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any of the following provisions (see General Instruction A.2. below):
o

Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)

o

Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)

o
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o
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EXPLANATORY NOTE
On November 13, 2012, j2 Global, Inc. (“j2 Global”) filed a Current Report on Form 8-K to report that on November 9, 2012, j2 Global
completed the acquisition of Ziff Davis, Inc. (“Ziff Davis”). This Form 8-K/A is being filed to provide the financial statements
described under Item 9.01 below.
Item 9.01
(a)

Financial Statements and Exhibits.

Financial Statements of Business Acquired.
The following audited consolidated financial statements of Ziff Davis, Inc. are attached hereto as Exhibit 99.1 and incorporated
herein by reference:

·

Audited consolidated financial statements at and for the year ended December 31, 2011.
The following unaudited consolidated financial statements of Ziff Davis, Inc. are attached hereto as Exhibit 99.2 and incorporated
herein by reference:
Unaudited consolidated financial statements at September 30, 2012 and for the nine months ended September 30, 2012 and
2011.

·

(b)

Unaudited Pro Forma Condensed Combined Financial Statements.
The following unaudited pro forma condensed combined financial statements of j2 Global are attached hereto as Exhibit 99.3 and
incorporated herein by reference:

·
·

Unaudited Pro Forma Condensed Combined Balance Sheet at September 30, 2012; and,
Unaudited Pro Forma Condensed Combined Statement of Operations for the nine months ended September 30, 2012 and the
year ended December 31, 2011.

(d) Exhibits
Exhibit
Number
23.1
99.1
99.2
99.3

Description
Consent of Independent Auditors, McGladrey LLP
Audited consolidated financial statements of Ziff Davis, Inc. at December 31, 2011 and for the year ended December 31,
2011.
Unaudited Consolidated Financial Statements of Ziff Davis, Inc. at September 30, 2012 and for the nine months ended
September 30, 2012 and 2011.
Unaudited Pro Forma Condensed Combined Balance Sheet at September 30, 2012 and Unaudited Pro Forma Condensed
Combined Statement of Operations for the nine months ended September 30, 2012 and the year ended December 31,
2011 of j2 Global, Inc.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf
by the undersigned hereunto duly authorized.

j2 Global, Inc.
(Registrant)

Date: January 23, 2013

By:

/s/ Kathleen Griggs
Kathleen Griggs
Chief Financial Officer
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INDEX TO EXHIBITS
Exhibit
Number
23.1
99.1
99.2
99.3

Description
Consent of Independent Auditors, McGladrey LLP
Audited consolidated financial statements of Ziff Davis, Inc. at December 31, 2011 and for the year ended December
31, 2011.
Unaudited Consolidated Financial Statements of Ziff Davis, Inc. at September 30, 2012 and for the nine months
ended September 30, 2012 and 2011.
Unaudited Pro Forma Condensed Combined Balance Sheet at September 30, 2012 and Unaudited Pro Forma
Condensed Combined Statement of Operations for the nine months ended September 30, 2012 and the year ended
December 31, 2011 of j2 Global, Inc.
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EXHIBIT 23.1

CONSENT OF INDEPENDENT AUDITORS
We consent to the incorporation by reference in the Registration Statement on Forms S-8 (Nos. 333-31064, 333-64986, 333-55402,
333-87504, 333-135340 and 333-149641) of j2 Global, Inc. of our report dated October 19, 2012, relating to our audit of the
consolidated financial statements of Ziff Davis, Inc. and Subsidiary as of and for the year ended December 31, 2011, included in this
Current Report on Form 8-K/A.

/s/ McGladrey LLP
New York, New York
January 23, 2013
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EXHIBIT 99.1

Ziff Davis, Inc.
and Subsidiary
Consolidated Financial Statements
December 31, 2011
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6 - 15

Independent Auditor's Report
To the Board of Directors
Ziff Davis, Inc.
New York, New York
We have audited the accompanying consolidated balance sheet of Ziff Davis, Inc. and Subsidiary (the "Company") as of December 31,
2011, and the related consolidated statement of operations, shareholders’ equity, and cash flows for the year then ended. These financial
statements are the responsibility of the Company's management. Our responsibility is to express an opinion on these financial statements
based on our audit.
We conducted our audit in accordance with auditing standards generally accepted in the United States of America. Those standards
require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of the
Company as December 31, 2011, and the results of its operations and its cash flows for the year ended December 31, 2011 in conformity
with accounting principles generally accepted in the United States of America.
/s/ McGladrey LLP
New York, New York
October 19, 2012

1
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Ziff Davis, Inc. and Subsidiary
Consolidated Balance Sheet
December 31, 2011
ASSETS
Current Assets:
Cash and cash equivalents
Restricted cash
Accounts receivable, net
Escrow receivable
Deferred tax asset, current
Prepaid expenses and other current assets

$

Total current assets

3,308,054
348,825
13,656,306
1,008,280
505,000
340,808
19,167,273

Property and Equipment, net

6,219,754

Intangible Assets, net

19,865,996

Goodwill

19,862,495

Deferred Tax Asset

119,000

Security Deposits

609,335

Total assets

$

65,843,853

$

2,525,437
5,327,783
658,000
1,158,745

LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities:
Accounts payable
Accrued expenses and other current liabilities
Income tax payable
Deferred revenue
Total current liabilities

9,669,965

Deferred Tax Liability

622,000

Commitments and Contingencies
Shareholders’ Equity:
Series A redeemable preferred stock, par value
$0.01 per share; 3,000 shares authorized and 2,057 issued
and outstanding
Common stock, par value $0.0001 per share; 54,000,000 shares
authorized and 52,700,964 issued and outstanding
Additional paid-in capital

21
5,270
54,152,889

Retained earnings

1,393,708

Total shareholders’ equity

55,551,888
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Total liabilities and shareholders' equity
See Notes to Consolidated Financial Statements.
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$

65,843,853

Ziff Davis, Inc. and Subsidiary
Consolidated Statement of Operations
Year Ended December 31, 2011
Revenue

$

Cost of Revenue

31,424,717
6,026,023

Gross margin

25,398,694

Operating Expenses:
Editorial and production
Sales and marketing
General and administrative
Restructuring charges
Research and development
Depreciation and amortization

6,541,896
6,049,252
4,905,752
1,037,791
1,159,557
2,571,067

Total operating expenses

22,265,315

Income from operations

3,133,379

Provision for Income Taxes

821,000

Net income

$

See Notes to Consolidated Financial Statements.
3
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2,312,379

Ziff Davis, Inc. and Subsidiary
Consolidated Statement of Shareholders’ Equity
Year Ended December 31, 2011

Preferred Stock
Shares
Amount
Balance, January 1,
2011

Common Stock
Shares
Amount

Additional
Paid-In
Capital

(Accumulated
Deficit)
Retained
Earnings

1,267

13

40,462,660

4,046

33,408,991

Issuance of
preferred stock

790

8

—

—

20,634,644

—

20,634,652

Issuance of
common stock

—

—

11,651,301

1,165

87,486

—

88,651

Issuance of
restricted common
stock

—

—

667,630

67

5,013

—

5,080

Repurchase of
common stock

—

—

(80,627)

(8)

Stock-based
compensation
expense

—

—

—

—

2,903

—

2,903

Repayment of note
receivable arising
from issuance of
common stock

—

—

—

—

14,457

—

14,457

Net income

—

—

—

—

—

2,312,379

2,312,379

21

52,700,964

5,270

$54,152,889

1,393,708

$ 55,551,888

Balance,
December 31,
2011

2,057

$

$

(918,671)

Total
Shareholders'
Equity

(605)

See Notes to Consolidated Financial Statements.
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—

$

32,494,379

(613)

Ziff Davis, Inc. and Subsidiary
Statement of Cash Flows
Year Ended December 31, 2011
Cash Flows From Operating Activities:
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization
Bad debt
Stock-based compensation
Deferred taxes
Changes in operating assets and liabilities, net of acquisitions:
Increase in accounts receivable
Increase in escrow receivable
Decrease in restricted cash
Increase in prepaid expenses and other current assets
Increase in security deposits
Decrease in accounts payable
Increase in accrued expenses and other current liabilities
Increase in income taxes payable
Increase in deferred revenue

$

2,312,379
2,571,067
241,272
2,903
163,000
(3,637,313)
(1,008,280)
146,542
(113,647)
(609,355)
(2,404,414)
2,232,044
658,000
6,718

Net cash provided by operating activities

560,916

Cash Flows From Investing Activities:
Purchase of property and equipment
Acquisitions, net of cash acquired (Note 3)

(1,347,051)
(20,680,679)

Net cash used in investing activities

(22,027,730)

Cash Flows From Financing Activities:
Proceeds from issuance of preferred and common stock
Repurchase of common stock
Repayment of note receivable arising from issuance of common stock

20,728,383
(613)
14,457

Net cash provided by financing activities

20,742,227

Net decrease in cash and cash equivalents

(724,587)

Cash and Cash Equivalents:
Beginning

4,032,641

Ending

$

See Notes to Consolidated Financial Statements.
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3,308,054

Ziff Davis, Inc. and Subsidiary
Notes to Consolidated Financial Statements

Note 1.

Organization

Ziff Davis, Inc. is a leading digital media company specializing in the technology market, reaching in-market buyers and influencers in
both the consumer and business-to-business space every month. Ziff Davis sites, which feature trusted and comprehensive evaluations
of the newest and hottest products, include PCMag.com, ExtremeTech.com and Geek.com. Ziff Davis B2B Focus, Inc. (“Ziff Davis
B2B”) is a leading provider of online research to enterprise buyers and of high-quality leads to IT vendors. Ziff Davis also operates
BuyerBase™, an advanced ad targeting platform focused on tech buyers, and LogicBuy.com, a leading provider of deals and discounts
on tech products.
Note 2.

Summary of Significant Accounting Policies

Principles of Consolidation: The accompanying consolidated financial statements include the accounts of Ziff Davis, Inc. and its wholly
owned subsidiary, Ziff Davis B2B (collectively, the “Company”). All significant intercompany account balances and transactions have
been eliminated.
Basis of Presentation: The consolidated financial statements of the Company have been prepared on the accrual basis of accounting. A
summary of the major accounting policies followed in the preparation of the accompanying consolidated financial statements, which
conform to accounting principles generally accepted in the United States of America, is presented below.
Revenue Recognition: The Company generates revenue from a variety of types of business arrangements:

·

A significant portion of the Company’s revenue is generated from the sale of advertising campaigns that are targeted to its
proprietary websites. Revenue for these advertising campaigns is recognized as earned either when an ad is placed for viewing
by a visitor to the appropriate web page or when the customer "clicks through" on the ad, depending upon the terms with the
individual advertiser.

·

Another significant source of revenue for the Company is through the generation of business leads for IT vendors through the
Company’s business-to-business operations. Revenue for these lead-generation campaigns is recognized as earned when the
Company delivers the qualified leads to the customer.

·

Additional revenue is generated by the Company through the license of certain assets to clients, for the clients’ use in their
own promotional materials or otherwise. Such assets may include logos, editorial reviews, or other copyrighted material of the
Company. Revenue under such license agreements is recognized when the assets are delivered to the client.

·

The Company also generates other types of revenue, including business listing fees, subscriptions to online publications, and
from other sources.

For each type of revenue, revenue is recognized only when the price is fixed or determinable, persuasive evidence of an arrangement
exists, the service is performed, and collectibility of the resulting receivable is reasonably assured.
Cash and Cash Equivalents: The Company considers all short-term, highly liquid investments with an original maturity of three months
or less to be cash equivalents. The Company deposits its temporary cash with financial institutions and, at times, such balances may
exceed Federal Deposit Insurance Corporation (“FDIC”) insured limits.
Fair Value of Financial Instruments: Fair value of cash and cash equivalents, accounts receivable and accounts payable are estimated to
approximate carrying value due to the short maturities of these financial instruments.
6
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Ziff Davis, Inc. and Subsidiary
Notes to Consolidated Financial Statements
Note 2.

Summary of Significant Accounting Policies (Continued)

Allowance for Doubtful Accounts: The allowance for doubtful accounts is established through a provision for bad debt charged to
expense. The allowance is an amount that management believes will be adequate to absorb estimated losses on existing receivables,
based on an evaluation of the collectibility of accounts receivable, overall accounts receivable quality, review of specific accounts
receivable, and current economic conditions that may affect customers’ ability to pay. While management uses the best information
available to make its evaluation, future adjustments to the allowance may be necessary if there are significant changes in economic
conditions. Receivables are written off and charged against the allowance when management believes that collectibility is unlikely.
Account balances are charged off against the allowance after all means of collection have been exhausted and the potential for recovery
is considered remote. Recoveries of receivables previously written off are recorded when received.
Customer Concentrations: Two customers represented approximately 15% and 10% each of total accounts receivable at December 31,
2011. No concentration in revenue existed in 2011.
Property and Equipment: Property and equipment is stated at cost. Property and equipment acquired through acquisitions of businesses
are initially recorded at fair value. Depreciation is calculated on the straight-line method over the estimated useful lives of the assets
(three to five years). The costs of maintenance and repairs that do not extend the useful lives of the assets are charged to operating
expenses as incurred.
Internal Use Software and Website Development Costs: The Company capitalizes costs incurred during the development of its website
applications and infrastructure as well as certain costs relating to internal use software. The estimated useful life of costs capitalized is
evaluated for each specific project. Capitalized internal use software and website development costs are reviewed for recoverability
whenever events or changes in circumstances indicate that the carrying amount of the asset may not be recoverable. An impairment loss
will be recognized if the carrying amount of the asset is not recoverable and exceeds its fair value. Amortization is calculated on the
straight-line method over the estimated useful lives of the assets (generally three years). The Company capitalized internal use software
and website development costs of approximately $1,146,000 in the year ended December 31, 2011.
Intangible Assets Subject to Amortization: Intangible assets consist of certain trademarks, licensing agreements and domain names,
which will be amortized over the estimated useful life of each, typically five years for licensing agreements and domain names and
thirty years for trademarks. The Company reviews these assets for possible impairment whenever circumstances indicate the carrying
value of the assets may not be recoverable. A loss is recognized in the consolidated statements of operations if it is determined that an
impairment exists based on expected future undiscounted cash flows. The amount of the impairment is the excess of the carrying
amount of the impaired asset over its fair value. There were no impairments and no impairment loss was recorded during the year ended
December 31, 2011.
Goodwill: The Company’s goodwill was recorded as the result of the Company’s inception (June 4, 2010) and subsequent business
combinations. The Company has recorded these business combinations using the purchase method of accounting. The Company tests its
recorded goodwill for impairment on an annual basis at December 31, or more often if indicators of potential impairment exist, by
determining if the carrying value of each reporting unit exceeds its estimated fair value. Factors that could trigger an interim impairment
test include, but are not limited to, underperformance relative to historical or projected future operating results, significant changes in
the manner of use of the acquired assets or the Company’s overall business, and significant negative industry or economic trends.
During 2011, the Company determined that no impairment of goodwill existed because the estimated fair value of its reporting units
exceeded its carrying amounts.
7
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Ziff Davis, Inc. and Subsidiary
Notes to Consolidated Financial Statements
Note 2.

Summary of Significant Accounting Policies (Continued)

Advertising and Marketing: The Company expenses the costs of advertising and marketing as incurred. Advertising and marketing
expense for the year ended December 31, 2011 was approximately $876,000 and is included in sales and marketing expenses in the
consolidated statement of operations.
Use of Estimates: The preparation of financial statements in accordance with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the amounts reported in the consolidated
financial statements and accompanying notes. Actual results could differ from these estimates.
Income Taxes: An asset and liability approach is used for financial accounting and reporting of deferred income taxes. Deferred income
tax assets and liabilities are computed for temporary differences between the financial statement and tax bases of assets and liabilities
that will result in taxable or deductible amounts in the future. Such deferred income tax asset and liability computations are based on
enacted tax laws and rates applicable to periods in which the differences are expected to affect taxable income. Valuation allowances are
established when necessary to reduce deferred tax assets to the amounts expected to be realized.
The Company adheres to the accounting standard on accounting for uncertainty in income taxes, which addresses the determination of
whether tax benefits claimed or expected to be claimed on a tax return should be recorded in the consolidated financial statements.
Under this guidance, the Company may recognize the tax benefit from an uncertain tax position only if it is more likely than not that the
tax position will be sustained on examination by taxing authorities, based on the technical merits of the position. The tax benefits
recognized in the financial statements from such a position are measured based on the largest benefit that has a greater than 50%
likelihood of being realized upon ultimate settlement. The guidance on accounting for uncertainty in income taxes also addresses
derecognition, classification, interest and penalties on income taxes, and accounting in interim periods. The Company recognizes
interest and penalties, if any, in its provision for income taxes. Management evaluated the Company's tax position and concluded that
the Company had taken no uncertain tax positions that require adjustments to the consolidated financial statements in order to comply
with the provisions of this guidance. The tax year 2010 is subject to audit by federal and state jurisdictions.
Stock-Based Compensation: Stock-based compensation represents the cost related to stock-based awards granted to employees in lieu of
monetary payment. The Company measures stock-based compensation cost at grant date, based on the estimated fair value of the award,
and recognizes the cost as expense on a straight-line basis (net of estimated forfeitures) over the requisite service period. The Company
estimates the fair value of stock options using the Black-Scholes valuation model. The expense is recorded in the consolidated
statements of operations. The Company’s stock option plan is described in Note 10.
Recently Issued Accounting Pronouncements: In September 2011, the Financial Accounting Standards Board (the "FASB") issued
Accounting Standard Update ("ASU") 2011-08 Intangibles - Goodwill and Other (Topic 350): Testing Goodwill for Impairment. ASU
2011-08 gives an entity the option in its annual goodwill impairment test to first assess revised qualitative factors to determine whether
it is more likely than not (a likelihood of more than 50%) that the fair value of a reporting unit is less than its carrying amount
(“qualitative assessment”). In certain cases, this will allow an entity to forego the existing two-step goodwill impairment test. The
Company is currently evaluating the impact of the pending adoption of the ASU on its consolidated financial statements.
In October 2009, the FASB issued ASU 2009-13, Multiple-Deliverable Revenue Arrangements. ASU 2009-13 significantly changes the
criteria related to a vendor's multiple element arrangements to enable vendors to account for products or services (deliverables)
separately rather than as a combined unit. ASU 2009-13 was effective prospectively for revenue arrangements entered into or materially
modified in fiscal years beginning on or after June 15, 2010. The adoption of this pronouncement did not have a material effect on the
Company’s consolidated financial statements.
8
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Ziff Davis, Inc. and Subsidiary
Notes to Consolidated Financial Statements
Note 3.

Acquisitions

Focus: On August 23, 2011, the Company acquired 100% of the equity of Focus Research, Inc. (“Focus”) through a wholly owned
subsidiary, Ziff Davis B2B, for an aggregate purchase price of $19,655,363, net of a working capital adjustment of $290,533. The
purchase consideration was cash paid at closing. Additionally, the Company’s escrow of $1,008,280 was returned as a result of the
discovery of undisclosed liabilities that existed as of the transaction date. As of December 31, 2011, $1,008,280 was recorded as escrow
receivable on the consolidated balance sheet. The amount was refunded to the Company in 2012. Ziff Davis B2B provides targeted
enterprise-level leads to IT vendors through content syndication, phone-qualified leads and webinars.
The following table summarizes the estimated fair value of the assets acquired at the date of the acquisition:
Cash acquired
Working capital assets acquired, less cash
Property and equipment
Deferred tax asset
Intangible assets
Goodwill
Working capital liabilities assumed
Deferred revenue

$

1,090,265
4,091,686
676,065
370,000
11,200,000
4,959,620
(2,612,182)
(120,101)

$

19,655,353

The intangible assets are comprised primarily of customer relationships and a member database as well as other intangibles; these
intangible assets will be amortized using the straight-line method over their respective estimated lives, which range from one to ten years.
Toolbox: On December 31, 2011, the Company purchased substantially all the assets and assumed certain liabilities of Toolbox.com,
LLC (“Toolbox”) for an aggregate purchase price of $2,115,591 in cash consideration. Toolbox operates toolbox.com, a leading website
for IT professionals.
As a result of the acquisition of Toolbox on December 31, 2011, the Company agreed to continue to employ certain employees of
Toolbox on a short-term basis during the beginning of 2012. The Company recorded an estimated severance liability associated with the
termination of these employees on the date of the transaction of $682,000, which is included as a liability in the accounting for this
business combination.
The following table summarizes the estimated fair value of the assets acquired at the date of the acquisition:
Working capital assets acquired
Property and equipment
Capitalized software
Goodwill
Working capital liabilities assumed
Severance liability

$

1,027,467
101,359
2,647,501
36,659
(1,015,395)
(682,000)

$

2,115,591

The intangible assets are comprised primarily of proprietary, internally developed software that has an estimated life of three years and
will be amortized using the straight-line method.
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Ziff Davis, Inc. and Subsidiary
Notes to Consolidated Financial Statements
Note 4.

Accounts Receivable

Accounts receivable consist of the following as of December 31, 2011:
Accounts receivable
Less allowance for doubtful accounts
Total

Note 5.

$

14,007,197
(350,891)

$

13,656,306

$

876,911
7,278,468
84,217

Property and Equipment and Capitalized Development Costs

Property and equipment consists of the following as of December 31, 2011:
Computer hardware and software, furniture and
equipment
Capitalized internal use software costs
Leasehold improvements

8,239,596
Less accumulated depreciation and amortization
Total property and equipment

(2,019,842)
$

6,219,754

Depreciation and amortization expense was $1,418,399 for the year ended December 31, 2011.
Note 6.

Intangible Assets

As a result of various acquisitions, the Company obtained certain trademarks, licensing agreements and domain names. These assets are
included in Intangible Assets and are being amortized over an estimated useful life of 30 years for the trade names and 5 to 15 years for
the remaining intangibles.
Intangible assets consist of the following as of December 31, 2011:
Intangible assets
Less accumulated amortization
Total intangible assets

$

21,168,839
(1,302,843)

$

19,865,996

10
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Ziff Davis, Inc. and Subsidiary
Notes to Consolidated Financial Statements

Note 6.

Intangible Assets (Continued)

Amortization expense was $1,152,668 for the year ended December 31, 2011. Future amortization expense for the Company is expected
to be as follows:
Year ending December 31,
2012
2013
2014
2015
2016
Thereafter

Note 7.

$

2,551,272
2,460,949
2,414,820
1,967,240
1,293,885
9,177,830

$

19,865,996

$

479,000
179,000

Income Taxes

The provision for income taxes for 2011 consists of the following:
Current:
Federal
State and Local

658,000
Deferred:
Federal
State and local

159,000
4,000
163,000

Income tax expense

$

11
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821,000

Ziff Davis, Inc. and Subsidiary
Notes to Consolidated Financial Statements

Note 7.

Income Taxes (Continued)

Net deferred tax liabilities consist of the following components as of December 31, 2011:
Deferred tax assets:
Net operating loss carryforwards
Accrued expenses

$

6,593,000
505,000

Deferred tax liabilities:
Intangible assets
Property and equipment
Goodwill

(2,953,000)
(291,000)
(622,000)

Net deferred tax asset pre-valuation allowance
Less valuation allowance

3,232,000
(3,230,000)

Total net deferred tax asset

$

2,000

At December 31, 2011, the Company has established a valuation allowance of $3,230,000 against future net operating loss
carryforwards acquired in the Focus Research, Inc. acquisition. The timing and extent to which the Company can utilize future tax
deductions in any year are limited by provisions of the Internal Revenue Code regarding changes in ownership of the corporation. At
December 31, 2011 the Company has recorded a deferred tax liability of $622,000 related to the book/tax basis difference of goodwill.
At December 31, 2011 the Company had net operating loss carryforwards for federal income tax purposes of approximately
$16,128,000 that begin to expire in 2031 and net operating loss carryforwards for state and local income tax purposed of approximately
$16,491,000 that begin to expire in 2031.
Note 8.

Commitments and Contingencies

The Company operates its business in leased facilities in New York, New York and San Francisco, California under noncancelable
operating leases that expire in December 2015 and September 2013, respectively. In December 2011, the Company entered into a lease
in Scottsdale, Arizona that commences in January 2012 and expires in 2014. Future minimum lease payments under the Company’s
noncancelable operating leases as of December 31, 2011 are:
Year ending December 31,
2012
2013
2014
2015

$

1,123,849
1,106,207
1,109,356
958,180

$

4,297,592

Rent expense was $1,305,721 for the year ended December 31, 2011.
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Ziff Davis, Inc. and Subsidiary
Notes to Consolidated Financial Statements

Note 9.

Shareholders’ Equity

Common Stock: The Company is authorized to issue 54,000,000 shares of common stock at a par value of $0.0001 per share. In August
2011, the Company approved a 10,000-for-1 split of its common stock. All references to common stock have been retroactively adjusted
to reflect this stock split.
Preferred Stock: The Company is authorized to issue 3,000 shares of Preferred Stock at a par value of $0.01 per share. During 2011, the
Company issued 790 shares of Preferred Stock and 12,238,304 shares of common stock in exchange for net cash proceeds of
approximately $21,000,000. The Preferred Stock has the following significant characteristics:
Dividends: Preferred Stock holders are entitled to receive dividends, when, as and if declared by the board of directors and out of funds
legally available. Preferred Stock holders shall receive cumulative dividends at a rate of 6% per annum compounded annually.
Through December 31, 2011, no dividends had been declared or paid by the Company. As of December 31, 2011, cumulative dividends
in arrears for Preferred Stock are approximately $3,350,000.
Liquidation Preference: In the event of any liquidation, dissolution or winding up of the affairs of the Company, as defined (a
“Liquidation Event”), the holders of Preferred Stock shall receive an amount per share equal to $26,133.05, plus any accrued and unpaid
dividends, before any amount shall be paid or distributed to the holders of common stock (the “Liquidation Value”).
Redemption: The Preferred Stock is subject to redemption by the shareholders at any time on or after June 4, 2017 (the “Redemption
Date”). Subject to certain limitations, such redemption can be required upon written election of the holders of a majority of the
outstanding shares of Preferred Stock at any time after the Redemption Date or upon the closing of the Company’s initial public
offering, as defined, and shall be on a pro rata basis among the shares of Preferred Stock. The redemption amount for the Preferred
Stock shall be equal to the Liquidation Value, which is $57,104,375 at December 31, 2011.
Note 10.

Common Stock and Stock-Based Compensation

On June 4, 2010, the Company established the 2010 Stock Option and Grant Plan (the "Plan") that provides for the grant to officers,
employees, directors or other key individuals of qualified or non-qualified stock options to purchase shares of the Company's common
stock, restricted or unrestricted stock awards, or restricted stock units. As discussed in Note 2, the compensation costs for such awards
are accounted for in accordance with FASB ASC 718. Stock-based compensation cost is measured at the date of grant, based on the
estimated fair value of the award using the Black-Scholes valuation model, and is recognized on a straight-line basis as expense over the
requisite service period in the consolidated statements of operations.
During 2011 and 2010, the Company issued 667,630 and 1,900,000 shares of restricted common stock, respectively, to various officers
of the Company pursuant to the Plan. Such shares will vest ratably over five years from their respective grant dates. The price charged
by the Company for such share purchases was deemed to be equal to the fair market value of the stock at the time of grant and,
therefore, the Company did not record any compensation expense related to such issuances. Payments for the 2010 purchases were
recorded as a receivable and such amounts were collected in full during 2011.
13
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Notes to Consolidated Financial Statements

Note 10.

Common Stock and Stock-Based Compensation (Continued)

During 2011, the Company issued options to purchase up to 240,000 shares of common stock to various employees. The exercise price
for these options was deemed to be equal to the fair market value of the stock at the time of grant. The Company calculated the fair
values of the options granted using the following weighted-average assumptions:
Expected volatility
Expected term
Risk-free interest rate
Expected dividend yield
Weighted-average grant date fair value per share

47%
6.0 years
0.91% - 1.07%
0.0%
$
0.49

Since there is no public market for the Company’s common stock, the Company determined the volatility of the Company’s common
stock utilizing a peer group of companies for a period equal to the expected life of the options. The expected life of the options has been
determined utilizing the “simplified” method. The risk-free interest rate is based on a zero coupon United States treasury instrument
whose term is consistent with the expected life of the stock options. The expected dividend yield is assumed to be zero, as the Company
has not paid and does not anticipate paying cash dividends. The Company has estimated an annual forfeiture rate of 20%. Stock-based
compensation expense is recognized in the consolidated financial statements on a straight-line basis over the vesting period, based on
awards that are ultimately expected to vest.
A summary of the stock option activity under the Company’s stock option plan for the fiscal year ended December 31, 2011 is presented
below:

Options
Outstanding

WeightedAverage
Exercise Price
per Share

Options outstanding at January 1, 2011
Granted
Exercised
Forfeited
Cancelled

—
240,000
—
—
—

$

Options outstanding at December 31, 2011

240,000

Options exercisable at December 31, 2011

—

WeightedAverage
Remaining
Contractual
Terms in Years

—
1.08
—
—
—

9.8
—
—
—

$

—

$

—

Aggregate
Intrinsic Value
$

—
65,731
—
—
—

9.8

$

—

—

$

—

In addition to the vested options, the Company expects a portion of the unvested options to vest at some point in the future. Options
expected to vest is calculated by applying an estimated forfeiture rate to the unvested options.
Note 11.

Fair Value of Financial Measurements

The Fair Value Measurements Topic of the FASB ASC defines fair value as the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants at the measurement date and sets out a fair value hierarchy. The
fair value hierarchy gives the highest priority to quoted prices in active markets for identical assets or liabilities (Level 1) and the lowest
priority to unobservable inputs (Level 3). Inputs are broadly defined under this guidance as assumptions market participants would use
in pricing an asset or liability.
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This guidance establishes three levels of the fair value hierarchy as follows:

Level 1:

Unadjusted quoted prices in active markets for identical assets or liabilities that the reporting entity has the
ability to access at the measurement date. The types of investments in Level 1 include available-for-sale
securities traded on a national securities exchange. These securities are stated at the last reported sales price
on the day of valuation.

Level 2:

Inputs other than quoted prices within Level 1 that are observable for the asset or liability, either directly or
indirectly, and fair value that is determined through the use of models or other valuation methodologies.
Investments in this category are less liquid and restricted equity securities, certificates of deposit and certain
over-the-counter derivatives. A significant adjustment to a Level 2 input could result in the Level 2
measurement becoming a Level 3 measurement. The Company has no Level 2 investments.

Level 3:

Inputs that are unobservable for the asset or liability and that include situations where there is little, if any,
market activity for the asset or liability. The inputs into the determination of fair value are based upon the best
information in the circumstances and may require significant management judgment or estimation.
Investments in this category generally include equity and debt positions in private companies. The Company
has no Level 3 investments.

In certain cases, the inputs used to measure fair value may fall into different levels of the fair value hierarchy. In such cases, an
investment's level within the fair value hierarchy is based on the lowest level of input that is significant to the fair value measurement.
The Company's assessment of the significance of a particular input to the fair value measurement in its entirety requires judgment, and
considers factors specific to the investment.
The Company’s Level 1 investments consist of approximately $349,000 in certificates of deposit as of December 31, 2011; all such
amounts are included in cash and cash equivalents and restricted cash on the consolidated balance sheets.
Note 12.

Related Party Transactions

For the year ended December 31, 2011, the Company paid management fees of approximately $250,000 to its lead investor. These fees
are included in general and administrative costs in the accompanying consolidated statement of operations.
Note 13.

Subsequent Events

The Company has evaluated subsequent events through October 19, 2012, the date on which the consolidated financial statements were
available to be issued.
In January 2012, the Company borrowed $2,000,000 from a related party through a promissory note to support temporary working
capital and cash flow needs following the cash purchase of Toolbox.com, LLC in December 2011. The promissory note had a maturity
of one year and bore simple interest at 6% per annum. The note was repaid in full in May 2012.
In May 2012, the Company purchased substantially all of the assets and assumed certain liabilities of SX2 Media Labs LLC for an
aggregate purchase price of $750,000, of which $650,000 was paid in cash at closing and the remainder was placed in escrow for a
period of up to twelve months. Acquired in the transaction was computershopper.com, a leading destination for expert, labs-based
reviews and comparison shopping of technology products.
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Ziff Davis, Inc. and Subsidiary
Consolidated Balance Sheets
September 30, 2012 and December 31, 2011
(Unaudited)
September 30,
2012

(Audited)
December 31,
2011

ASSETS
Current Assets:
Cash and cash equivalents
Restricted cash
Accounts receivable, net
Escrow receivable
Deferred tax asset, current
Prepaid expenses and other current assets

$

Total current assets

4,437,853
—
12,383,455
—
418,000
499,235

$

3,308,054
348,825
13,656,306
1,008,280
505,000
340,808

17,738,543

19,167,273

6,002,491

6,219,754

Intangible Assets, net

18,434,415

19,865,996

Goodwill

20,058,906

19,862,495

Deferred Tax Asset

527,000

119,000

Security Deposits

860,755

609,335

Property and Equipment, net

Total assets

$

63,622,110

$

65,843,853

$

2,359,478
4,129,613
452,868
639,925

$

2,525,437
5,327,783
658,000
1,158,745

LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities:
Accounts payable
Accrued expenses and other current liabilities
Income tax payable
Deferred revenue
Total current liabilities
Deferred Tax Liability

7,581,884

9,669,965

933,000

622,000

21

21

5,270

5,270

54,169,736

54,152,889

932,199

1,393,708

Commitments and Contingencies
Shareholders’ Equity:
Series A redeemable preferred stock, par value
$0.01 per share; 3,000 shares authorized and 2.057 issued and
outstanding at September 30, 2012 and December 31, 2011, respectively
Common stock, par value $0.0001 per share; 54,000,000
shares authorized and 52,700,964 issued and outstanding
at September 30, 2012 and December 31, 2011, respectively
Additional paid-in capital
Retained earnings
Copyright © 2013 www.secdatabase.com. All Rights Reserved.
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Total shareholders’ equity

55,107,226

Total liabilities and shareholders' equity

See Notes to Consolidated Financial Statements.
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$

63,622,110

55,551,888
$

65,843,853

Ziff Davis, Inc. and Subsidiary
Consolidated Statements of Operations
Nine Months Ended September 30, 2012 and 2011
(unaudited)
2012
Revenue

$

Cost of Revenue

32,153,007

(unaudited)
2011
$

18,913,423

8,739,765

2,872,047

23,413,242

16,041,376

Operating Expenses:
Editorial and production
Sales and marketing
General and administrative
Restructuring charges
Research and development
Depreciation and amortization

6,138,063
6,098,252
5,772,485
582,682
806,081
4,378,188

4,664,087
3,723,342
3,763,069
846,909
957,241
1,475,412

Total operating expenses

23,775,751

15,430,060

Gross margin

(Loss) income from operations
Provision (benefit) for Income Taxes
Net (loss) income

$

See Notes to Consolidated Financial Statements.

2

Copyright © 2013 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document

(362,509)

611,316

99,000

(99,000)

(461,509)

$

710,316

Ziff Davis, Inc. and Subsidiary
Consolidated Statements of Cash Flows
Nine Months Ended September 30, 2012 and 2011
(unaudited)
2012

(unaudited)
2011

Cash Flows From Operating Activities:
Net (loss) income
$
(461,509)
Adjustments to reconcile net (loss) income to net cash provided by (used in) operating activities:
Depreciation and amortization
4,378,188
Bad debt
70,116
Stock-based compensation
16,847
Deferred taxes
(10,000)
Changes in operating assets and liabilities:
Decrease (increase) in accounts receivable
1,444,174
Decrease (ncrease) in escrow receivable
1,008,280
Increase in prepaid expenses and other current assets
(158,427)
Decrease in security deposits
97,405
Decrease in accounts payable
(362,501)
(Decrease) increase in accrued expenses and other current liabilities
(1,198,170)
Decrease in income taxes payable
(205,132)
Decrease in deferred revenue
(518,820)
Net cash provided by (used in) operating activities
Cash Flows From Investing Activities:
Purchase of property and equipment
Acquisitions, net of cash acquired (Note 3)
Cash used in investing activities
Cash Flows From Financing Activities:
Proceeds from issuance of preferred and common stock
Repurchase of common stock
Repayment of note receivable arising from issuance of common stock

$

710,316
1,475,412
(241,152)
—
199,000
(2,498,450)
(1,008,280)
(558,163)
146,542
(1,818,360)
2,487,096
72,000
(300,695)

4,100,451

(1,334,734)

(2,213,255)
(757,397)

(487,222)
(18,565,088)

(2,970,652)

(19,052,310)

—
—
—

20,728,383
(613)
14,457

Net cash provided by financing activities

—

20,742,227

Net increase in cash and cash equivalents

1,129,799

355,183

3,308,054

4,032,641

Cash and Cash Equivalents:
Beginning
Ending
Supplemental Disclosure of Cash Flow Information:
Cash paid for income taxes

See Notes to Consolidated Financial Statements.
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$

4,437,853

$

4,387,824

$

405,000

$

—

Ziff Davis, Inc. and Subsidiary
Notes to Consolidated Financial Statements

Note 1.

Organization

Ziff Davis, Inc. is a leading digital media company specializing in the technology market, reaching in-market buyers and influencers in
both the consumer and business-to-business space every month. Ziff Davis sites, which feature trusted and comprehensive evaluations
of the newest and hottest products, include PCMag.com, ExtremeTech.com, Geek.com, Toolbox.com and Computershopper.com. Ziff
Davis B2B Focus, Inc. (“Ziff Davis B2B”) is a leading provider of online research to enterprise buyers and of high-quality leads to IT
vendors. Ziff Davis also operates BuyerBase™, an advanced ad targeting platform focused on tech buyers, and LogicBuy.com, a leading
provider of deals and discounts on tech products.
Note 2.

Summary of Significant Accounting Policies

Principles of Consolidation: The accompanying consolidated financial statements include the accounts of Ziff Davis, Inc. and its wholly
owned subsidiary, Ziff Davis B2B (collectively, the “Company”). All significant intercompany account balances and transactions have
been eliminated.
Basis of Presentation: The consolidated financial statements of the Company have been prepared on the accrual basis of accounting.
References to the unaudited nine months ended September 30, 2012 and 2011 herein are for the periods from January 1 to September
30, 2012 and 2011, respectively. A summary of the major accounting policies followed in the preparation of the accompanying financial
statements, which conform to accounting principles generally accepted in the United States of America, is presented below.
Revenue Recognition: The Company generates revenue from a variety of types of business arrangements:

·

A significant portion of the Company’s revenue is generated from the sale of advertising campaigns that are targeted to its
proprietary websites. Revenue for these advertising campaigns is recognized as earned either when an ad is placed for viewing
by a visitor to the appropriate web page or when the customer "clicks through" on the ad, depending upon the terms with the
individual advertiser.

·

Another significant source of revenue for the Company is through the generation of business leads for IT vendors through the
Company’s business-to-business operations. Revenue for these lead-generation campaigns is recognized as earned when the
Company delivers the qualified leads to the customer.

·

Additional revenue is generated by the Company through the license of certain assets to clients, for the clients’ use in their
own promotional materials or otherwise. Such assets may include logos, editorial reviews, or other copyrighted material of the
Company. Revenue under such license agreements is recognized when the assets are delivered to the client.

·

The Company also generates other types of revenue, including business listing fees, subscriptions to online publications, and
from other sources.

For each type of revenue, revenue is recognized only when the price is fixed or determinable, persuasive evidence of an arrangement
exists, the service is performed, and collectibility of the resulting receivable is reasonably assured.
Cash and Cash Equivalents: The Company considers all short-term, highly liquid investments with an original maturity of three months
or less to be cash equivalents. The Company deposits its temporary cash with financial institutions and, at times, such balances may
exceed Federal Deposit Insurance Corporation (“FDIC”) insured limits.
Fair Value of Financial Instruments: Fair value of cash and cash equivalents, accounts receivable and accounts payable is estimated to
approximate carrying values due to the short maturities of these financial instruments.
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Note 2.

Summary of Significant Accounting Policies (Continued)

Allowance for Doubtful Accounts: The allowance for doubtful accounts is established through a provision for bad debt charged to
expense. The allowance is an amount that management believes will be adequate to absorb estimated losses on existing receivables,
based on an evaluation of the collectibility of accounts receivable, overall accounts receivable quality, review of specific accounts
receivable, and current economic conditions that may affect customers’ ability to pay. While management uses the best information
available to make its evaluation, future adjustments to the allowance may be necessary if there are significant changes in economic
conditions. Receivables are written off and charged against the allowance when management believes that collectibility is unlikely and
the potential for recovery is considered remote. Recoveries of receivables previously written off are recorded when received.
Customer Concentrations: One customer represented approximately 10% and 14% of total accounts receivable at September 30, 2012
and 2011, respectively. One customer accounted for approximately 10% of revenue for each of the periods ended September 30, 2012
and 2011.
Property and Equipment: Property and equipment is stated at cost. Property and equipment acquired through acquisitions of businesses
is initially recorded at fair value. Depreciation is calculated on the straight-line method over the estimated useful lives of the assets
(three to five years). The costs of maintenance and repairs that do not extend the useful lives of the assets are charged to operating
expenses as incurred.
Internal Use Software and Website Development Costs: The Company capitalizes costs incurred during the development of its website
applications and infrastructure as well as certain costs relating to internal use software. The estimated useful life of costs capitalized is
evaluated for each specific project. Capitalized internal use software and website development costs are reviewed for recoverability
whenever events or changes in circumstances indicate that the carrying amount of the asset may not be recoverable. An impairment loss
will be recognized if the carrying amount of the asset is not recoverable and exceeds its fair value. Amortization is calculated on the
straight-line method over the estimated useful lives of the assets (generally three years). The Company capitalized internal use software
and website development costs of approximately $1,675,000 and $607,000 in the nine months ended September 30, 2012 and 2011,
respectively.
Intangible Assets Subject to Amortization: Intangible assets consist of certain trademarks, licensing agreements and domain names,
which will be amortized over the estimated useful life of each, typically five years for licensing agreements and domain names and
thirty years for trademarks. The Company reviews these assets for possible impairment whenever circumstances indicate the carrying
value of the assets may not be recoverable. A loss is recognized in the consolidated statements of operations if it is determined that an
impairment exists based on expected future undiscounted cash flows. The amount of the impairment is the excess of the carrying
amount of the impaired asset over its fair value. There were no impairments and no impairment loss was recorded during the nine
months ended September 30, 2012 and 2011.
Goodwill: The Company’s goodwill was recorded as the result of the Company’s inception (June 4, 2010) and subsequent business
combinations. The Company has recorded these business combinations using the purchase method of accounting. The Company tests its
recorded goodwill for impairment on an annual basis at December 31, or more often if indicators of potential impairment exist, by
determining if the carrying value of each reporting unit exceeds its estimated fair value. Factors that could trigger an interim impairment
test include, but are not limited to, underperformance relative to historical or projected future operating results, significant changes in
the manner of use of the acquired assets or the Company’s overall business, and significant negative industry or economic trends.
During the nine months ended September 30, 2012 and 2011, the Company determined that no impairment of goodwill existed because
the estimated fair value of its reporting unit exceeded its carrying amount.
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Note 2.

Summary of Significant Accounting Policies (Continued)

Advertising and Marketing: The Company expenses the costs of advertising and marketing as incurred. Advertising and marketing
expense for the nine months ended September 30, 2012 and 2011 was approximately $326,000 and $483,000, respectively, and is
included in sales and marketing expenses in the consolidated statements of operations.
Use of Estimates: The preparation of financial statements in accordance with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the amounts reported in the financial statements
and accompanying notes. Actual results could differ from these estimates.
Income Taxes: An asset and liability approach is used for financial accounting and reporting of deferred income taxes. Deferred income
tax assets and liabilities are computed for temporary differences between the financial statement and tax bases of assets and liabilities
that will result in taxable or deductible amounts in the future. Such deferred income tax asset and liability computations are based on
enacted tax laws and rates applicable to periods in which the differences are expected to affect taxable income. Valuation allowances are
established when necessary to reduce deferred tax assets to the amounts expected to be realized.
The Company adheres to the accounting standard on accounting for uncertainty in income taxes, which addresses the determination of
whether tax benefits claimed or expected to be claimed on a tax return should be recorded in the financial statements. Under this
guidance, the Company may recognize the tax benefit from an uncertain tax position only if it is more likely than not that the tax
position will be sustained on examination by taxing authorities, based on the technical merits of the position. The tax benefits
recognized in the financial statements from such a position are measured based on the largest benefit that has a greater than 50%
likelihood of being realized upon ultimate settlement. The guidance on accounting for uncertainty in income taxes also addresses
derecognition, classification, interest and penalties on income taxes, and accounting in interim periods. The Company recognizes
interest and penalties, if any, in its provision for income taxes. Management evaluated the Company's tax position and concluded that
the Company had taken no uncertain tax positions that require adjustments to the financial statements in order to comply with the
provisions of this guidance. The tax years 2010, 2011 and 2012 are open and subject to audit by federal and state jurisdictions.
Stock-Based Compensation: Stock-based compensation represents the cost related to stock-based awards granted to employees in lieu of
monetary payment. The Company measures stock-based compensation cost at grant date, based on the estimated fair value of the award,
and recognizes the cost as expense on a straight-line basis (net of estimated forfeitures) over the requisite service period. The Company
estimates the fair value of stock options using the Black-Scholes valuation model. The expense is recorded in the consolidated
statements of operations. The Company’s stock option plan is described in Note 10.
Recently Issued Accounting Pronouncement: In September 2011, the Financial Accounting Standards Board (the "FASB") issued
Accounting Standard Update ("ASU") 2011-08, Intangibles - Goodwill and Other (Topic 350): Testing Goodwill for Impairment. ASU
2011-08 gives an entity the option in its annual goodwill impairment test to first assess revised qualitative factors to determine whether
it is more likely than not (a likelihood of more than 50%) that the fair value of a reporting unit is less than its carrying amount
(“qualitative assessment”). In certain cases, this will allow an entity to forego the existing two-step goodwill impairment test. The
Company is currently evaluating the impact of the pending adoption of the ASU on its consolidated financial statements.
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Note 3.

Acquisitions

Focus: On August 23, 2011, the Company acquired 100% of the equity of Focus Research, Inc. (“Focus”) through a wholly owned
subsidiary, Ziff Davis B2B, for an aggregate purchase price of $19,655,363, net of a working capital adjustment of $290,533. The
purchase consideration was cash paid at closing. Additionally, the Company’s escrow of $1,008,280 was returned as a result of the
discovery of undisclosed liabilities that existed as of the transaction date. As of September 30, 2011, $1,008,280 was recorded as escrow
receivable on the consolidated balance sheet. The amount was refunded to the Company in 2012. Ziff Davis B2B provides targeted
enterprise-level leads to IT vendors through content syndication, phone-qualified leads and webinars.
The following table summarizes the estimated fair value of the assets acquired at the date of the acquisition:
Cash acquired
Working capital assets acquired, less cash
Property and equipment
Deferred tax asset
Intangible assets
Goodwill
Working capital liabilities assumed
Deferred revenue

$

1,090,265
4,091,686
676,065
370,000
11,200,000
4,959,620
(2,612,182)
(120,101)

$

19,655,353

The intangible assets are comprised primarily of customer relationships and a member database as well as other intangibles; these
intangible assets will be amortized using the straight-line method over their respective estimated lives, which range from one to ten
years.
Toolbox: On December 31, 2011, the Company purchased substantially all the assets and assumed certain liabilities of Toolbox.com,
LLC (“Toolbox”) for an aggregate purchase price of $2,115,591 in cash consideration. Toolbox operates toolbox.com, a leading website
for IT professionals.
As a result of the acquisition of Toolbox on December 31, 2011, the Company agreed to continue to employ certain employees of
Toolbox on a short-term basis during the beginning of 2012. The Company recorded an estimated severance liability associated with the
termination of these employees on the date of the transaction of $682,000 which is included as a liability in the accounting for this
business combination.
The following table summarizes the estimated fair value of the assets acquired at the date of the acquisition:
Working capital assets acquired
Property and equipment
Capitalized software
Goodwill
Working capital liabilities assumed
Severance liability

$

1,027,467
101,359
2,647,501
36,659
(1,015,395)
(682,000)

$

2,115,591

The intangible assets are comprised primarily of proprietary, internally-developed software which has an estimated life of three years and
will be amortized using the straight-line method.
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Ziff Davis, Inc. and Subsidiary
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Note 3.

Acquisitions (Continued)

Computer Shopper: On May 11, 2012, the Company purchased substantially all the assets and assumed certain liabilities of SX2 Media,
LLC (“SX2”) for an aggregate purchase price of $757,397 in cash consideration. SX2 operates computershopper.com, a leading website
for technology enthusiasts.
The following table summarizes the estimated fair value of the assets acquired at the date of the acquisition:
Net working capital assets acquired
Property and equipment
Intangible assets
Goodwill

$

44,897
10,000
506,089
196,411

$

757,397

The intangible assets are comprised primarily of certain domain names that have a five year life and will be amortized using the straight
line method.
Note 4.

Accounts Receivable

Accounts receivable consist of the following as of September 30, 2012 and December 31, 2011:
September
2012
Accounts receivable
Less allowance for doubtful accounts

Note 5.

December
2011

$

12,664,230
(280,775)

$

14,007,197
(350,891)

$

12,383,455

$

13,656,306

Property and Equipment and Capitalized Development Costs

Property and equipment consists of the following as of September 30, 2012 and December 31, 2011:
September
2012
Computer hardware and software, furniture and equipment
Capitalized internal use software costs
Leasehold improvements

$

$

10,424,355
(4,421,864)

Less accumulated depreciation and amortization
Total property and equipment

1,353,598
8,953,211
117,546

December
2011

$

6,002,491

876,911
7,278,468
84,217
8,239,596
(2,019,842)

$

6,219,754

Depreciation and amortization expense was $2,402,023 and $971,587 for the nine months ended September 30, 2012 and 2011,
respectively.
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Ziff Davis, Inc. and Subsidiary
Notes to Consolidated Financial Statements

Note 6.

Intangible Assets

As a result of various acquisitions, the Company obtained certain trademarks, licensing agreements and domain names. These assets are
included in intangible assets and are being amortized over an estimated useful life of 30 years for the trade names and 5 to 15 years for
the remaining intangibles.
Intangible assets consist of the following as of September 30, 2012 and December 31, 2011:
September
2012
Intangible assets
Less accumulated amortization

December
2011

$

21,713,424
(3,279,009)

$

21,168,839
(1,302,843)

$

18,434,415

$

19,865,996

Amortization expense was $1,976,165 and $503,431 for the nine months ended September 30, 2012 and 2011, respectively. Future
amortization expense for the Company is expected to be as follows:
Year ending December 31,
2012 (October - December)
2013
2014
2015
2016
2017
Thereafter

Note 7.

$

640,836
2,563,455
2,517,325
2,069,745
1,396,385
1,309,693
7,936,976

$

18,434,415

Income Taxes

The provision for income taxes for the nine months ended September 30, 2012 and 2011 consists of the following:
2012
Current:
Federal
State and local

$

Deferred:
Federal
State and local

Income tax expense (benefit)

$

23,000
86,000

2011
$

—
72,000

109,000

72,000

16,000
(26,000)

(138,000)
(33,000)

(10,000)

(171,000)

99,000

$
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Ziff Davis, Inc. and Subsidiary
Notes to Consolidated Financial Statements

Note 7.

Income Taxes (Continued)

Net deferred tax liabilities consist of the following components as of September 30, 2012 and December 31, 2011:
September
2012
Deferred tax assets:
Net operating loss carryforwards
Accrued expenses

$

6,373,000
418,000

December
2011
$

6,593,000
505,000

Deferred tax liabilities:
Intangible assets
Property and equipment
Goodwill

(2,512,000)
(104,000)
(933,000)

(2,953,000)
(291,000)
(622,000)

Net deferred tax asset pre-valuation allowance
Less valuation allowance

3,242,000
(3,230,000)

3,232,000
(3,230,000)

Total net deferred tax asset

$

12,000

$

2,000

The Company has established a valuation allowance of $3,230,000 against future net operating loss carryforwards acquired in a
previous acquisition. The timing and extent to which the Company can utilize future tax deductions in any year are limited by
provisions of the Internal Revenue Code regarding changes in ownership of the corporation. At September 30, 2012, the Company has
recorded a deferred tax liability of $933,000 related to the book/tax basis difference of goodwill.
At December 31, 2011, the Company had net operating loss carryforwards for federal income tax purposes of approximately
$16,128,000 that begin to expire in 2031 and net operating loss carryforwards for state and local income tax purposes of approximately
$16,491,000 that begin to expire in 2031.
Note 8.

Commitments and Contingencies

The Company operates its business in leased facilities in New York, NY, San Francisco, CA and Scottsdale, AZ under noncancelable
operating leases that expire in December 2015, September 2013 and December 2014, respectively. Future minimum lease payments
under the Company’s noncancelable operating leases as of September 30, 2012 are:
Year ending December 31,
2012 (October - December)
2013
2014
2015
2016
2017

$

490,528
1,572,654
1,026,156
1,029,305
157,475
13,385

$

4,289,503

Rent expense was $1,545,778 and $911,211 for the nine months ended September 30, 2012 and 2011, respectively.
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Ziff Davis, Inc. and Subsidiary
Notes to Consolidated Financial Statements

Note 9.

Shareholders’ Equity

Common Stock: The Company is authorized to issue 54,000,000 shares of common stock at a par value of $0.0001 per share, of which
52,700,964 shares were issued and outstanding at September 30, 2012 and 2011. In August 2011, the Company approved a 10,000-for-1
split of its common stock. All references to common stock have been retroactively adjusted to reflect this stock split.
Preferred Stock: The Company is authorized to issue 3,000 shares of Preferred Stock at a par value of $0.01 per share. During the nine
months ended September 30, 2011, the Company issued 790 shares of Preferred Stock and 12,238,304 shares of common stock in
exchange for net cash proceeds of approximately $21,000,000. As of September 30, 2012, 2,057 shares are issued and outstanding. The
Preferred Stock has the following significant characteristics:
Dividends: Preferred Stock holders are entitled to receive dividends, when, as and if declared by the board of directors and out of
funds legally available. Preferred Stock holders shall receive cumulative dividends at a rate of 6% per annum compounded
annually.
Through September 30, 2012, no dividends have been declared or paid by the Company. As of September 30, 2012, cumulative
dividends in arrears for Preferred Stock are approximately $5,927,000.
Liquidation Preference: In the event of any liquidation, dissolution or winding up of the affairs of the Company, as defined (a
“Liquidation Event”), the holders of Preferred Stock shall receive an amount per share equal to $26,133.05, plus any accrued and
unpaid dividends, before any amount shall be paid or distributed to the holders of common stock (the “Liquidation Value”).
Redemption: The Preferred Stock is subject to redemption by the shareholders at any time on or after June 4, 2017 (the
“Redemption Date”). Subject to certain limitations, such redemption can be required upon written election of the holders of a
majority of the outstanding shares of Preferred Stock at any time after the Redemption Date or upon the closing of the Company’s
initial public offering, as defined, and shall be on a pro rata basis among the shares of Preferred Stock. The redemption amount for
the Preferred Stock shall be equal to the Liquidation Value, which is $59,681,670 at September 30, 2012.

11

Copyright © 2013 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document

Ziff Davis, Inc. and Subsidiary
Notes to Consolidated Financial Statements

Note 10.

Stock-Based Compensation

On June 4, 2010, the Company established the 2010 Stock Option and Grant Plan (the "Plan") that provides for the grant to officers,
employees, directors or other key individuals of qualified or nonqualified stock options to purchase shares of the Company's common
stock, restricted or unrestricted stock awards, or restricted stock units. As discussed in Note 2, the compensation costs for such awards
are accounted for in accordance with FASB Accounting Standards Codification (“ASC”) 718. Stock-based compensation cost is
measured at the date of grant, based on the estimated fair value of the award using the Black-Scholes valuation model, and is recognized
on a straight-line basis as expense over the requisite service period in the consolidated statements of operations.
During the nine months ended September 30, 2012, the Company issued options to purchase up to 80,000 shares of common stock to
various employees. The exercise price for these options was deemed to be equal to the fair market value of the stock at the time of grant.
There were no awards issued our outstanding as of September 30, 2011. The Company calculated the fair values of the options granted
using the following weighted-average assumptions:
Expected volatility
Expected term
Risk-free interest rate
Expected dividend yield
Weighted-average grant date fair value per share

50%
6.0 years
0.69% - 0.90%
0.0%
$0.51

Since there is no public market for the Company’s common stock, the Company determined the volatility of the Company’s common
stock utilizing a peer group of companies for a period equal to the expected life of the options. The expected life of the options has been
determined utilizing the “simplified” method. The risk-free interest rate is based on a zero coupon United States treasury instrument
whose term is consistent with the expected life of the stock options. The expected dividend yield is assumed to be zero, as the Company
has not paid and does not anticipate paying cash dividends. The Company has estimated an annual forfeiture rate of 20%. Stock-based
compensation expense is recognized in the financial statements on a straight-line basis over the vesting period, based on awards that are
ultimately expected to vest.
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Ziff Davis, Inc. and Subsidiary
Notes to Consolidated Financial Statements

Note 10.

Stock-Based Compensation (Continued)

A summary of the stock option activity under the Company’s stock option plan for the nine months ended September 30, 2012 is
presented below:

WeightedAverage Exercise
Price per Share

Options
Outstanding

WeightedAverage
Remaining
Contractual
Terms in Years

Aggregate
Intrinsic Value

Options outstanding at December 31, 2011
Granted
Exercised
Forfeited
Cancelled

240,000
80,000
—
(50,000)
(10,000)

$

1.08
1.08
—
—
—

9.0
9.7
—
—
—

$

—
40,900
—
—
—

Options outstanding at September 30, 2012

260,000

$

—

9.2

$

—

Options exercisable at September 30, 2012

—

$

—

—

$

—

In addition to the vested options, the Company expects a portion of the unvested options to vest at some point in the future. Options
expected to vest are calculated by applying an estimated forfeiture rate to the unvested options.
Note 11.

Fair Value of Financial Measurements

The Fair Value Measurements Topic of the FASB ASC defines fair value as the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants at the measurement date and sets out a fair value hierarchy. The
fair value hierarchy gives the highest priority to quoted prices in active markets for identical assets or liabilities (Level 1) and the lowest
priority to unobservable inputs (Level 3). Inputs are broadly defined under this guidance as assumptions market participants would use
in pricing an asset or liability.
This guidance establishes three levels of the fair value hierarchy as follows:

Level 1:

Unadjusted quoted prices in active markets for identical assets or liabilities that the reporting entity has the
ability to access at the measurement date. The types of investments in Level 1 include available-for-sale
securities traded on a national securities exchange. These securities are stated at the last reported sales price
on the day of valuation.

Level 2:

Inputs other than quoted prices within Level 1 that are observable for the asset or liability, either directly or
indirectly, and fair value that is determined through the use of models or other valuation methodologies.
Investments in this category generally include less liquid and restricted equity securities, certificates of
deposit and certain over-the-counter derivatives. A significant adjustment to a Level 2 input could result in
the Level 2 measurement becoming a Level 3 measurement. The Company has no Level 2 investments.
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Ziff Davis, Inc. and Subsidiary
Notes to Consolidated Financial Statements

Note 11.

Fair Value of Financial Measurements (Continued)

Level 3:

Inputs that are unobservable for the asset or liability and that include situations where there is little, if any,
market activity for the asset or liability. The inputs into the determination of fair value are based upon the best
information in the circumstances and may require significant management judgment or
estimation. Investments in this category generally include equity and debt positions in private companies. The
Company has no Level 3 investments.

In certain cases, the inputs used to measure fair value may fall into different levels of the fair value hierarchy. In such cases, an
investment's level within the fair value hierarchy is based on the lowest level of input that is significant to the fair value measurement.
The Company's assessment of the significance of a particular input to the fair value measurement in its entirety requires judgment, and
considers factors specific to the investment.
The Company’s Level 1 investments consist of approximately $861,000 and $348,000 in certificates of deposit as of September 30,
2012 and 2011, respectively; all such amounts are included in security deposits on the consolidated balance sheets.
Note 12.

Related Party Transactions

In each of the periods ended September 30, 2012 and 2011, the Company paid management fees of approximately $188,000 to its lead
investor. These fees are included in general and administrative costs in the accompanying consolidated statements of operations.
Note 13.

Subsequent Events

The Company has evaluated subsequent events through January 23, 2013, the date on which the consolidated financial statements were
available to be issued.
In November 2012, the shareholders of the Company sold substantially all of the equity of the Company to j2 Global, Inc.
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EXHIBIT 99.3

j2 GLOBAL, INC.
UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL STATEMENTS
On November 9, 2012, j2 Global, Inc. (“j2 Global”) acquired Ziff Davis, Inc. (“Ziff Davis”) for a purchase price of
approximately $166.4 million plus assumed liabilities, (the “Acquisition”). In connection with the Acquisition, certain management of
Ziff Davis converted a portion of their shares in Ziff Davis into 8,557 shares of a new series of Series A cumulative participating
preferred stock of Ziff Davis having a face value of $8,557,000 (“Non-controlling interest”). The following unaudited pro forma
condensed combined balance sheet as of September 30, 2012 and the unaudited pro forma condensed combined statements of operations
for the nine months ended September 30, 2012 and for the year ended December 31, 2011 are based on the historical financial
statements of j2 Global and Ziff Davis using the acquisition method of accounting.
The unaudited condensed combined pro forma balance sheet as of September 30, 2012 gives effect to the Acquisition as if it
had occurred on September 30, 2012, and includes all adjustments that give effect to events that are directly attributable to the
Acquisition and are factually supportable. The unaudited pro forma condensed combined statements of operations for the year ended
December 31, 2011 and the nine months ended September 30, 2012 give effect to the Acquisition as if it had occurred on January 1,
2011, and include all adjustments that give effect to events that are directly attributable to the Acquisition, are expected to have a
continuing impact, and are factually supportable.
The unaudited pro forma condensed combined financial statements are presented for informational purposes only and are not
intended to represent or to be indicative of the results of operations or financial position that j2 Global would have reported had the
Acquisition been completed as of the dates set forth in the unaudited pro forma condensed combined financial statements.
The unaudited pro forma condensed combined financial statements reflect management’s preliminary estimates of the fair
values of tangible and intangible assets acquired and liabilities assumed. Upon completion of the valuation for the Acquisition, the
Company may make additional adjustments, and these valuations could change significantly from those used in the pro forma
condensed combined financial statements.
These unaudited pro forma condensed combined financial statements should be read in conjunction with j2 Global’s historical
consolidated financial statements and notes thereto contained in j2 Global’s Annual Report on Form 10-K for the year ended December
31, 2011, j2 Global’s Quarterly Report on Form 10-Q for the nine months ended September 30, 2012, j2 Global’s Current Report on
Form 8-K filed with the United States Securities and Exchange Commission on November 13, 2012, Ziff Davis’ historical financial
statements and notes thereto for the period ended December 31, 2011 contained herein as Exhibit 99.1 and historical unaudited
consolidated financial statements as of and for the nine months ended September 30, 2012 and 2011 contained herein as Exhibit 99.2.
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j2 GLOBAL, INC.
UNAUDITED PRO FORMA CONDENSED COMBINED BALANCE SHEET
AS OF SEPTEMBER 30, 2012
(in thousands)
j2 Global
Historical

Ziff Davis
Historical

Pro Forma
Adjustments

j2 Global
Pro Forma

ASSETS
Cash and cash equivalents
Short-term investments
Accounts receivable, net
Prepaid expenses and other current assets
Total current assets

$

287,514
143,628
25,332
14,285
470,759

$

4,438
—
12,383
918
17,739

Long-term investments
Property and equipment, net
Intangibles, net

38,687
13,938
101,560

—
6,002
18,434

Goodwill

293,687

20,059

Other assets
Total assets

$

6,577
925,208

$

1,388
63,622

$

$

(166,443) A $
—
—
—
(166,443)
—
(380)
(18,434)
65,060
(20,059)
114,063
—
(26,193)

125,509
143,628
37,715
15,203
322,055
38,687
19,560
166,620

B
C
D
C
E

407,750

$

7,965
962,637

(875) F $
—
(875)

44,041
28,992
73,033

LIABILITIES AND STOCKHOLDERS'
EQUITY
Accounts payable, accrued expenses, and
other current liabilities
Deferred revenue
Total current liabilities

$

Long term debt
Liability for uncertain tax positions
Deferred income taxes, and other long term
liabilities
Other long-term liabilities
Total liabilities

Stockholders' equity:
Common stock, $0.01 par value.
Additional paid-in capital
Retained earnings
Accumulated other comprehensive income
(loss)
Total stockholders' equity
Non-controlling interest
Non-controlling interest
Total equity
Total liabilities and equity

$

37,974
28,352
66,326

$

6,942
640
7,582

$

245,081
31,092

—
—

—
—

—
14,375
356,874

933
—
8,515

21,232
—
20,357

451
166,557
404,862

5
54,170
932

(5) I
(54,170) I
(932) I

451
166,557
404,862

(3,536)
568,334

—
55,107

—
(55,107)

(3,536)
568,334

—
568,334
925,208

—
55,107
63,622

8,557 E
(46,550)
(26,193)
$

8,557
576,891
962,637

$
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$

245,081
31,092
G

22,165
14,375
385,746
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j2 GLOBAL, INC.
UNAUDITED PRO FORMA CONDENSED COMBINED STATEMENT OF OPERATIONS
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2012
(in thousands, except per share amounts)
j2 Global
Historical
$
269,363

Ziff Davis
Historical
$
32,153

Pro Forma
Adjustments
$
—

j2 Global
Pro Forma
$
301,516

Cost of revenues
Gross profit
Operating expenses:
Sales and marketing
Research, development and engineering
General and administrative

48,354
221,009

8,740
23,413

—
—

57,094
244,422

43,910
13,798
43,387

12,236
806
10,733

Total operating expenses
Operating earnings
Interest income/(expense)
Earnings before income taxes
Income tax expense
Net earnings

101,095
119,914
(2,657)
117,257
25,880
91,377

23,775
(362)
—
(362)
99
(461)

Revenues

Net earnings per common share:
Basic
Diluted
Weighted average shares outstanding:
Basic
Diluted
Cash dividend paid per common share

$

$
$

$

1.97
1.96
45,590,160
45,897,389
0.65
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$

—
—
(54)
2,838
2,784
(2,784)
(1,010)
(3,794)
(1,464)
(2,330)

56,146
14,604
56,904

B
D

J
H
$

$
$

127,654
116,768
(3,667)
113,101
24,515
88,586

1.91
1.90
45,590,160
45,897,389

j2 GLOBAL, INC.
UNAUDITED PRO FORMA CONDENSED COMBINED STATEMENT OF OPERATIONS
FOR THE YEAR ENDED DECEMBER 31, 2011
(in thousands, except per share amounts)

j2 Global
Historical
$
330,159

Ziff Davis
Historical
$
31,425

Pro Forma
Adjustments
$
—

j2 Global
Pro Forma
$
361,584

Cost of revenues
Gross profit
Operating expenses:
Sales and marketing
Research, development and engineering
General and administrative

60,613
269,546

6,026
25,399

—
—

66,639
294,945

59,066
16,373
58,157

12,591
1,160
8,515

Total operating expenses
Operating earnings
Interest income/(expense)
Earnings before income taxes
Income tax expense
Net earnings

$

133,596
135,950
1,166
137,116
22,350
114,766

22,266
3,133
—
3,133
821
2,312

$
$

2.46
2.43

Revenues

Net earnings per common share:
Basic
Diluted
Weighted average shares outstanding:
Basic
Diluted
Cash dividend paid per common share

$

45,799,615
46,384,848
0.41
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$

—
—
(73)
5,096
5,023
(5,023)
(776)
(5,799)
(2,257)
(3,542)

71,657
17,533
71,695

B
D

$

160,885
134,060
390
134,450
20,914
113,536

$
$

2.44
2.41

J
H

45,799,615
46,384,848

j2 GLOBAL, INC.
NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL STATEMENTS

1.

Description of the Transaction and Basis of Presentation

The unaudited pro forma condensed combined financial statements have been prepared based on j2 Global’s and Ziff Davis’ historical
financial information, giving effect to the Acquisition and related adjustments described in these notes. Ziff Davis prepares its
consolidated financial statements in accordance with US generally accepted accounting principles (“U.S. GAAP”). Certain note
disclosures normally included in the financial statements prepared in accordance with U.S. GAAP have been condensed or omitted as
permitted by the Securities and Exchange Commission rules and regulations.
j2 Global accounts for business combinations in accordance with Financial Accounting Standards Board Accounting Standards
Codification (“ASC”) 805, “Business Combinations”. The purchase price for the Acquisition has been allocated to the assets and
liabilities acquired based on a preliminary valuation of their respective fair values and may change when the final valuation of certain
intangible assets and acquired working capital is determined.
Pro Forma Footnotes
A.

Reflects the $166,443,000 of cash consideration paid for the Acquisition.

B.

Reflects fair value adjustments for fixed assets acquired and related pro forma depreciation expense adjustments. Pro forma
depreciation expense is calculated based on an average remaining useful life of 3 to 5 years for the acquired assets (dollar
amounts in thousands).

Computers, hardware & software

Historical
amounts
$
555

Fair value
$
538

Fair value
adjustment
$
(17)

169

148

(21)

5

7

5,187

4,780

(407)

61

82

91

156

65

(16)

(22)

Other equipment
Capitalized software & websites
Leasehold improvements
Total

Pro forma decrease / (increase)
to depreciation expense
For the nine
For the twelve
months ended
months ended
September 30,
December 31,
2012
2011
$
4
$
6

$

6,002

$

5,622

$

380
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$

54

$

73

C.

Reflects the elimination of Ziff Davis’ historical intangible assets and goodwill.

D.

Reflects the fair value of identifiable intangible assets and related amortization expense adjustments, as follows (in thousands):

Remaining useful
life

Fair value
Trade name

37,730

20 years

Customer relationships

5,380

8 years

504

673

Licensing relationships

4,910

6 years

614

818

Advertiser relationships

14,500

9 years

1,208

1,611

Subscriber relationships

620

5 years

93

124

Non-competition agreements

600

3 years

150

200

Content: Proprietary

330

1 year

248

330

Content: Reviews

510

0.5 year

510

510

Customer Lists

480

5 years

72

96

Total

$

Pro forma amortization expense
For the nine
For the twelve
months ended
months ended
September 30,
December 31,
2012
2011

$

65,060

$

$

Historical amortization Expense

1,415

4,814

$

$

(1,976)

Increase to pro forma amortization expense

$
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2,838

1,887

6,249
(1,153)

$

5,096

E.

Reflects the preliminary purchase price allocation and recognition of goodwill arising from the Acquisition
thousands):
Cash consideration paid
Non-controlling interest
Assumed liabilities
Deferred tax liability
Total purchase price to be allocated
Less: Estimated fair value of assets acquired:
Current assets
Depreciable fixed assets and Other assets
Trade names
Customer & subscriber relationships
Licensing relationships
Advertiser relationships
Other intangibles
Goodwill

$

$
$

$

as follows (in

166,443
8,557
7,640
21,232
203,872
(17,739)
(7,010)
(37,730)
(6,000)
(4,910)
(14,500)
(1,920)
114,063

F.

Reflects the elimination of a one-time expense of $0.9 million in 2012 related to an earn-out arrangement from a previous
acquisition of Ziff Davis, Inc. that is included within historical liabilities and was not acquired by j2 Global, Inc.

G.

No adjustments to the tax basis of Ziff Davis’ assets and liabilities are expected as a result of the Acquisition. Accordingly,
deferred income taxes at September 30, 2012 have been adjusted by approximately $21.2 million caused by book and tax
differences after the allocation of the pro forma purchase price.

H.

Reflects the tax impact of the Acquisition based on a blended statutory rate of approximately 41.1%.

I.

Reflects the elimination of Ziff Davis’ historical stockholders’ equity balances.

J.

Reflects the elimination of interest income for the year ended December 31, 2011 and the reduction of interest income for
the nine months ended September 30, 2012 related to interest income earned on cash consideration for the Acquisition. As of
January 1, 2011, j2 Global did not have sufficient cash and investments on hand to fund the Acquisition. Accordingly, the pro
forma unaudited combined statement of operations for the year ended December 31, 2011 reflects the elimination of all interest
income recognized on j2 Global’s cash and investments. Interest income in the pro forma unaudited combined statement of
operations for the nine months ended September 30, 2012 reflects a reduction of $1 million, representing the interest earned on
the $166.4 million cash consideration for the Acquisition at an average annual interest rate of 0.6%.
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