
North America Equity Research 
06 May 2008 
 

DivX, Inc Overweight 

1Q08 Results: Solid, Guidance Upped; Adj Ests $7.74 
05 May 2008 

Applied Technologies 

Paul Coster, CFAAC 

(1-212) 622-6425 
paul.coster@jpmorgan.com 

Sandeep Madhur 
(1-212) 622-5612 
sandeep.x.madhur@jpmchase.com 

Mark Strouse 
(1-212) 622-8244 
mark.w.strouse@jpmorgan.com 

 

6

10

14

18

$

May-07 Aug-07 Nov-07 Feb-08 May-08

    

Price Performance

 YTD -1M -3M -12M 

Absolute -46.3% 9.3% -48.7% -57.2% 

Source: RIMES, Reuters. 

DivX, Inc (DIVX;DIVX US) 
 2007A 2008E

(Old)
2008E

(New)
2009E

(Old)
2009E

(New)
EPS ($) 
 Q1 (Mar) 0.10 0.01A 0.07A 0.12 0.14
 Q2 (Jun) 0.03 0.05A 0.04A 0.10 0.09
 Q3 (Sep) 0.02 0.07A 0.08A 0.12 0.11
 Q4 (Dec) 0.11 0.08A 0.10A 0.16 0.16
 FY 0.26 0.22A 0.28A 0.51 0.50
Revenues FY ($ mn) 85 100A 99A 120 119
Source: Company data, JPM estimates. PF FY07A=$0.57.  
PF FY 08: 1QA=$0.18, 2QE=$0.10, 3QE=$0.14, 4QE=$0.16, FY08E=$0.57 (prev $0.52) 
PF FY 09: 1QE=$0.20, 2QE=$0.16, 3QE=$0.17, 4QE=$0.22, FY09E=$0.80 (prev $0.78) 

 
Company Data 
Price ($) 7.74
Date Of Price 05 May 08
52-week Range ($) 19.35 - 6.12
Mkt Cap ($ mn) 273.66
Fiscal Year End Dec
Shares O/S (mn) 35 
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DIVX, under a new leadership team, beat 1Q EPS expectations and upped 
2008 guidance. Though 2008 is depicted as an investment year, the 
earnings power in the now-isolated licensing business (post Stage6) is 
clearer. Guidance factors in slowing DVD sales, so it appears to be 
conservative.  We’ve upped estimates. Reiterate Overweight. 

• DIVX easily beat 1Q PF EPS expectations, reporting $0.18 EPS (up 
50% y/y) on record sales of $25.0mm (up 24% y/y) that aligned with 
consensus (JPMe $0.15 EPS/$25.5mm, Street $0.14/$25mm). Licensing 
(76.2% of total revenue) and media distribution both came in 
approximately aligned with our forecast, gross margins at 95.2% aligned, 
so the beat came from good expense discipline below the line. 

• Encouraging guidance. DIVX, moving to full-year guidance henceforth 
(similar to Dolby) looks for 2008 PF EPS of $0.52-$0.58 on sales of 
$95-$100mm, which is ahead of our above-consensus EPS forecast, and 
underscores the earnings power in this licensing business (JPMe 
$0.52/$100mm, Street $0.47/$98.2mm). Even in an investment year, 
DIVX is tracking 08 PF operating margins of about 27%. Guidance, 
factors in slowing DVD sales and slow adoption of Blu-Ray players. 

• DIVX could become the de facto open standard for video 
compression, storage, sharing and playback in the internet and on CE 
devices. DIVX’s codecs, DRM, and interoperability software are 
securing design-wins that should fuel high-margin licensing growth on 
DVDs and other products. Premium content distribution, enabled by 
DIVX, could come to market in late 2008, spurring viral adoption.    

• Reiterate Overweight. At an aftermarket indication of $9.00, DIVX is 
trading at 11.3 times our 09 PF EPS of $0.80, a 32% discount to the 
mean of our coverage. The stock is particularly compelling on an ex-cash 
multiple of 9.3 times our ex-interest income 09 PF EPS estimate of $0.70.  
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Review of DIVX’s 1Q08 Results 
DIVX beat 1Q PF EPS expectations, reporting $0.18 EPS (up 50% y/y) on record 
sales of $25.0mm (up 24% y/y) that aligned with consensus (JPMe $0.15 
EPS/$25.5mm, Street $0.14/$25mm). Licensing (76.2% of total revenue) and media 
distribution both came in approximately aligned with our forecast, gross margins at 
95.2% aligned, so the beat came from good expense discipline below the line. The 
company is also seeing momentum in new product categories such as mobile 
handsets (i.e. LG Viewty, LG Secret and Samsung F500) and Digital TVs (with over 
80 LG and HP models). 

Table 1: Comparison of DIVX's 1Q08 Results vs. JPM/Street Estimates 
 JPMe  Street  DivX Results & Guidance 
 1Q08E 2Q08E FY08E  1Q08E 2Q08E FY08E  1Q08A 2Q08E FY08E 

Revenue $25.5m $22.7m $100.3m  $25.0m $21.5m $98.2m  $25.0m $20.5-21.5m $95-100m 
PF Gross Margin 94.5% 94.1% 94.4%  NA NA NA  95.2% NA 95.0% 
PF Operating Margin 30.0% 23.3% 27.1%  NA NA NA  31.0% NA NA 
GAAP EPS $0.01  $0.05  $0.22   NA NA NA  $0.07  $0.03-0.05 $0.24-0.30 
PF EPS $0.15  $0.11  $0.52   $0.14  $0.07  $0.47   $0.18  $0.09-$0.11 $0.52-0.58 
Source: FactSet, JPMorgan estimates, Company reports. 
 

Increasing penetration is offsetting DVD player weakness. Global penetration of 
DVD players with DivX-certification has grown from ~20% in Sept 06 to 42% in the 
latest quarter reported (see Figure 1). We believe DIVX can offset weakness in the 
standard definition DVD player market by increasing its penetration, as more OEMs 
look to use DivX-compatibility as part of a differentiating feature set.  

Figure 1: DIVX’s increasing global penetration is offsetting weakness in the DVD player market 
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Source: Company reports, JPMorgan estimates. 
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Valuation and Rating Analysis 
Reiterate Overweight. At an aftermarket indication of $9.00, DIVX is trading at 
11.3 times our 09 PF EPS of $0.80, a 32% discount to the mean of our coverage. The 
stock is particularly compelling on an ex-cash multiple of 9.3 times our ex-interest 
income 09 PF EPS estimate of $0.70.    

In addition, we believe there is considerable longer-term upside to our EPS forecast 
owing to the multiple growth opportunities that DIVX is pursuing, justification in our 
view for a premium valuation multiple. We anticipate very high volatility in DIVX 
stock owing to uncertainties relating to the timing of market adoption of DIVX 
technology; however, we expect the stock to outperform the mean of our coverage 
universe in the next 1-2 years. 

Figure 2: DIVX trades at a significant discount to its historical P/E ratio 
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Source: FactSet, JPMorgan estimates. 

Risks to the Rating 
We could become less constructive on DIVX's prospects for the following 
reasons: 

• Termination of Stage6 may lead to loss of momentum in the core licensing 
business. 

• CE Licensing growth falls short of expectations owing to lower rates of market 
adoption, or lower per-unit royalties. 

• DIVX fails to become the de facto non-aligned MPEG4-based Codec standard 
owing to the viral emergence of an alternative, or alternatives. 

• Apple and Microsoft establish hegemony as video compression standards in the 
consumer electronics industry, forcing out non-aligned Codecs, such as DIVX. 

• DIVX becomes the target of patent disputes that slow adoption of the 
technology, or DIVX becomes involved in litigation related to copyright 
infringement or video piracy. 
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• The CE industry goes into a cyclical downturn and the rate of CE innovation 
diminishes, product cycles get longer, and DIVX’s revenues fall short of 
expectations 

• Google and YouTube force the adoption of an alternative Codec to DIVX. 

• DIVX releases faulty software that damages its credibility in the CE industry. 

• Controls at the company are still immature and there is the potential for 
execution mis-steps 
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Analyst Certification:   
The research analyst(s) denoted by an “AC” on the cover of this report certifies (or, where multiple research analysts are primarily 
responsible for this report, the research analyst denoted by an “AC” on the cover or within the document individually certifies, with 
respect to each security or issuer that the research analyst covers in this research) that: (1) all of the views expressed in this report 
accurately reflect his or her personal views about any and all of the subject securities or issuers; and (2) no part of any of the research 
analyst’s compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the 
research analyst(s) in this report.  

Important Disclosures  
 

• Market Maker: JPMSI makes a market in the stock of DivX, Inc.  
• Client of the Firm: DivX, Inc is or was in the past 12 months a client of JPMSI; during the past 12 months, JPMSI provided to the 

company non-investment banking securities-related service.  
• Investment Banking (next 3 months): JPMSI or its affiliates expect to receive, or intend to seek, compensation for investment 

banking services in the next three months from DivX, Inc.  
• Non-Investment Banking Compensation: JPMSI has received compensation in the past 12 months for products or services other 

than investment banking from DivX, Inc.  
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DivX, Inc (DIVX)  Price Chart

OW $30

OW OW OW 

Source: Reuters and JPMorgan; price data adjusted for stock splits and dividends.
Initiated coverage Nov 01, 2006. This chart shows JPMorgan's continuing coverage of this stock; the current analyst may
or may not have covered it over the entire period.
JPMorgan ratings: OW = Overweight, N = Neutral, UW = Underweight.

 

Date Rating Share Price 
($) 

Price Target 
($) 

01-Nov-06 OW 22.84 - 
04-Jan-07 OW 21.92 30.00 
29-May-07 OW 13.95  --  
01-Oct-07 OW 15.17  --  

 

Explanation of Equity Research Ratings and Analyst(s) Coverage Universe:   
JPMorgan uses the following rating system:  Overweight [Over the next six to twelve months, we expect this stock will outperform the 
average total return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.]  Neutral [Over the next six to twelve 
months, we expect this stock will perform in line with the average total return of the stocks in the analyst’s (or the analyst’s team’s) 
coverage universe.]  Underweight [Over the next six to twelve months, we expect this stock will underperform the average total return of 
the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] The analyst or analyst’s team’s coverage universe is the sector 
and/or country shown on the cover of each publication.  See below for the specific stocks in the certifying analyst(s) coverage universe.  
  

  

Coverage Universe: Paul Coster, CFA: Avid Technology (AVID), Cogent Systems (COGT), Cubic Corp (CUB), Digital 
Theater Systems, Inc. (DTSI), Directed Electronics, Inc. (DEIX), DivX, Inc (DIVX), Dolby Laboratories, Inc. (DLB), 
ESCO Technologies Inc. (ESE), FLIR Systems Inc (FLIR), Garmin Ltd. (GRMN), ICx Technologies, Inc. (ICXT), Itron, 
Inc (ITRI), Ituran Location and Control (ITRN), L-1 Identity Solutions (ID), LoJack Corp (LOJN), Nice Systems (NICE), 
Novatel Wireless (NVTL), OmniVision Technologies (OVTI), Palm Inc. (PALM), Plantronics Inc (PLT), Research in 
Motion (RIMM), Sandisk Corp (SNDK), Sierra Wireless Inc. (SWIR), Sonic Solutions (SNIC), TASER International Inc. 
(TASR), Trimble Navigation (TRMB), Verint Systems, Inc. (VRNT), Zoran Corp (ZRAN), iRobot Corporation (IRBT) 
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JPMorgan Equity Research Ratings Distribution, as of March 31, 2008 

 Overweight 
(buy) 

Neutral 
(hold) 

Underweight 
(sell) 

JPM Global Equity Research Coverage 46% 41% 13% 
    IB clients* 50% 51% 39% 
JPMSI Equity Research Coverage 41% 47% 11% 
    IB clients* 70% 66% 54% 

*Percentage of investment banking clients in each rating category. 
For purposes only of NASD/NYSE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold 
rating category; and our Underweight rating falls into a sell rating category. 
 

Valuation and Risks:  Please see the most recent company-specific research report for an analysis of valuation methodology and risks on 
any securities recommended herein. Research is available at http://www.morganmarkets.com , or you can contact the analyst named on 
the front of this note or your JPMorgan representative.  

Analysts’ Compensation:  The equity research analysts responsible for the preparation of this report receive compensation based upon 
various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues, which 
include revenues from, among other business units, Institutional Equities and Investment Banking.  

Other Disclosures 
 

Options related research: If the information contained herein regards options related research, such information is available only to persons who 
have received the proper option risk disclosure documents. For a copy of the Option Clearing Corporation’s Characteristics and Risks of 
Standardized Options, please contact your JPMorgan Representative or visit the OCC’s website at 
http://www.optionsclearing.com/publications/risks/riskstoc.pdf.  
  

Legal Entities Disclosures   
U.S.: JPMSI is a member of NYSE, FINRA and SIPC.  J.P. Morgan Futures Inc. is a member of the NFA. JPMorgan Chase Bank, N.A. is a 
member of FDIC and is authorized and regulated in the UK by the Financial Services Authority. U.K.: J.P. Morgan Securities Ltd. (JPMSL) is a 
member of the London Stock Exchange and is authorised and regulated by the Financial Services Authority. Registered in England & Wales No. 
2711006. Registered Office 125 London Wall, London EC2Y 5AJ. South Africa: J.P. Morgan Equities Limited is a member of the Johannesburg 
Securities Exchange and is regulated by the FSB. Hong Kong: J.P. Morgan Securities (Asia Pacific) Limited (CE number AAJ321) is regulated 
by the Hong Kong Monetary Authority and the Securities and Futures Commission in Hong Kong. Korea: J.P. Morgan Securities (Far East) Ltd, 
Seoul branch, is regulated by the Korea Financial Supervisory Service. Australia: J.P. Morgan Australia Limited (ABN 52 002 888 011/AFS 
Licence No: 238188) is regulated by ASIC and J.P. Morgan Securities Australia Limited (ABN 61 003 245 234/AFS Licence No: 238066) is a 
Market Participant with the ASX and regulated by ASIC. Taiwan: J.P.Morgan Securities (Taiwan) Limited is a participant of the Taiwan Stock 
Exchange (company-type) and regulated by the Taiwan Securities and Futures Bureau. India: J.P. Morgan India Private Limited is a member of 
the National Stock Exchange of India Limited and The Stock Exchange, Mumbai and is regulated by the Securities and Exchange Board of India. 
Thailand: JPMorgan Securities (Thailand) Limited is a member of the Stock Exchange of Thailand and is regulated by the Ministry of Finance 
and the Securities and Exchange Commission. Indonesia: PT J.P. Morgan Securities Indonesia is a member of the Jakarta Stock Exchange and 
Surabaya Stock Exchange and is regulated by the BAPEPAM. Philippines: J.P. Morgan Securities Philippines Inc. is a member of the Philippine 
Stock Exchange and is regulated by the Securities and Exchange Commission. Brazil: Banco J.P. Morgan S.A. is regulated by the Comissao de 
Valores Mobiliarios (CVM) and by the Central Bank of Brazil. Mexico: J.P. Morgan Casa de Bolsa, S.A. de C.V., J.P. Morgan Grupo Financiero 
is a member of the Mexican Stock Exchange and authorized to act as a broker dealer by the National Banking and Securities Exchange 
Commission. Singapore: This material is issued and distributed in Singapore by J.P. Morgan Securities Singapore Private Limited (JPMSS) 
[mica (p) 207/01/2008 and Co. Reg. No.: 199405335R] which is a member of the Singapore Exchange Securities Trading Limited and is 
regulated by the Monetary Authority of Singapore (MAS) and/or JPMorgan Chase Bank, N.A., Singapore branch (JPMCB Singapore) which is 
regulated by the MAS. Malaysia: This material is issued and distributed in Malaysia by JPMorgan Securities (Malaysia) Sdn Bhd (18146-x) 
which is a Participating Organization of Bursa Malaysia Securities Bhd and is licensed as a dealer by the Securities Commission in Malaysia. 
Pakistan: J. P. Morgan Pakistan Broking (Pvt.) Ltd is a member of the Karachi Stock Exchange and regulated by the Securities and Exchange 
Commission of Pakistan.  
  

Country and Region Specific Disclosures   
U.K. and European Economic Area (EEA):  Issued and approved for distribution in the U.K. and the EEA by JPMSL.  Investment research 
issued by JPMSL has been prepared in accordance with JPMSL’s Policies for Managing Conflicts of Interest in Connection with Investment 
Research which outline the effective organisational and administrative arrangements set up within JPMSL for the prevention and avoidance of 
conflicts of interest with respect to research recommendations, including information barriers, and can be found at 
http://www.jpmorgan.com/pdfdoc/research/ConflictManagementPolicy.pdf.  This report has been issued in the U.K. only to persons of a kind 
described in Article 19 (5), 38, 47 and 49 of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (all such persons 
being referred to as "relevant persons"). This document must not be acted on or relied on by persons who are not relevant persons. Any investment 
or investment activity to which this document relates is only available to relevant persons and will be engaged in only with relevant persons. In 
other EEA countries, the report has been issued to persons regarded as professional investors (or equivalent) in their home jurisdiction Germany:  

http://www.morganmarkets.com/
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This material is distributed in Germany by J.P. Morgan Securities Ltd. Frankfurt Branch and JPMorgan Chase Bank, N.A., Frankfurt Branch who 
are regulated by the Bundesanstalt für Finanzdienstleistungsaufsicht.  Australia:  This material is issued and distributed by JPMSAL in Australia 
to “wholesale clients” only.  JPMSAL does not issue or distribute this material to “retail clients.”  The recipient of this material must not distribute 
it to any third party or outside Australia without the prior written consent of JPMSAL.  For the purposes of this paragraph the terms “wholesale 
client” and “retail client” have the meanings given to them in section 761G of the Corporations Act 2001.  Hong Kong:  The 1% ownership 
disclosure as of the previous month end satisfies the requirements under Paragraph 16.5(a) of the Hong Kong Code of Conduct for persons 
licensed by or registered with the Securities and Futures Commission. (For research published within the first ten days of the month, the 
disclosure may be based on the month end data from two months’ prior.) J.P. Morgan Broking (Hong Kong) Limited is the liquidity provider for 
derivative warrants issued by J.P. Morgan International Derivatives Ltd and listed on The Stock Exchange of Hong Kong Limited. An updated list 
can be found on HKEx website: http://www.hkex.com.hk/prod/dw/Lp.htm.  Japan: There is a risk that a loss may occur due to a change in the 
price of the shares in the case of share trading, and that a loss may occur due to the exchange rate in the case of foreign share trading. In the case 
of share trading, JPMorgan Securities Japan Co., Ltd., will be receiving a brokerage fee and consumption tax (shouhizei) calculated by 
multiplying the executed price by the commission rate which was individually agreed between JPMorgan Securities Japan Co., Ltd., and the 
customer in advance. Financial Instruments Firms: JPMorgan Securities Japan Co., Ltd., Kanto Local Finance Bureau (kinsho) No. [82] 
Participating Association / Japan Securities Dealers Association, The Financial Futures Association of Japan.  Korea:  This report may have been 
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DivX, Inc: Summary Of Financials 
  

Income Statement - Annual FY07A FY08E FY09E FY10E   Income Statement - Quarterly 1Q08A 2Q08E 3Q08E 4Q08E
 

Revenues 85 99 119 -  Revenues 25 21 24 29
Cost of products sold 4 5 5 -  Cost of products sold 1 1 1 1
Gross profit 80 95 113 -  Gross profit 24 20 23 28
  

SG&A 58 57 62 -  SG&A 16 12 13 16
R&D 19 23 26 -  R&D 5 6 6 7
Stock based comp. - - - -  Stock based comp. - - - -
Non-cash charges - - - -  Non-cash charges - - - -
Operating Income 0 11 22 -  Operating Income 1 2 3 4
  

EBITDA 16 24 36 -  EBITDA 4 5 7 8
  

Other income / (expense) - - - -  Other income / (expense) - - - -
Pre-tax income 8 16 28 -  Pre-tax income 4 2 4 5
  

Income taxes (1) 6 11 -  Income taxes 1 1 2 2
Net income - GAAP 9 10 17 -  Net income - GAAP 2 1 3 3
Net income PF - - - -  Net income PF - - - -
  

Diluted shares outstanding 35 35 35 -  Diluted shares outstanding 35 35 34 34
  

EPS - GAAP 0.26 0.28 0.50 -  EPS - GAAP 0.07 0.04 0.08 0.10
EPS PF 0.57 0.57 0.80 -  EPS PF 0.18 0.10 0.14 0.16
  

Balance Sheet and Cash Flow Data FY07A FY08E FY09E FY10E   Ratio Analysis FY07A FY08E FY09E FY10E
  

Cash and cash equivalents 141 137 167 -  Sales growth 43.0% 17.1% 19.2% -
Accounts receivable 10 11 12 -  EBIT growth (26.0%) 69.9% 60.0% -
Inventories - - - -  EPS growth 3.9% 0.3% 41.3% -
Other current assets 8 1 1 -  
Current assets 159 150 180 -  Gross margin 94.7% 95.2% 95.5% -
PP&E 5 5 4 -  EBIT margin 14.3% 20.7% 27.8% -
Long-term portfolio investments - - - -  EBITDA margin 19.1% 24.3% 30.4% -
Goodwill and intangibles - - - -  Tax rate (11.8%) 37.9% 37.9% -
Total assets 201 211 242 -  Net margin 100.0% 100.0% 100.0% -
  

Accounts payable - - - -  Debt / EBITDA 0.0 (0.0) (0.0) -
Deferred revenues - - - -  Debt / Capital (book) 0.7% (0.0%) (0.0%) -
Total debt 0 (0) (0) -  
Total liabilities 25 26 28 -  Return on assets (ROA) 11.0% 9.5% 12.4% -
Shareholders' equity 175 186 214 -  Return on equity (ROE) 12.3% 10.9% 14.0% -
  Return on invested capital (ROIC) - - - -
Net Income (including charges) 9 10 17 -  
D&A 2 3 3 -  Enterprise value / Sales 3.4 2.9 2.2 -
Change in Working Capital (1) 7 1 -  Enterprise value / EBITDA 17.6 12.0 7.2 -
Other - - - -  Free cash flow yield - - - -
Cash flow from operations 17 30 32 -  P/E 29.8 27.2 15.6 -
  

Capex (3) (3) (3) -  
Free cash flow 13 27 29 -  
  

Cash flow from investing activities (91) (3) (3) -  
Cash flow from financing activities 3 (0) (0) -  
Dividends - - - -   
Dividend yield - - - -   
                    
Source: Company reports and JPMorgan estimates  
Note: $ in millions (except per-share data). Fiscal year ends Dec  
 
  


