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j2 Global Communications 
Inc. 
(JCOM:NASDAQ) Outperform 2
 

j2 provides Internet-based fax, voice and data services to individuals and 
businesses.  The company is the world`s leader in Internet fax, offering the 
benefits of security, ease of use and efficiency.  Based in Los Angeles, 
California, j2 was founded in 1995 and has about 175 employees. 

 

JCOM:  Strong Finish to 2004 
 

♦ j2 Global posted strong 4Q results: EPS of $0.37 vs. our $0.34 
estimate and revenue of $29.8 million (46% year-over-year) vs. our 
$29.5 million estimate.  The EPS upside came from a lower tax rate, 
28% vs. our 35% estimate; other income was $400,000 lower than 
expected because of one-time items.   Operating margins were 
44%.  Usage-based revenues grew modestly sequentially in a 
seasonally weak quarter; in 4Q03 they were down sequentially.  Net 
subscriber adds were in-line at 38,800 bringing the total base to 
553,949; ARPU of $16.87 vs. our estimate of $17.00.   Churn 
increased modestly to 2.7% from 2.6%, but in line with historic 
levels. 

♦ We are increasing our 2005 EPS estimate to $1.72 from $1.58 on a 
lower tax rate, 28% vs. 35%.  Revenue growth of 37% to $145 
million and operating margin of 41.6%.  Guidance is $1.70-$1.75.  
Our 06 estimate goes to $2.15 from $1.98 on a lower tax rate; 30% 
revenue growth. 

♦ j2 has laid a foundation for continued growth in 2005, with a strong 
domestic marketing campaign, development of corporate channels, 
and several international initiatives.   While taking a quarter longer 
than expected, closure of corporate deals began at the end of 3Q 
and that pattern continued through 4Q.  We would not be surprised 
to see the corporate market amount to 5%-10% of revenue by the 
end of 2005.  j2 has put in place a solid foundation for international 
growth, launching programs in several countries and having a 
presence in 1500 cities versus 1400 last quarter.  Total non-US hits 
to j2’s Web site increased 29% year-over-year.  Finally, traffic to j2’s 
Web sites remains the main source of paid subscribers.   

♦ We are raising our price target to $43 from $40 based on a 25x P/E 
multiple applied to our $1.72 2005 EPS estimate, and in-line with 
other valuation metrics such as EV/FCF/G and DCF.   j2 has $93.8 
million in cash and nominal debt.   
EPS  Q1 Q2 Q3 Q4 Full 

FY= Dec Mar Jun Sep Dec Year 
 2003A $0.20 $0.24 $0.28 $0.32 $1.04 
Old 2004E 0.25A 0.29A 0.32A 0.34 1.20 
New 2004A 0.25 0.29 0.32 0.37 1.23 
Old 2005E 0.36 0.38 0.41 0.42 1.58 
New 2005E 0.39 0.41 0.44 0.47 1.72 
Old 2006E 0.45 0.49 0.51 0.53 1.98 
New 2006E 0.49 0.53 0.55 0.58 2.15 
Rows may not add due to rounding.  

EQUITY 
RESEARCH 

 
February 4, 2005 

 
Communications Software 

Company Comment 

Mike Latimore 
(404) 442-5862 
Michael.Latimore@RaymondJames.com 
 
 
Current Price 
(2/3/2005 ) $33.99 
Projected 12-Month Target Price: 
Old: $40.00 New: $43.00 
 
52-Week Range $36.35-$18.82 
Dividend/Yield $0.00/0.0% 
Book Value (12/04) $5.42 
Suitability Aggressive Growth 
 
Shares Out. (mil.) 25.6 
Market Cap. (mil.) $870 
Avg. Daily Vol. (10 day) 415,128 
 
Proj. 3-Yr EPS Growth Rate 25%
ROE 29% 
LT Debt (mil.)/% Cap. $1/1%
 
P/E Ratios 
2005E 19.8x 
2006E 15.8x 
 
Revenues (mil.) 
 Old New 
2003A $72 $72 
2004A $106 $106 
2005E $144 $145 
2006E $189 $189 
   
   
   
   
   
   

Please read disclosure/risk information on page 4 and Analyst Certification on page 5. 
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Other Earnings Release Highlights 

• j2 closed out a strong year with 48% year-over-year revenue growth and 71% growth in pretax 
earnings.  Cash grew by almost $30 million to $93.8 million. 

• The number of marketing partnerships increased to 28 in the quarter. 
• Free DID customers grew by about 1 million in the quarter. 
• The company expects ARPU to be stable at about $17.   
• Fixed represented 72% of subscription revenue, consistent with historical trends. 
• FCF hit $11 million in the quarter on cap ex of $4 million. 
• Guidance for 1Q is $32.2 million and $0.39, assuming some increase in S&M primarily.   R&D should 

trend up modestly during year and G&A down modestly after being up slightly in 1Q from slightly 
more D&A.  

• New product areas are another potential growth driver and include enhanced voice mail (such as 
virtual call answering), unified messaging and email services. 
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Important Investor Disclosures 
Stock Ratings: The common stock of j2 Global Communications Inc. currently has an Outperform rating. Within our 
four-tiered rating system, Strong Buy (SB1) means that the stock is expected to appreciate and produce a total return of 
at least 15% and outperform the S&P 500 over the next six months; for higher-yielding and more conservative equities, 
such as REITs and certain MLPs, a total return of at least 15% is expected to be realized over the next 12 months. 
Outperform (MO2) means the stock is expected to appreciate and outperform the S&P 500 over the next 12 months; for 
higher-yielding and more conservative equities, such as REITs and certain MLPs, an Outperform rating is used for 
securities where we are comfortable with the relative safety of the dividend and expect a total return modestly exceeding 
the dividend yield over the next 12 months. Market Perform (MP3) means the stock is expected to perform generally in 
line with the S&P 500 over the next 12 months and is potentially a source of funds for more highly rated securities; and 
Underperform (MU4) means the stock is expected to underperform the S&P 500 or its sector over the next six to 12 
months and should be sold. 

Out of approximately 585 stocks in the Raymond James coverage universe, 52% have Strong Buy or Outperform ratings 
(Buy), 39% are rated Market Perform (Hold) and 8% are rated Underperform (Sell). Within those rating categories, 37% 
of the Strong Buy or Outperform (Buy) rated companies either currently are or have been Raymond James Investment 
Banking clients within the past three years; 19% of the Market Perform (Hold) rated companies are or have been clients 
and 18% of the Underperform (Sell) rated companies are or have been clients. 

Analyst Holdings and Compensation: Equity analysts and their staffs at Raymond James are compensated based on 
a salary and bonus system.  Several factors enter into the bonus determination including quality and performance of 
research product, the analyst's success in rating stocks versus an industry index, and support effectiveness to trading 
and the retail and institutional sales forces.  Other factors may include but are not limited to: overall ratings from internal 
(other than investment banking) or external parties and the general productivity and revenue generated in covered 
stocks.  

Raymond James Relationships: RJA expects to receive or intends to seek compensation for investment banking 
services from the subject companies in the next three months. 

 
Company Name Disclosure 

j2 Global Communications 
Inc. 

Raymond James & Associates makes a NASDAQ market in shares of JCOM. 

 
Target Prices: The information below indicates our target price and rating changes for JCOM stock over the past three 
years. 
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Coverage Suspended Target Price and Rating Change Split Adjustment
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j2 Global Communications Inc. (JCOM) 3 yr. Stock Performancej2 Global Communications Inc. (JCOM) 3 yr. Stock Performance

Date: 02/02/05

MO $40.00

Analyst Recommendations & 12 Month Price Objective
SB:   Strong Buy           NA:   Not Applicable
MO:   Outperform           NM:   Not Meaningful
MP:   Market Perform       UR:   Under Review
MU:   Underperform         
NR:   Not Rated            

As of 01/24/00 only stocks rated Strong Buy
or Outperform have target prices assigned.
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Valuation Methodology:  The Raymond James methodology for assigning ratings and target prices includes a number 
of qualitative and quantitative factors including an assessment of industry size, structure, business trends and overall 
attractiveness; management effectiveness; competition; visibility; financial condition, and expected total return, among 
other factors.  These factors are subject to change depending on overall economic conditions or industry- or company-
specific occurrences.  We use several valuation methods to derive a price target:  EV/FCF/G, DCF, PEG, P/E, 
EV/EBITDA and comparables. 
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General Risk Factors: Following are some general risk factors that pertain to the projected 12-month target prices 
included on our research for stocks rated Strong Buy or Outperform:  (1) Industry fundamentals with respect to customer 
demand or product / service pricing could change and adversely impact expected revenues and earnings; (2) Issues 
relating to major competitors or market shares or new product expectations could change investor attitudes toward the 
sector or this stock; (3) Unforeseen developments with respect to the management, financial condition or accounting 
policies or practices could alter the prospective valuation; or (4) External factors that affect the U.S. economy, interest 
rates, the U.S. dollar or major segments of the economy could alter investor confidence and investment prospects. 

Specific Investment Risks Related to the Industry or Issuer 

Communications Software Industry Risk Factors 
The Communications Software group is impacted by enterprise and carrier IT spending patterns, as well as timing and 
magnitude of new technology and service deployments. 

Potential Risks 
A low net sub add in any one quarter, emerging market, competition from unified messaging service providers, wide 
acceptance of digtal signatures, and major changes in the universal service fund. 

 

 

 

 

 

Complete Risk and Disclosure information, as well as more information on the Raymond James rating system 
and suitability categories, is available at www.rjcapitalmarkets.com/SearchForDisclosures_main.asp. Copies of 
research or Raymond James’ summary policies relating to research analyst independence can be obtained by 
contacting any Raymond James & Associates or Raymond James Financial Services office (please see 
www.rjf.com for office locations) or by calling (727) 567-1000 or sending a written request to the Equity Research 
Library, Raymond James & Associates, Inc., Tower 3, 6th Floor, 880 Carillon Parkway, St. Petersburg, FL  33716. 

 

Investors should consider this report as only a single factor in making their investment decision. 

The views expressed in this report accurately reflect the personal views of the analyst(s) covering the subject 
securities. No part of said person's compensation was, is, or will be directly or indirectly related to the specific 
recommendations or views contained in this research report. 

Additional information is available on request. This document may not be reprinted without permission. 


