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COMPANY UPDATE

Digital Media Technology

Closing Price (5/5/08): $7.74
12-month Target Price: $16
52-Week Range: $6.12-$19.35
Market Cap (MM): $269
Shares O/S (MM): 34.7      
Float (MM): 34.7
Avg. Vol. (000) 648.0
Book Value/Share: $4.83
Dividend/Yield: $0.00/0.00%
Risk Profile: Speculative

Maxim Group
FYE: Dec 2008E 2009E

1Q $25.0A $30.2
2Q $21.6 $29.6
3Q $23.9 $30.0
4Q $27.4 $33.3
FY $97.9 $123.0

Maxim Group Current Prior Current
FYE: Dec EPS EPS P/E

2007A $0.57 13.6
2008E $0.56 $0.46 13.8
2009E $0.74 10.5

LT Earnings Growth 25%
Maxim Group

FYE: Dec 2008E 2009E
1Q $0.18A $0.18
2Q $0.11 $0.17
3Q $0.12 $0.17
4Q $0.16 $0.22
FY $0.56 $0.74

Consensus-First Call
FYE: Dec 2008E 2009E

1Q $0.14 $0.18
2Q $0.07 $0.16
3Q $0.11 $0.17
4Q $0.15 $0.22
FY $0.47 $0.55

 1Excludes Stage6 and options expenses

Mark Harding, CFA (212) 895-3764
   mharding@maximgrp.com
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DivX, Inc.       Buy 

(DIVX – Nasdaq – $7.74) 
Inline 1Q revenue, but better than expected 1Q08 EPS 
and 2Q08-FY08 EPS guidance due to tight expense 
control; Raising FY08 EPS and target price to $16 from 
$13; Reiterate Buy  

 What should investors do with DIVX stock? We are 
encouraged by DIVX’s inline revenue results and guidance and 
likewise view management’s tight expense control and upbeat 
EPS outlook as encouraging, especially in what could prove 
being a transition year. We reiterate our Buy rating and believe 
that, at its current valuation, the market has unfairly all but 
written off DIVX (as was made evident by its 5x EV/2008 
EBITDA multiple with $3.90 per share in cash).  

 DIVX reported inline 1Q08 revenue of $25.0M (+24% y/y, 
+2% q/q) versus our forecast $25.1M, consensus of $25.0M, 
and guidance of $24.5M-$25.5M. 

 Consumer hardware device revenue of about $16.8M (+14% 
y/y and -2% q/q) missed our forecast of $18.8M. Part of the 
miss was due to slightly slower than expected share gains in the 
DVD market (42% of trailing 12-month player sales vs. 41% in 
Sept), as well as the upfront revenue recognition associated 
with a new contract signed in 4Q07 (the revenue was 
recognized in 4Q07 rather split with 1Q08). 

 Surprisingly, software licensing revenue was $2.3M, 
significantly ahead of our forecast of $1.3M. We believe that 
part of the upside was due to increased traction of DIVX’s web 
player with other online video sites, which is a surprisingly 
positive side-effect of the closure of Stage6. 

 Advertising and distribution revenue was $5.7M (+69% y/y and 
-3% q/q), above our estimate of $4.8M. While management 
stopped short of saying that revenue was linear in the quarter, 
which would suggest that closing Stage6 had no impact, they 
stated that linearity exceeded internal expectations. It remains 
our view that the impact of closing Stage6 on player downloads 
is being overestimated. We believe that demand for the DIVX 
player/format was strong before Stage6 and should remain 
strong due to the adoption of the DIVX web player by other 
video sites. 

 GAAP EPS of $0.07 was significantly better than our estimate 
of negative $0.01, due primarily to aggressive cost controls but 
also due to slightly lower Stage6 and options expenses. The 
company’s previous guidance was GAAP EPS of ($0.01)-
$0.01. 

 On a proforma basis, excluding Stage6 and options expenses, 
EPS was $0.18 versus our forecast of $0.13, consensus of 
$0.14, and management’s guidance of $0.13-$0.15.  

 Stage6 spending was $3.3M, below our forecast of $4M for the 
quarter. 1Q08 represents the last quarter of Stage6 expenses. 
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 Management provided inline 2Q08 revenue guidance of $20.5M-$21.5M. On a y/y basis, management’s guidance 

implies growth of 12%-18%, significantly below the 39% y/y growth in 2Q07. On a q/q basis, revenue growth of 
negative -14%-18% is also below past seasonal declines of about negative 5% q/q. However, we believe that 
management is being conservative because visibility is very unclear as to how much traffic and player downloads 
can be driven by third-party online video sites. 

 Additionally, some of the company’s emerging product categories are taking a little longer than expected to 
achieve traction (e.g. mobile, connected platform, and TVs). The source of the vast majority of DIVX’s hardware 
licensing revenue remains standard definition DVD players, which is a mature market with little growth. Next 
generation DVD players continue to experience challenges gaining traction with consumers. Apparently, the end of 
the DVD format war did not release as much pent-up demand for Blu-ray as was expected (at least not YTD and 
there is concern that a surge in growth could be pushed into 2H09). 

 We were modeling 2Q08 revenue of $21.6M and consensus was $21.5M.  
 Despite inline revenue guidance, management provided upbeat 2Q08 GAAP EPS of $0.03-$0.05 and proforma 

EPS guidance of $0.09-$0.11. Our modeling shows that all of the upside is due to tight expense control. However, 
the one area that we believe will likely increase as a percentage of revenue is R&D as the company expands its 
technology into emerging product categories (MainConcept’s H.264, DIVX Connected, and mobile phones).  

 We were modeling 2Q08 GAAP EPS of $0.02 and proforma EPS of $0.07, and consensus proforma EPS was 
$0.07.  

 Management confirmed its previous FY08 revenue guidance of $95M-$100M. However, as with its 2Q08 revenue 
guidance, we believe that management is being somewhat conservative due to limited visibility about downloads 
driven through other online video sites and its impact on advertising and third-party distribution revenue. We were 
modeling FY08 revenue of $97.5M and consensus was $98.2M. 

 As with its 2Q08 EPS guidance, management raised its FY08 GAAP EPS outlook to $0.24-$0.30, up from $0.14-
$0.22, and its proforma EPS (excluding Stage6, options expenses, and acquisition-related amortization) of $0.52-
$0.58, up from $0.44-$0.52. The increase in management’s FY08 non-GAAP EPS guidance is slightly more than 
its 1Q08 beat, suggesting that at least part of the tight expense control policy will remain for the duration of the 
year. 

 Our previous proforma FY08 EPS estimate was $0.46 and consensus EPS was $0.47. 
 We are maintaining our slightly above guidance 2Q08 revenue of $21.6M, reflecting our view that management is 

being somewhat conservative with its advertising and third-party distribution revenue outlook.  
 We are raising our 2Q08 and FY08 EPS estimates to reflect impressive cost control, as well as a slightly lower 

share count. 
 During the quarter, the company repurchased 1.4M shares of stock for a total of $17.5M under its $20M repurchase 

plan. 
 We are introducing FY09 revenue and EPS forecasts of $123.0M and $0.74, respectively. 

 

$ in thousands, except per share 1Q08A 2Q08E 3Q08E 4Q08E 2008E 1Q09E 2Q09E 3Q09E 4Q09E 2009E
Total net revenues 25.0  21.6  23.9  27.4  97.9 30.2  29.6    30.0    33.3  123.0
GAAP EPS 0.07    0.05    0.06    0.10    0.28   0.13    0.12    0.12    0.17    0.55    
Stage6 Impact 0.06    -      -      -      0.06   -      -      -      -      -      
Proforma EPS (excluding Stage6, intang. Amort, & options ) 0.18    0.11    0.12    0.16    0.56   0.18    0.17    0.17    0.22    0.74    

$ in thousands, except per share 1Q08E 2Q08E 3Q08E 4Q08E 2008E 1Q09E 2Q09E 3Q09E 4Q09E 2009E
Total net revenues 25.1  21.6  22.6  28.2  97.5 - - - - -
GAAP EPS (0.01)   0.02    0.04    0.12    0.16   - - - - -
Stage6 Impact 0.07    -      -      -      0.07   - - - - -
Proforma EPS (excluding Stage6, intang. Amort, & options ) 0.13    0.07    0.09    0.17    0.46   - - - - -

New Estimates

Previous Estimate

 
 
 

 As a result of: (1) a stable FY08 revenue outlook; (2) tight operating expense control resulting in a higher EPS 
outlook; and (3) and stable market multiples, we are raising our target price to $16 from $13 to reflect our higher 
FY08 EPS forecasts. Our new target price uses the same 28x P/E multiple.  
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 Over the past few weeks, DIVX has had several positives announced, most notably its increased penetration in the 
TV market. According to the company, DIVX is currently used in about 80 HDTV SKUs from LG and HP. The 
majority of these TVs require content to be loaded via a USB drive, but some SKUs connect directly to consumers’ 
home networks. We are most optimistic about DIVX’s penetration into TVs that connect directly to the Internet, 
primarily because it advances the ease-of-use factor and does not require another device to access content either 
from users home PC or online video service. 

 The company’s agreements with AMD (ATI), Broadcom, and Trident, which combined represent about 50% of the 
DTV chipset market, should make it easier for other TV manufacturers to include DIVX playback functionality in 
their TVs. 

  
 

$ in thousands, except per share 1Q07A 2Q07A 3Q07A 4Q07A 2007A 1Q08A 2Q08E 3Q08E 4Q08E 2008E 1Q09E 2Q09E 3Q09E 4Q09E 2009E

Total net revenues 20,218    18,279    21,895    24,470  84,862  25,022  21,611  23,896  27,374  97,903  30,206    29,566    30,006    33,259  123,037  
COGS 1,109      1,192      1,008      1,385      4,694      1,208      1,008      1,053      1,207      4,476      1,722      1,675      1,698      1,889      6,984        

Gross profit 19,109    17,302    20,887    23,085    80,383    23,814    20,603    22,843    26,166    93,427    28,484    27,892    28,307    31,370    116,053    
Operating expenses:

SG&A 10,796    13,007    15,144    19,368    58,315    15,977    12,905  13,550  14,228  56,659    14,544    14,840    15,137    15,591  60,113      
R&D 4,156      4,636      4,299      5,647      18,738    5,425      5,455    6,273    7,214    24,367    7,935      7,539      7,689      7,843    31,006      
Amortization of intangibles 750         750         1,000      800       800       800       3,400      -            

Total operating expenses 14,952    17,643    19,443    25,765  77,803  22,402  19,160  20,623  22,241  84,426  22,479    22,379    22,827    23,435  91,119    
EBIT 4,157      (341)        1,444      (2,680)     2,580      1,412      1,443      2,220      3,925      9,001      6,004      5,512      5,481      7,936      24,933      

Interest/other income (expense), net 1,903      2,024      (195)        1,922      5,654      2,174      1,418    1,435    1,512    6,538      1,575      1,606      1,761      1,866    6,809        
EBT 6,060      1,683      1,249      (758)        8,234      3,586      2,861      3,655      5,437      15,539    7,580      7,119      7,242      9,801      31,742      
Taxes (2,400)     (680)        (433)        4,487      974         (1,105)     (1,145)   (1,462)   (2,175)   (5,886)     (3,032)     (2,848)     (2,897)     (3,921)   (12,697)     

Net income (loss) 3,660      1,003      816         3,729      9,208      2,481      1,717      2,193      3,262      9,653      4,548      4,271      4,345      5,881      19,045      
Stage6 expenses 1,038      2,400      3,982      3,483      10,903    3,333      3,333      

EPS 6,580      7,420      
GAAP EPS 0.10        0.03        0.02        0.11      0.26      0.07      0.05      0.06      0.10      0.28      0.13        0.12        0.12        0.17      0.55        
Proforma EPS, (excluding Stage6 & intang. amort) 0.12        0.07        0.13        (0.02)     0.30      
Proforma EPS, (excluding Stage6. amort, & Options) 0.14        0.10        0.17        0.16        0.57        0.18        0.11        0.12        0.16        0.56        0.18        0.17        0.17        0.22        0.74          

Diluted shares 35,413    35,401    35,180    35,476    35,368    35,356    33,856  34,006  34,156  34,344    34,406    34,656    34,906    35,156  34,781          

% of Revenue 263.16    
Consumer hardware devices 73% 68% 71% 70% 71% 67% 77% 76% 77% 74% 77% 77% 77% 78% 77%
Software 10% 10% 7% 5% 8% 9% 7% 8% 9% 8% 9% 9% 9% 9% 9%
Technology licensing 83% 78% 78% 75% 78% 76% 84% 84% 86% 82% 86% 86% 86% 87% 86%
Advertising and third-party distribution 17% 21% 21% 23% 21% 23% 15% 15% 13% 17% 13% 13% 13% 12% 13%
Digital media distribution services 1% 1% 1% 2% 1% 1% 1% 1% 1% 1% 1% 1% 1% 1% 1%
Other revenue 17% 22% 22% 25% 22% 24% 16% 16% 14% 18% 14% 14% 14% 13% 14%
Gross Margin 95% 95% 95% 94% 95% 95% 95% 96% 96% 95% 94% 94% 94% 94% 94%
SG&A 53% 71% 69% 79% 69% 64% 60% 57% 52% 58% 48% 50% 50% 47% 49%
R&D 21% 25% 20% 23% 22% 22% 25% 26% 26% 25% 26% 25% 26% 24% 25%
Operating Margin 21% (2%) 7% (11%) 3% 6% 7% 9% 14% 9% 20% 19% 18% 24% 20%
Tax Rate 40% 40% 35% 592% (12%) 31% 40% 40% 40% 38% 40% 40% 40% 40% 40%
Net Margin 18% 5% 4% 15% 11% 10% 8% 9% 12% 10% 15% 14% 14% 18% 15%

Y/Y Growth
Consumer hardware devices 49% 34.2% 44.1% 37% 41% 14% 34% 16% 22% 21% 39.4% 37.5% 27.7% 23.1% 31%
Software 66% 63.9% (7.8%) 29% 33% 18.9% (17%) 27% 104% 27% 18.1% 72.0% 41.4% 22.0% 35%
Technology licensing 51% 37.1% 37.2% 37% 40% 14% 27% 17% 28% 22% 36.8% 40.4% 29.1% 23.0% 32%
Advertising and third-party distribution 22% 48.2% 63.4% 114% 62% 68% (15%) (21%) (37%) (8%) (34.1%) 17.3% 6.9% 13.6% (4%)
Digital media distribution services (278%) — (460.0%) 28% (7%) — — 11% (38%) 142% — — — (0.1%) 27%
Other revenue 16% 44.8% 63.6% 90% 54% 69% (14%) (19%) (36%) (7%) (30.9%) 18.0% 7.6% 12.4% (2%)
Total Revenue 43% 38.8% 42.2% 47% 43% 24% 18% 9% 12% 15% 20.7% 36.8% 25.6% 21.5% 26%
SG&A 82% 125.3% 126.9% 155% 125% 48% (1%) (11%) (27%) (3%) (9.0%) 15.0% 11.7% 9.6% 6%
R&D 29% 25.3% 4.7% 31% 22% 31% 18% 46% 28% 30% 46.3% 38.2% 22.6% 8.7% 27%
Operating Income 4% (113%) (60%) (173%) NM — — — — NM — — — 102% NM
Net Income 12% (62.4%) (73.7%) (50%) (44%) (32%) 71% 169% (13%) 5% — 148.8% 98.1% 80.3% 97%

Q/Q Growth
Consumer hardware devices 18% (16%) 25% 10% (2%) (1%) 9% 16% 11% (2%) 1% 12%
Software 107% (6%) (16%) (21%) 90% (34%) 28% 28% 10% (4%) 5% 10%
Technology licensing 24% (15%) 20% 7% 4% (5%) 10% 17% 11% (2%) 1% 12%

Advertising and third-party distribution 27% 13% 20% 24% 1% (43%) 12% (1%) 5% 1% 2% 5%
Digital media distribution services (78%) 51% 24% 88% (50%) 10% 10% 25% 3% (10%) 1% 6%
Other revenue 9% 15% 19% 27% (3%) (41%) 12% 1% 5% 0% 2% 5%

Total Revenue 21% (10%) 20% 12% 2% (14%) 11% 15% 10% (2%) 1% 11%
SG&A 42% 20% 16% 28% (18%) (19%) 5% 5% 2% 2% 2% 3%
R&D (4%) 12% (7%) 31% (4%) 1% 15% 15% 10% (5%) 2% 2%
Operating Income 13% (108%) (523%) (286%) (153%) 2% 54% 77% 53% (8%) (1%) 45%
Net Income (51%) (73%) (19%) 357% (33%) (31%) 28% 49% 39% (6%) 2% 35%
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DISCLOSURES  

 
 

 
                                         Source: Investars .com 
 

As of: 5/6/2008
% of Coverage % of Ratings

Universe that Firm received
Expected Performance* with Rating Banking fees

Buy Expected total return of 15% or more over next 12 months 73.0% 9.2%

Hold Expected total return of plus or minus 14% over next 12 months 27.0% 0.0%

Sell Expected total negative return of at least 15% over next 12 months 0.0% 0.0%
* Relative to Nasdaq Composite .  
An Under Review (UR) rating represents a stock that the Firm has temporarily placed under review due to a material change. 

Maxim Group LLC  Stock Rating System 

 
 

Maxim Group makes a market in DivX Inc.  
Maxim Group expects to receive or intends to seek compensation for investment banking services from 

DivX Inc. in the next 3 months. 
I, Mark Harding, attest that the views expressed in this research report accurately reflect my personal 
views about the subject security and issuer. Furthermore, no part of my compensation was, is, or will be 
directly or indirectly related to the specific recommendation or views expressed in this research report. 
The research analyst(s) primarily responsible for the preparation of this research report have received 
compensation based upon various factors, including the firm’s total revenues, a portion of which is 
generated by investment banking activities. 

Valuation Methods:  One or more of the following valuation methods are used by Maxim Group analysts 
in making a ratings or price projection: Analysis of companies’ P/E ratio, price/book ratio, earnings 
expectations or sales growth as they relate within an industry group or to the broader market, enterprise 
value/sales, Individual sector analysis, sum of the parts analysis and discounted cash flow. 

Price Target Risks:  Investment risks associated with the achievement of the price target include, but are 
not limited to, the company’s failure to achieve our earnings and revenue estimates, unforeseen 
macroeconomic and/or industry events that adversely impact demand for the company’s products and 
services, product obsolescence, the company’s ability to recruit and retain competent personnel, changes in 
investor sentiment regarding the specific company or industry, changing competitive pressures, and adverse 
market conditions. For a complete discussion of the risk factors that could affect the market price of the 
company’s shares, refer to the most recent form 10-Q or 10-K that the company has filed with the SEC. 
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Investment Risks.  Aside from general market and economic risks, other risks particular to our investment 
rating include: 1) fierce competition from industry behemoths; 2) securing a content agreement, which is 
critical in our view, may be more challenging than we expect; and 3) most current revenue is from DVD 
player sales, which is starting to slow, and the ramp in digital camera related revenue may take longer than 
we anticipate.  

Risk Ratings 
Risk ratings take into account both fundamental criteria and price volatility. 
Speculative –   
Fundamental Criteria:  This is a risk rating assigned to early-stage companies with minimal to no revenues, 
lack of earnings, balance sheet concerns, and/or a short operating history. Accordingly, fundamental risk is 
expected to be significantly above the industry. 
Price Volatility:  Because of the inherent fundamental criteria of the companies falling within this risk 
category, the price volatility is expected to be significant with the possibility that the investment could 
eventually be worthless.  
Speculative stocks may not be suitable for a significant class of individual investors. 
High –  
Fundamental Criteria:  This is a risk rating assigned to companies having below-average revenue and 
earnings visibility, negative cash flow, and low market cap or public float. Accordingly, fundamental risk is 
expected to be above the industry. 
Price volatility:  The price volatility of companies falling within this category is expected to be above the 
industry.  
High-risk stocks may not be suitable for a significant class of individual investors. 
Medium –  
Fundamental Criteria:  This is a risk rating assigned to companies that may have average revenue and 
earnings visibility, positive cash flow, and is fairly liquid. 
Accordingly, both price volatility and fundamental risk are expected to approximate the industry average. 
Low –  
Fundamental Criteria:  This is a risk rating assigned to companies that may have above-average revenue and 
earnings visibility, positive cash flow, and is fairly liquid. 
Accordingly, both price volatility and fundamental risk are expected to be below the industry. 
 
 



 DivX, Inc. (DIVX) 
    

Maxim Group LLC 6 

 

DISCLAIMERS  

Some companies that Maxim Group LLC follows are emerging growth companies whose securities 
typically involve a higher degree of risk and more volatility than the securities of more established 
companies.  The securities discussed in Maxim Group LLC research reports may not be suitable for some 
investors.  Investors must make their own determination as to the appropriateness of an investment in any 
securities referred to herein, based on their specific investment objectives, financial status and risk tolerance.  
This communication is neither an offer to sell nor a solicitation of an offer to buy any securities mentioned 
herein. This publication is confidential for the information of the addressee only and may not be reproduced 
in whole or in part, copies circulated, or disclosed to another party, without the prior written consent of 
Maxim Group, LLC (“Maxim”).  
Information and opinions presented in this report have been obtained or derived from sources believed by 
Maxim to be reliable, but Maxim makes no representation as to their accuracy or completeness. Maxim 
accepts no liability for loss arising from the use of the material presented in this report, except that this 
exclusion of liability does not apply to the extent that such liability arises under specific statutes or 
regulations applicable to Maxim. This report is not to be relied upon in substitution for the exercise of 
independent judgment. Maxim may have issued, and may in the future issue, other reports that are 
inconsistent with, and reach different conclusions from, the information presented in this report. Those 
reports reflect the different assumptions, views and analytical methods of the analysts who prepared them 
and Maxim is under no obligation to ensure that such other reports are brought to the attention of any 
recipient of this report.  
Past performance should not be taken as an indication or guarantee of future performance, and no 
representation or warranty, express or implied, is made regarding future performance. Information, opinions 
and estimates contained in this report reflect a judgment at its original date of publication by Maxim and are 
subject to change without notice. The price, value of and income from any of the securities mentioned in 
this report can fall as well as rise. The value of securities is subject to exchange rate fluctuation that may 
have a positive or adverse effect on the price or income of such securities. Investors in securities such as 
ADRs, the values of which are influenced by currency volatility, effectively assume this risk. Securities 
recommended, offered or sold by Maxim: (1) are not insured by the Federal Deposit Insurance Company; 
(2) are not deposits or other obligations of any insured depository institution; and (3) are subject to 
investment risks, including the possible loss of principal invested. Indeed, in the case of some investments, 
the potential losses may exceed the amount of initial investment and, in such circumstances, you may be 
required to pay more money to support these losses. 
 
 

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST 


