximately 25 million and that Net2Phone reserves its rights to all claims that may result from the
termination. Net2Phone has initiated arbitration proceedings in accordance with the Agreements to achieve a satisfactory resolution of its claims.
There can be no assurance that Net2Phone will receive any additional termination proceeds from Altice. On February 24, 2006 Altice filed an
answer and counterclaim. Altice claims that the $18.8 million that it sent to Net2Phone was more than Net2Phone was entitled to under the
claim. As such, Altice asks for a refund of an undetermined amount.

In connection with the receipt of the $18.8 million payment from Altice, the Company recognized a gain of $7.9 million from the termination of
the Agreements, which is classified within investment and other income, net in the nine months ended April 30, 2006.

Note 15 Settlement of Aplio Obligation

On July 7, 2000, Net2Phone acquired all of the outstanding capital stock of Aplio, S.A. ( Aplio ), a company located in France which owned
technology that enabled VoIP hardware devices to provide Net2Phone services. In the third quarter of fiscal 2001, Net2Phone discontinued
Aplio s operations.

Pursuant to settlement agreements with the former Aplio stockholders, Net2Phone made certain payments and transfers to the former
stockholders in 2001 and 2002 and was required to pay the stockholders on April 30, 2003 a remaining balance of $19.2 million, less the then
current value of 585,325 shares of Net2Phone common stock previously transferred to them. On May 7, 2003, as the result of several
simultaneous transactions, the former Aplio stockholders transferred their 585,325 Net2Phone shares and assigned their rights under the
settlement agreements to Deutsche Bank AG London in

Table of Contents 29



Table of Contents

Edgar Filing: IDT CORP - Form 10-Q

16

30



Edgar Filing: IDT CORP - Form 10-Q

Table of Conten

exchange for a payment of $19.2 million. Simultaneously, Net2Phone and Deutsche Bank amended and restated the settlement agreements to
provide for the extension of the payment obligation to May 1, 2006 and payment by Net2Phone of annual interest of 3.5 percent on the unpaid
balance during the period.

Under amended and restated settlement agreements, on May 1, 2006, Net2Phone purchased from Deutsche Bank the 585,325 shares for a total
price of $19.2 million plus $0.3 million of interest.

Item 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following information should be read in conjunction with the accompanying condensed consolidated financial statements and the associated
notes thereto of this Quarterly Report, and the audited consolidated financial statements and the notes thereto and our Management s Discussion
and Analysis of Financial Condition and Results of Operations contained in our Annual Report on Form 10-K for the year ended July 31, 2005,
as filed with the U.S. Securities and Exchange Commission.

As used below, unless the context otherwise requires, the terms the Company, IDT, we, wus, and our refer to IDT Corporation, a Delaware
corporation, its predecessor, International Discount Telecommunications, Corp., a New York corporation, and their subsidiaries, collectively.

Forward-Looking Statements

This Quarterly Report on Form 10-Q, including the notes to the condensed consolidated financial statements, contains forward-looking
statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934, including
statements that contain the words believes, anticipates, expects, plans, intends, and similar words and phrases. Such forward-looking stateme
include, among other things, our plans to develop and market new products and services, improve our financial performance, enter new customer
and geographic markets, expand our European consumer phone services business, develop our animation and entertainment businesses and the
possible outcome of our litigation. Such forward-looking statements also include our expectations concerning factors affecting the markets for
our products, such as changes in the U.S. and the international regulatory environment and the demand for telecommunications services. These
forward-looking statements are subject to risks and uncertainties that could cause actual results to differ materially from the results projected in
any forward-looking statement. These risks and uncertainties include, but are not limited to, those risks discussed in this report. In addition to the
factors specifically noted in the forward-looking statements, other important factors that could result in those differences include, but are not
limited to, the fact that: each of our telecommunications business lines is highly sensitive to declining prices, which may adversely affect our
revenues and margins; because our prepaid calling cards generate the bulk of our revenues, our overall profitability is substantially dependent
upon continued operational profitability in that area, and we face significant competition; we may not be able to obtain sufficient or
cost-effective termination capacity to particular destinations; our customers, particularly our wholesale carrier customers, could experience
financial difficulties which could adversely affect our revenues and profitability if we experience difficulties in collecting our receivables; the
termination of our carrier agreements with foreign partners or our inability to enter into carrier agreements in the future could materially and
adversely affect our ability to compete in foreign countries, which could reduce our revenues and profits; our revenues will suffer if our
distributors and sales representatives, particularly Union Telecard Alliance, LLC, fail to effectively market and distribute our calling card
products, wireless products, and other services; increased competition in the consumer and business telephone market, particularly from the
regional bell operating companies, or RBOCs, and cable operators, could limit or reverse our growth in that area; the FCC may change the scope
or breadth of calling card services subject to Universal Service Fund obligations, which could negatively affect our calling card services; we rely
on a few major customers in realizing our home entertainment video distribution revenues and a reduction in our business with these customers
could have an adverse effect on us; a significant portion of our home entertainment video distribution revenues comes from a small number of
titles; a loss of our rights to these titles, or our failure to replace them when our rights expire, could significantly harm our home entertainment
video distribution business; the success of IDT Entertainment may depend on audience acceptance of our computer generated (CG) animated
feature films, and live-action productions, which is extremely difficult to predict and therefore inherently risky; animated films are expensive to
produce and the uncertainties inherent in their production could result in the expenditure of significant amounts on films that are canceled or
significantly delayed, which would adversely affect our revenues and financial condition; piracy, including digital and Internet piracy, may
decrease revenues received from the exploitation of our entertainment products; we have incurred significant losses since our inception, which
could cause the trading price of our stock to decline; our growth strategy depends, in part, on our acquiring complementary businesses and assets
and expanding our existing operations, which we may be unable to do; our revenues may be adversely affected if we fail to protect our
proprietary technology or enhance or develop new technologies; we may be subject to claims

17

Table of Contents 31



Edgar Filing: IDT CORP - Form 10-Q

Table of Conten

of infringement of intellectual property rights of others; federal, state, local and international government regulations, including the recent FCC
rule changes and litigation finding in the United States discussed below, may reduce our ability to provide services or negatively affect the
profitability of our business; we may become subject to increased price competition from other carriers due to federal regulatory changes in
determining international settlement rates; holders of our Class B common stock have significantly less voting power than holders of our

Class A common stock and our common stock; IDT is controlled by its principal stockholder, which limits the ability of other stockholders to
affect the management of IDT; and other factors and risks set forth in our Annual Report on Form 10-K for fiscal 2005 and our other filings with
the Securities and Exchange Commission. The forward-looking statements are made as of the date of this report and we assume no obligation to
update the forward-looking statements, or to update the reasons why actual results could differ from those projected in the forward-looking
statements. Investors should consult all of the information set forth herein and the other information set forth from time to time in our reports
filed with the United States Securities and Exchange Commission pursuant to the Securities Act of 1933 and the Securities Exchange Act of
1934, including our Annual Report on Form 10-K for fiscal 2005.

Overview
General

We are a multinational telecommunications, entertainment and technology company. We conduct our operations primarily through four

operating subsidiaries: (i) IDT Telecom, which comprises our Retail Telecommunications Services and Wholesale Telecommunications Services
segments, and whose primary offerings are prepaid and rechargeable calling cards, consumer local, long distance and wireless phone services,

and wholesale carrier services; (ii) IDT Entertainment, which comprises our IDT Entertainment segment, whose offerings consist of animated

and live-action production operations, both proprietary and for-hire, and home entertainment distribution; (iii) Net2Phone, which comprises our

Voice over IP segment, whose offerings include Voice over Internet Protocol ( VoIP ) PacketCable, Session Initiation Protocol ( SIP ) and wireless
solutions; and (iv) IDT Capital, which comprises our IDT Capital segment, and whose primary offerings are retail energy, brochure distribution

and call center services. IDT Spectrum was formed in January 2005 to own and exploit our fixed wireless spectrum and related assets. IDT

Spectrum is currently exploring various strategic alternatives in the capital markets.

Sale of IDT Entertainment

On May 15, 2006, IDT and Liberty Media Corporation entered into a binding Term Sheet for the sale of IDT Media, Inc. (the corporate parent of
IDT Entertainment) to Liberty Media in exchange for all of Liberty Media s interests in IDT, including Liberty Media s 17.2 million shares of
IDT Class B common stock and Liberty Media s approximately 4.8% interest in IDT Telecom, $186 million in cash (subject to certain
adjustments) and the assumption of all of IDT Entertainment s existing indebtedness at closing. IDT will also be eligible to receive additional
consideration from Liberty Media based upon appreciation of the value of IDT Entertainment over the five-year period following the closing of
the transaction or such shorter period under specified circumstances.

The sale is subject to certain customary conditions and contingencies, including the finalization and execution of definitive documentation. The
sale is anticipated to be consummated during the fourth quarter of fiscal 2006. The sale met the criteria to be reported as a discontinued
operation in the fourth quarter of fiscal 2006 and accordingly, IDT Entertainment s results of operations will be reclassified in the fourth quarter
of fiscal 2006 as part of discontinued operations.

The IDT Entertainment segment generated revenues of $138.4 million in the nine months ended April 30, 2006. IDT Entertainment consists
primarily of animation and live-action production operations as well as a home entertainment distribution business. Through studios based in the
United States and Canada, IDT Entertainment develops and produces 2D and 3D animated content for distribution theatrically, on television, and
direct-to-video/DVD. Production is focused on proprietary content and is also performed for third parties. The division also develops and
produces live-action content for television and direct-to-video/DVD distribution.

Our first computer generated animation film, Everyone s Hero is scheduled to reach over 2,000 domestic theaters the weekend of
September 15, 2006. During the second quarter of fiscal 2006, our second film, Space Chimps, was al