EDGAROnline

J2 GLOBAL COMMUNICATIONS INC

FORM 10-Q

(Quarterly Report)

Filed 11/08/11 for the Period Ending 09/30/11

Address 6922 HOLLYWOOD BLVD
LEGAL DEPT - 5TH FLOOR
LOS ANGELES, CA 90028
Telephone 3238609200
CIK 0001084048
Symbol JCOM
SIC Code 4822 - Telegraph and Other Message Communications
Industry Communications Services
Sector  Services
Fiscal Year 12/31

Powere 4 &y EDGAROnline

http://www.edgar-online.com
© Copyright 2011, EDGAR Online, Inc. All Rights Reserved.
Distribution and use of this document restricted under EDGAR Online, Inc. Terms of Use.


http://www.edgar-online.com

UNITED STATES
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ACT OF 1934
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OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(df ®HE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from to
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Indicate by check mark whether the registrant € filed all reports required by Section 13 or )%(idthe Securities Exchange Act of 1934 du
the preceding 12 months (or for such shorter petiatithe registrant was required to file such reg)pand (2) has been subject to such filing
requirements for the past 90 days. ¥8s No[O

Indicate by check mark whether the registrant himsrstted electronically and posted on its corpok&eb site, if any, every Interactive Data File
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PART I.

Iltem 1. Financial Statements

FINANCIAL INFORMATION

ASSETS

Cash and cash equivalel
Shor-term investment

j2 Global Communications, Inc.

Condensed Consolidated Balance Sheets

(Unaudited, in thousands)

Accounts receivable, net of allowances of $3,527 $2,588, respectivel
Prepaid expenses and other current a:

Deferred income taxes

Long-term investment
Property and equipment, r

Total current asse

Tradenames, nt

Patent and patent licenses,
Customer relationships, n

Goodwill

Other purchased intangibles, |

Deferred income taxe
Other assets

Total assets

LIABILITIES AND STOCKHOLDERS EQUITY
Accounts payable and accrued expel
Income taxes payab
Deferred revenu

Liability for uncertain tax position
Deferred income taxes

Total current liabilities

Liability for uncertain tax position

Deferred income taxe

Other long-term liabilities

Commitments and contingenci

Total liabilities

Preferred stock, $0.01 par value. Authorized 1,000,and none issue

Common stock, $0.01 par value. Authorized 95,000 &t0September 30, 2011
and December 31, 2010; total issued 55,348,5753#D0,629 shares at
September 30, 2011 and December 31, 2010, resphctand total
outstanding 46,668,003 and 45,020,061 shares & @bpr 30, 2011 and
December 31, 2010, respectiv:

Additional paic-in capital

Treasury stock, at cost (8,680,568 shares at Sdyeted®, 2011 and December

31, 2010)

Retained earning
Accumulated other comprehensive loss

Total stockholders’ equity

Total liabilities and stockholders’ equity

September 30 December 31
2011 2010
$ 134,19( $ 64,75
29,00¢ 14,03t
17,72 17,42
16,14¢ 15,19¢
3,16( 4,09¢
200,22¢ 115,50:
30,63t 8,17¢
14,33t 13,567
34,94( 33,39¢
17,60¢ 18,10z
37,53¢ 36,67
279,00 281,84¢
10,28 11,78
11,677 12,967
65¢ 61C
$ 636,90! $ 532,62;
$ 22,90: $ 25,11:
2,34: 1,79¢
27,27 16,93¢
297 13,471
68C 573
53,49¢ 57,89:
27,897 24,391
20,04: 15,29:
3,072 3,302
104,50¢ 100,87¢
553 537
194,64¢ 164,76¢
(112,67) (112,67)
452,48¢ 381,14!
(2,629 (2,035
532,39t 431,74!
$ 636,90! $ 532,62:

See Notes to Condensed Consolidated Financial Statents
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j2 Global Communications, Inc.
Condensed Consolidated Statements of Operations
(Unaudited, in thousands except share and per shadata)

Three Months Ended
September 30,

Nine Months Ended
September 30,

2011 2010 2011 2010

Revenues

Subscribe $ 85,622 $ 62,06€ $ 243,78¢ $ 182,17:

Other 405 712 1,299 2,196

86,027 62,778 245,087 184,36¢

Cost of revenues (including share-based compemsatio

$246 and $736 for the three and nine months of 2011

respectively, and $304 and $963 for the three ame

months of 2010, respectively) 15,002 10,732 45,952 31,378
Gross profit 71,025 52,04€ 199,13t 152,991
Operating expense
Sales and marketing (including share-based compensa

of $350 and $1,049 for the three and nine months of

2011, respectively, and $464 and $1,460 for thesthr

and nine months of 2010, respective 15,073 10,878 44,92¢ 32,327
Research, development and engineering (includiagesh

based compensation of $110 and $367 for the three

and nine months of 2011, respectively, and $204 and

$645 for the three and nine months of 2010,

respectively’ 4,105 3,008 12,714 8,810
General and administrative (including share-based

compensation of $1,542 and $4,532 for the three and

nine months of 2011, respectively, and $1,805 and

$5,699 for the three and nine months of 2010,

respectively) 15,403 10,921 44,037 34,263
Total operating expenses 34,581 24,807 101,68( 75,40C
Operating earning 36,444 27,239 97,45E 77,591
Interest and other income (expense), net 290 491 262 1,750
Earnings before income tax 36,734 27,73C 97,717 79,341
Income tax expense 11,23€ 7,896 12,77C 23,161
Net earning: $ 25,49¢ $ 19,834 $ 84,947 $ 56,18C
Net earnings per common sha

Basic $ 0.55 $ 0.44 $ 1.84 $ 1.26

Diluted $ 0.54 $ 0.43 $ 1.81 $ 1.23
Weighted average shares outstand

Basic 45,993,32¢ 44,716,36¢ 45,498,76! 44,488,56:

Diluted 46,455,58¢ 45,939,17 46,108,89( 45,738,38¢
Cash dividends paid per common st $ 0.2C $ 0.2C

See Notes to Condensed Consolidated Financial Statents

-4-




j2 Global Communications, Inc.
Condensed Consolidated Statement of Cash Flows
(Unaudited, in thousands)

Nine Months Ended
September 30,

2011 2010
Cash flows from operating activitie
Net earnings $ 84,947 $ 56,18(
Adjustments to reconcile net earnings to net caskigged by operating
activities:
Depreciation and amortizatic 14,89: 10,97:
Amortization of discount or premium of investme 60C 67C
Shar+based compensatic 6,672 8,761
Excess tax benefits from sh-based compensatic (13,24¢) (164)
Provision for doubtful accoun 4,96: 1,54:
Deferred income taxe 5,39¢ (815)
Decrease (increase) i
Accounts receivabl (7,079 (1,359
Prepaid expenses and other current a: 3,811 1,097
Other asset 153 (262)
(Decrease) increase i
Accounts payable and accrued expel (1,112 2,35(C
Income taxes payab 8,88t (11,42¢)
Deferred revenu 9,72 (422)
Liability for uncertain tax position (9,66¢) 6,33¢
Other 293 677
Net cash provided by operating activit 109,23¢ 74,152
Cash flows from investing activitie
Maturity of certificates of deposi — 31,65:
Purchase of certificate of depo (8,000
Redemptions/sales of availa-for-sale investment 20,121 9,01¢
Purchase of availat-for-sale investment (50,197) (52,92))
Purchases of property and equipm (5,075 (1,279
Proceeds from sale of ass 4 —
Acquisition of businesses, net of cash rece (3,249 (36,54¢)
Purchases of intangible assets (2,616 (6,957)
Net cash (used in) investing activiti (48,996 (57,02))
Cash flows from financing activitie
Repurchases of common stock and restricted ¢ (1,277) (4,175
Issuance of common stock under employee stock paechlar 11C 85
Exercise of stock optior 7,001 2,34¢
Dividends paic (9,469 —
Excess tax benefits from share-based compensation 13,24¢ 164
Net cash provided by (used in) financing activi 9,621 (1,577)
Effect of exchange rate changes on cash and casvaéents (420) (265)
Net increase in cash and cash equival 69,43¢ 15,28¢
Cash and cash equivalents at beginning of period 64,75: 197,41
Cash and cash equivalents at end of period $ 134,19( 212,70(

See Notes to Condensed Consolidated Financial Statents
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SEPTEMBER 30, 2011
(UNAUDITED)

1. Basis of Presentatior

j2 Global Communications, Inc. (“j2 Global” or th€ompany”) is a Delaware corporation founded in 392 Global provides cloud-
based, value-added communication, messaging aaddakup services to businesses of all sizes, iindididuals to enterprises. The Company’s
hosted solutions deliver its customers greatecieficy, flexibility, mobility, business continuignd security. j2 Global offers online fax, virtual
phone systems, hosted email, email marketing, efdackup and bundled suites of these servicesCbhgpany markets its services principally
under the brand names eFax®, eVoice®, FuseMail@pgzegner®, KeepltSafe® and Onebox®.

The accompanying interim condensed consolidatexhéiial statements include the accounts of j2 Glahdlits direct and indirect
wholly-owned subsidiaries. All intercompany accauahd transactions have been eliminated in corataiul

The accompanying interim condensed consolidatexhfiial statements are unaudited and have beenrptejpaaccordance with
accounting principles generally accepted in thetéthStates of America (“GAAP”), including those faterim financial information and with the
instructions for Form 10-Q and Article 10 of Redida S-X issued by the Securities and Exchange Cissian (“SEC”).Accordingly, they do nc
include all of the information and note disclosureguired by GAAP for complete financial statemefrishe opinion of management, all
adjustments (consisting of normal recurring adjestta) considered necessary for a fair presentatiwe been reflected in these interim financial
statements. These financial statements shoulddakineconjunction with the audited financial stagerts and related notes for the year ended
December 31, 2010 included in our Annual ReporForm 10-K filed with the SEC on February 28, 20A&cordingly, significant accounting
policies and other disclosures normally providedehldeen omitted since such items are disclosedither

The results of operations for this interim period aot necessarily indicative of the operating itsdor the full year or for any future
period.

Use of Estimates

The preparation of consolidated financial statemé@ntccordance with GAAP requires management teereatimates and assumpti
that affect the reported amounts of assets andified at the date of the financial statements|uding judgments about investment classifications,
and the reported amounts of net revenue and expelusing the reporting period. On an ongoing basenagement evaluates its estimates based
on historical experience and on various other factioat the Company believes to be reasonable uhdaircumstances. Actual results could
differ from those estimates.

In the first quarter of 2011, the Company madeangk in estimate regarding the remaining servidigations to its annual eFax®
subscribers. As a result of system upgrades, timepany is now basing the estimate on the actuahirgng service obligations to these
customers. Due to this change, the Company redadme-time, non-cash increase to deferred rewenfu®10.3 million with an equal offset to
revenues. This change in estimate reduced nemiedty approximately $7.6 million, net of tax, aeduced basic and diluted earnings per share
for the nine months ended September 30, 2011 iy7%hd $0.16, respectively.

Allowances for Doubtful Accoun
j2 Global reserves for receivables it may not ble &b collect. These reserves are typically drilbgrihe volume of credit card declines

and past due invoices and are based on historiparience as well as an evaluation of current ntargaditions. On an ongoing basis,
management evaluates the adequacy of these reserves




Revenue Recognitic

The Company’s subscriber revenues substantiallgisbaf monthly recurring subscription and usagselafees, which are primarily
paid in advance by credit card. In accordance B#AP, the Company defers the portions of monthlyarterly, semi-annually and annually
recurring subscription and usage-based fees cetléntadvance and recognizes them in the periotedaAdditionally, the Company defers and
recognizes subscriber activation fees and relatedtdncremental costs over a subscriber’s esgohaseful life.

The Company’s advertising revenues (included ilméotrevenues”) primarily consist of revenues detilg delivering email messages
to its customers on behalf of advertisers. Reveauesecognized in the period in which the adviergiservices are performed, provided that no
significant j2 Global obligations remain and thél@ction of the resulting receivable is reasonaddgured.

The Company’s patent revenues (included in “otbgenues”) consist of patent license revenues gtketmder license agreements
that provide for the payment of contractually detiered fully paid-up or royalty-bearing license feéeg2 Global in exchange for the grant of non-
exclusive, retroactive and future licenses to tbex@anys patented technology. Patent revenues also carfisistenues generated from the sal
patents. Patent license revenues are recognized @dreed over the term of the license agreemernth.rdgard to fully paid-up license
arrangements, the Company generally recognizesvasue in the period the agreement is executepdhi®sn of the payment attributable to past
use of the patented technology and amortizes thairgng portion of such payments on a straight biasis over the life of the licensed patent(s).
With regard to royaltysearing license arrangements, j2 Global recognizesnues of license fees earned during the apdigedsiod. With regan
to patent sales, the Company recognizes as revenie period of the sale the portion of the pusghprice over the carrying value of the pater
sold.

Fair Value Measuremen

j2 Global complies with the provisions of Financéacounting Standards Board (“FASB”) ASC Topic N2O0, Fair Value
Measurements and Disclosures (“ASC 82@1)measuring fair value and in disclosing fair vmeasurements. ASC 820 provides a framewo!
measuring fair value and expands the disclosusne for fair value measurements of financial and-financial assets and liabilities.

As of September 30, 2011 and December 31, 201@atrging value of cash and cash equivalents, gbam investments, accounts
receivable, interest receivable, accounts payallerued expenses, interest payable and customesitleppproximated fair value due to the short-
term nature of such instruments. As of the samesgdte carrying value of other loterm liabilities approximated fair value as theatetl interes
rates approximate rates currently available tol@2b@&l.

Concentration of Credit Risk

All of the Company’s cash, cash equivalents anckatable securities are invested at major finariogtitutions primarily within the
United States, United Kingdom and Ireland. Thesétittions are required to invest the Company’fidasaccordance with the Company’s
investment policy with the principal objectives hgipreservation of capital, fulfilment of liquigineeds and above market returns commensurate
with preservation of capital. The Company’s investinpolicy also requires that investments in matilet securities be in only highly rated
instruments, with limitations on investing in seties of any single issuer. However, these investsiare not insured against the possibility of a
total or near complete loss of earnings or priricimal are inherently subject to the credit rislatedl to the continued credit worthiness of the
underlying issuer and general credit market rigksSeptember 30, 2011 and December 31, 2010, tingp@oy’s cash and cash equivalents were
maintained in accounts that are insured up toithié dletermined by the applicable governmental agefihe amount held by Irish banks are fully
insured through December 31, 2011; however, ther@isamount held in other institutions is immaternecomparison to the total amount of the
Companys cash and cash equivalents held by these institutivhich is not insured. These institutions ammarily in the United States, howev
the Company does have accounts within several athentries including Australia, Austria, China, kta, Germany, Italy, Japan, Malaysia, the
Netherlands, Poland and the United Kingd:




Income Taxe

The Company must make certain estimates and judgnedetermining income tax expense for finanstatement purposes. These
estimates and judgments occur in the following sramong others: (i) calculation of tax credit:)dfés and deductions; (ii) calculation of tax
assets and liabilities arising from differencesghia timing of recognition of revenue and expensddr and financial statement purposes; and (iii)
interest and penalties related to uncertain taktipas. Significant changes to these estimates raaylt in an increase or decrease to the
Company'’s tax provision in the current or a subsediperiod.

The Company must assess the likelihood that ithélable to recover its deferred tax assets. Gwexy is not likely, the Company mi
increase its provision for taxes by recording aigtibn allowance against the deferred tax assatghb Company estimates will not ultimately be
recoverable. The Company believes that it willttely recover a substantial majority of the deférax assets recorded on its consolidated
condensed balance sheets. However, should thexehange in the Company’s ability to recover itleded tax assets, the Company’s tax
provision would increase in the period in whichg®bal determined that the recovery was not likely.

The calculation of the Company’s tax liabilities@ives dealing with uncertainties in the applicataf complex tax laws. j2 Global
recognizes liabilities for uncertain tax positidresed on a two-step process. The first step isdluate the tax position for recognition by
determining if the weight of available evidenceitades that it is more likely than not that theifos will be sustained on audit, including
resolution of related appeals or litigation proesssf any. If the Company determines that a tasitfpm will more likely than not be sustained on
audit, then the second step requires j2 Globastionate and measure the tax benefit as the laagestint that is more than 50% likely to be
realized upon ultimate settlement. It is inheredil§icult and subjective to estimate such amouassj2 Global has to determine the probability of
various possible outcomes. j2 Global reevaluatesdluncertain tax positions on a quarterly basis @valuation is based on factors including
not limited to, changes in facts or circumstanclsnges in tax law, effectively settled issues vadelit and new audit activity. Such a change in
recognition or measurement would result in the gedion of a tax benefit or an additional chargéhte tax provision.




2. Recent Accounting Pronouncement

In January 2010, the FASB issued Accounting Statalaipdate (“ASU”) No. 2010-06, Fair Value Measureitseand Disclosures
(Topic 820): Improving Disclosures about Fair VaMeasurements. This guidance amends the disclosgtgrements related to recurring and
nonrecurring fair value measurements and requiegsdisclosures on the transfer of assets anditiasibetween Level 1 (quoted prices in active
markets for identical assets or liabilities) andiéle2 (significant other observable inputs) of thie value measurement hierarchy, including the
reasons for and the timing of the transfer. Addiailly, the guidance requires a roll forward of aitiés on purchase, sale, issuance and settlement
of Level 3 assets and liabilities (significant usebvable inputs). The guidance became effectivéhimreporting period beginning January 1,
2010, except for the disclosure on the roll forwactivities for Level 3 fair value measurementsjcitbecame effective for the reporting period
beginning January 1, 2011. Other than requiringtefal disclosures, adoption of this new guidahes not had a significant impact on the
Company’s consolidated financial statements.

In February 2010, the FASB issued updated guidegle¢ed to subsequent events. As a result of fhited guidance, while public
filers must still evaluate subsequent events thndhg issuance date of their financial statemehés; are not required to disclose in their finahcia
statements the date on which subsequent eventsewahgated. This amended guidance became effagbioe its issuance on February 24, 2010,
at which time the Company adopted this updatedamde.

In May 2011, the FASB issued ASU No. 2011-04, Kailue Measurement (Topic 820): Amendments to Achi€emmon Fair Value
Measurement and Disclosure Requirements in U.S. BAAd IFRSs. This guidance was issued to achmvenon fair value measurement and
disclosure requirements between GAAP and Internatibinancial Reporting Standards. This new guidaroends current fair value
measurement and disclosure guidance to includeased transparency around valuation inputs andtiment categorization. This ASU is
effective for interim and annual periods beginnaftgr December 15, 2011. The adoption of this neidance is not expected to have a signifit
impact on the Company’s fair value measurementanfiial condition, results of operations or casiv§l.

In June 2011, the FASB issued ASU No. 2011-05, Gelmmsive Income (Topic 220): Presentation of Cem@nsive Income. This
guidance is effective for interim and annual pesibeéginning December 15, 2011 and will require camigs to present the components of net
income and other comprehensive income either agomgnuous statement or as two consecutive stattsmi eliminates the option to present
components of other comprehensive income as panedatatement of changes in stockholders' eqUitg.standard does not change the items
which must be reported in other comprehensive iresdmow such items are measured or when they mustchessified to net income. Because
this guidance impacts presentation only, it widao effect on the Company's consolidated findrstéements.

In September 2011, the FASB issued ASU No. 2011+@8ngibles — Goodwill and Other (Topic 350), whgmplifies how entities
test goodwill for impairment and permits an entayfirst assess qualitative factors to determinetivér it is more likely than not that the fair v&
of a reporting unit is less than its carrying antcasa basis for determining whether it is necgssaperform the two-step goodwill impairment
test. This ASU is effective for annual and integoodwill impairment tests performed for fiscal y&&eginning after December 15, 2011 (early
adoption is permitted). The adoption of this guitkadid not have a significant impact on the Comfmognsolidated financial position or results
of operations.

3. Business Acquisition

In July 2011, we purchased for cash Data Haventemmhian Ireland-based provider of online data bpdarvices for businesses, and
certain assets of the virtual PBX business of BMe#vorks Limited, a UK-based provider of voice sees.

These acquisitions are designed to be accretivecaprbvide the Company additional online data b@c&nd voice customers. The
financial impact to j2 Global for these transactiagiimmaterial as of the date of the acquisitidhe condensed consolidated statement of
operations and balance sheet as of September B0 r2flect the results of operations of these aitjoins. Total consideration for these
transactions was $3.4 million, net of cash acquired

The initial accounting for the acquisition of Venahc. was completed during the fourth quarter@diowever, this accounting is
subject to change during the measurement periosedapon an income tax position taken by the séileng the third quarter 2011 for a tax
deduction prior to the acquisition in connectionthagertain acquired liabilities, the Company reest@n adjustment to the purchase price
allocation of Venali, Inc. for the finalization o€rtain tax benefits on these acquired liabilitrest were greater than previously estimated. The
Company has recorded an increase in deferred s@tsagf approximately $0.6 million with a corresgimy decrease to goodwill.

During 2010, j2 Global acquired several businessetyding Protus IP Solutions, Inc. (“Protus”)Canadian provider of Software-as-
a-Service (“SaaS”) communication services and swistto the business market.

The initial accounting of Protus was completed nlgithe first quarter 2011 but is subject to chashgiégng the measurement period.
Company completed the valuation of certain intalegétssets, finalized the working capital and reedrddjustments to the initial purchase price
allocation in the first quarter 2011. During thesed quarter of 2011, the Company recorded an gu@rg to the value of certain software due to
insufficient licensing by the seller prior to acsjtion. As a result, the Company has recordedarease in goodwill to adjust the fair value of
these assets to the correct amount. Managemeniebasnined that this adjustment is immateriah® previously presented financial statements;
accordingly, the adjustment is presented in theeciiperiod.
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The following table summarizes the allocation @& tggregate purchase price of Protus (in thousands)

Asset Valuation
Accounts Receivabl $ 2,33¢
Property and Equipmel 3,137
Technology 2,60C
Other Asset: 1,812
Customer Relationshi 29,64(
Trade Name 26,98:
Non-Compete Agreemen 1,57€
Goodwill 164,49¢
Deferred Revenu (4,92¢)
Accounts Payabl (1,219
Accrued Liabilities (5,295)
Deferred Tax Liability, net (13,796

Total $ 207,34¢
4. Investments

Short-term investments consist generally of corgodabt securities which are stated at fair mark&te. Realized gains and losses of
short- and long-term investments are recorded usiagpecific identification method.

The following table summarizes j2 Global's debtwsé@es designated as available-fale, classified by the contractual maturity dd
the security (in thousands):

September 30, December 31
2011 2010
Due within 1 yea $ 21,003 $ 14,029
Due within more than 1 year but lessthan 5y 27,834 7,383
Due within more than 5 years but less than 10 y 598 —
Due 10 years or after 2,203 792
Total $ 51,638 $ 22,204

-10-




The following table summarizes the Company’s invesits designated as trading and available-for{gathousands):

September 30 December 31
2011 2010
Trading $ 2 $ 6
Available-for-sale 51,638 22,204
Total $ 51,640 $ 22,210

The following table summarizes the gross unrealgaids and losses and fair values for investments &eptember 30, 2011 and
December 31, 2010 aggregated by major security (ipptaousands):

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
September 30, 201
Debt Securitie: $ 51,214 $ 424 $ — $ 51,638
December 31, 201!
Debt Securitie: $ 21,882 $ 322 $ — $ 22,204

At September 30, 2011, corporate and auction el securities were recorded as availablestde. The corporate debt securities h
a fixed interest rate. Certain of the auction dabt securities are illiquid due to failed auctiensonversion following failed auctions into other
illiquid instruments. There have been no significetmanges in the maturity dates and average inteatess for the Company’s investment portfolio
and debt obligations subsequent to September 3d,. 20 September 30, 2011, the Company’s long-t@vailable-for-sale securities are carried
at fair value, with the unrealized gains and lossesrted as a component of stockholders’ equity.

Investments that have been in an unrealized losigo as of September 30, 2011 and December 31 2@re not material to the
financial statements.
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Recognition and Measurement of Other-Than-Temporaryimpairment

j2 Global regularly reviews and evaluates eachstment that has an unrealized loss. An unrealiaesl éxists when the current fair
value of an individual security is less than itsoatized cost basis. Unrealized losses that areméted to be temporary in nature are recorded, ne
of tax, in accumulated other comprehensive incoonavailable-for-sale securities, while such logsdated to held-to-maturity securities are not
recorded, as these investments are carried atahmirtized cost.

Regardless of the classification of the securitieavailable-for-sale or held-to-maturity, the Camphas assessed each position for
impairment.

Factors considered in determining whether a lossnigoorary include:

° the length of time and the extent to which faimeahas been below co

° the severity of the impairmer

° the cause of the impairment and the financial diodand nee-term prospects of the issu

° activity in the market of the issuer which may tate adverse credit conditions; ¢

° the Company’s ability and intent to hold the istveent for a period of time sufficient to allow famy anticipated
recovery.

j2 Global’s review for impairment generally entails
° identification and evaluation of investments thavd indications of possible impairme

° analysis of individual investments that have failues less than amortized cost, including comatdm of the length of
time the investment has been in an unrealizeddosgion and the expected recovery per

° discussion of evidential matter, including anlestion of factors or triggers that could causevittiial investments to
qualify as having an other-than-temporary impairtreamd those that would not support an other-thamptaary
impairment;

° documentation of the results of these analyseeqasred under business policies; ¢

. information provided by thir-party valuation expert:

For these securities, a critical component of th@ation for other-than-temporary impairmentshis tdentification of credit
impairment, where management does not expect &vecash flows sufficient to recover the entireoaimed cost basis of the security. Credit
impairment is assessed using a combination of@diged cash flow model that estimates the castsflin the underlying securities and a ma
comparables method, where the security is valusddapon indications from the secondary markettatwliscounts buyers demand when
purchasing similar securities. The cash flow madebrporates actual cash flows from the securttiesugh the current period and then projects
the remaining cash flows using relevant interets carves over the remaining term. These cash flowsliscounted using a number of
assumptions, some of which include prevailing imgblcredit risk premiums, incremental credit spresausilliquidity risk premiums, among
others.

Securities that have been identified as other-teamporarily impaired are written down to their @nt fair value. For debt securities
that are intended to be sold or that managememMesl it more-likely-than-not that will be requireasell prior to recovery, the full impairment is
recognized immediately in earnings.

For available-for-sale and held-to-maturity sedesithat management has no intent to sell andvedithat it more-likely-thamot will
not be required to sell prior to recovery, only thedit loss component of the impairment is recogdiin earnings, while the rest of the fair value
impairment is recognized in other comprehensiverme. The credit loss component recognized in egsnimidentified as the amount of principal
cash flows not expected to be received over thairng term of the security.
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5. Fair Value Measurements

j2 Global complies with the provisions of ASC 82@nich defines fair value, provides a frameworkfegasuring fair value and
expands the disclosures required for fair valuesmesaments of financial and ndimancial assets and liabilities. ASC 820 clarifibat fair value i
an exit price, representing the amount that woelddzeived to sell an asset or paid to transfieabdity in an orderly transaction between market
participants. As such, fair value is a market-basedsurement that is determined based on assurmptianmarket participants would use in
pricing an asset or a liability. As a basis for sidering such assumptions, ASC 820 establisheea-tier value hierarchy, which prioritizes the
inputs used in the valuation methodologies in megagdair value:

Ll Level 1- Observable inputs that reflect quoted prices (wrtdf) for identical assets or liabilities in aetimarkets
. Level 2— Include other inputs that are directly or indirgatbservable in the marketplat
- Level 3— Unobservable inputs which are supported by little@ market activity

The fair value hierarchy also requires an entityneximize the use of observable inputs and minirtfieeuse of unobservable inputs
when measuring fair value.

The Company measures its cash equivalents andtimeets at fair value. j2 Global’'s cash equivalestsrt-term investments and
other debt securities are primarily classified withevel 1. Investments in auction rate securities classified within Level 3. The valuation
technique used under Level 3 consists of a diseaucash flow analysis which includes numerous apsions, including prevailing implied crec
risk premiums, incremental credit spreads anduildy risk premiums, among others, and a marketgarables model where the security is
valued based upon indicators from the secondarkehaf what discounts buyers demand when purchasimiar auction rate securities. There
was no change in the technique during the periadh@quivalents and marketable securities are dgtimarily using quoted market prices
utilizing market observable inputs. The Compangigistments in auction rate securities are classifichin Level 3 because there are no active
markets for the auction rate securities and, tlhegethe Company is unable to obtain independdogtians from market sources. Some of the
inputs to the cash flow model are unobservablaéénmarket.

The following tables present the fair values of @@mpany’s financial instruments that are measatddir value on a recurring basis

(in thousands):

September 30, 2011 Level 1 Level 2 Level 3 Fair Value
Cash 134,19C $ — 134,190
Equity securitie: 2 — 2
Debt securities issued by the U.S.

Treasury and other U.S. government

corporations and agenci 5,563 — 5,563
Debt securities issued by states of the

United States and political

subdivisions of the statt 14,027 — 14,027
Debt securities issued by foreign

government: 3,552 — 3,552
Corporate debt securitit 27,898 — 27,898
Auction rate securities — 598 598

Total 185,232 $ 598 185,830

December 31, 2010 Level 1 Level 2 Level 3 Fair Value
Cash 64,752 $ — 64,752
Equity securitie: 6 — 6
Debt securities issued by the U.S.

Treasury and other U.S. government

corporations and agenci 6,603 — 6,603
Debt securities issued by foreign

government: 2,865 — 2,865
Corporate debt securitit 12,240 — 12,240
Auction rate securities — 496 496

Total 86,466 $ 496 86,962
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The following table provides a summary of changefair value of the Compang’Level 3 financial assets as of September 30, %f
thousands):

Level 3 Financial Assets

Three Months Ended Nine Months Ended
September 30, 2011 September 30, 2011
Beginning Balanc: $ 538 $ 496

Total gains (losses- realized/unrealize
Included in earning — —
Not included in earning 60 102
Purchases, issuances and settlenr — —
Transfers in and/or out of Level 3 — —
Balance, September 30, 2011 $ 598 $ 598

Total losses for the period included in earnindatieg to assets still held at
September 30, 2011 $ — $ —

Losses associated with other-than-temporary impaitsnare recorded as a component of other incomies@nd losses not associated
with other-than-temporary impairments are recoraed component of other comprehensive income.

6. Goodwill and Intangible Assets

Goodwill represents the excess of the purchase prier the fair value of the net tangible and idieMie intangible assets acquired i
business combination. Intangible assets resultimm the acquisitions of entities accounted for gshe purchase method of accounting are
recorded at the estimated fair value of the ass=igired. Identifiable intangible assets are cossgriof purchased customer relationships,
trademarks and tradenames, developed technolagiksther intangible assets. The fair values ofahdsntified intangible assets are based upon
expected future cash flows or income, which take @onsideration certain assumptions such as cestaumover, tradenames and patent lives.
These determinations are primarily based upon tragany’s historical experience and expected beogétch intangible asset. If it is
determined that such assumptions are not acctate the resulting change will impact the fair \aaf the intangible asset. ldentifiable intang
assets are amortized using the straight-line metived estimated useful lives ranging from one ty2ars.

The changes in carrying amounts of goodwill for tivee months ended September 30, 2011 are as ®(liovthousands):

Balance as of January 1, 20 $ 281,84¢
Goodwill acquirec 2,311
Purchase Accounting Adjustmer (5,15€)
Foreign Exchange Translation 4
Balance as of September 30, 2( $ 279,001

Intangible assets are summarized as of Septembh@03Q as follows (in thousands):

Intangible assets with indefinite lives:

Tradenam $ 29,652
Other 5,19¢€
Total $ 34,84¢

Intangible assets subject to amortization:

Weighted-Average

Amortization Historical Accumulated
Period Cost Amortization Net
Tradename 13.7 year: $ 9,188 $ (3,907 $ 5,287
Patent and patent licens 8.4 years 37,451 (19,849 17,60¢
Customer relationshif 6.7 years 49,317 (11,780 37,531
Other purchased intangibles 4.7 years 11,424 (6,33€) 5,08¢
Total $ 107,38( $ (41,860 $ 65,52(
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Amortization expense, included in general and adbtrative expense, approximated $3.4 million and $iillion for the three month
period ended September 30, 2011 and 2010, respbgtand $10.1 million and $6.6 million for the mimonth period ended September 30, 2011
and 2010, respectively. Amortization expense tisneded to approximate $13.3 million, $12.3 millj&11.7 million, $10.8 million and $10.0
million for fiscal years 2011 through 2015, respest, and $17.4 million thereafter through the ation of the amortization period.

7. Commitments and Contingencie
Litigation

From time-to-time, j2 Global is involved in litigah and other disputes or regulatory inquiries Hrae in the ordinary course of its
business. Many of these actions involve or arelfileresponse to patent actions filed by j2 Glaginst others. The number and significance of
these disputes and inquiries has increased asusurdss has expanded and j2 Global has grown. Rity€ or regulatory actions against j2
Global, whether meritorious or not, could be tiotasuming, result in costly litigation, require mififcant management time and result in divers
of significant operational resources.

As part of the Company'’s continuing effort to prevthe unauthorized use of its intellectual propg@& Global has initiated litigation
against several companies for infringing its pateatating to Internet fax and other messagingreltgies, including Open Text Corporation and
its Captaris business (“Open Text"), EasyLink Seesgilnternational Corporation (“EasyLink”) and R@entral, Inc. (“RingCentral”)Three of the
patents at issue in some of these lawsuits have feadfirmed through reexamination proceedings wWithUnited States Patent and Trademark
Office (the “USPTQ").

Open Text and EasyLink have each filed counterdaagainst the Company, including seeking declayatmtgments of non-
infringement, invalidity and unenforceability of Zlobal’s patents. Open Text also asserted couaters purporting to allege antitrust violations
of Section 2 of the Sherman Act and California’sBess and Professions Code 8§88 16720 and 17200ntsgptember 14, 2011, Open Text
dismissed its antitrust counterclaims. Open Tegeisking dismissal of j2 Global’s patent infringerhelaims, damages, including treble and
punitive damages, injunctions against further \tiolzs and attorneys’ fees and costs. These caed®irg litigated in the United States District
Court for the Central District of California befaitee same judge, who has indicated that the caildseshandled in a coordinated fashion.
Discovery in the cases is underway. The Court ceteplPart One of a Markman hearing in these cas€@ctober 15, 2010, and issued a related
Markman Order on March 4, 2011. Open Text filedatian for reconsideration of certain portions of tiarkman Order, which motion the Court
denied in July 2011. The Court completed Part Thilne Markman Hearing on July 29, 2011 and issusslaaed Markman Order on October 20,
2011, in which the Court adopted j2 Global’s praggbsonstruction of every disputed claim term of URP&tent Nos. 6,597,688 and 7,020,132.
Trial is currently scheduled to begin on May 1, 201

On June 1, 2011, j2 Global and one of its affikdfieed suit against RingCentral in the United 8sabistrict Court for the Central
District of California. The complaint alleges infgement of U.S. Patent Numbers 6,208,638, 6,35(0667,020,132. j2 Global and its affiliate
are seeking a permanent injunction against contimmfeingement, a finding of willfulness, comper@matand treble damages, attorneys’ fees,
interest and costs. On October 11, 2011, RingCidiid an answer and counterclaims, alleging mjement of U.S. Patent Number 7,702,699
and unfair competition in violation of CaliforniaBusiness & Professions Code § 17200 et. seq.seeking declaratory judgment of non-
infringement and invalidity and requesting damaggsnctive relief, interest and attorneys’ feesl @osts. .

On December 24, 2009, COA Network, Inc. (“COA”fll a complaint in the United States District Cdartthe District of New
Jersey, seeking declaratory judgment of non-infrmgnt, invalidity and unenforceability of severfj2Global’'s patents. On March 3, 2010, the
Company filed an answer to the complaint and coulatins asserting that COA infringes two of the Qamy’s patents. Also on March 3,
2010, j2 Global moved to transfer the case to thitedd States District Court for the Central Digtio€ California, or in the alternative to stay the
case. On June 17, 2010 the Court granted the Corigpaotion, transferring the case to the Centraitiiit of California. The case is currently in
discovery.
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On September 15, 2006, one of the Company’s d#8ifiled a patent infringement suit against Ingé¢gd Global Concepts, Inc.
(“IGC") in the United States District Court for tiNorthern District of Georgia. On May 13, 2008, I@Iéd counterclaims alleging violations of
Section 2 of the Sherman Act and breach of contt@& is seeking damages, including treble andtpusndamages, an injunction against further
violations, divestiture of certain assets, attomdéges and costs. On June 13, 2008, the Company ntowdgmiss the amended counterclaims.
February 18, 2009, the Court granted j2 Global'siomoto stay the case pending the conclusion oftbmpany’s appeal of a summary judgment
ruling of non-infringement in another case whichdlved the same patents and issues as this aG@iodanuary 22, 2010, the Federal Circuit
affirmed the District Court’s non-infringement nugj in the other case. On June 7, 2010 the Cotetllihe stay. On July 16, 2010, the Company
renewed its motion to dismiss IGC’s amended cogtdigns. The Company’s motion was heard on Febri&ry2011. Subsequently, the case was
transferred to a new judge, who conducted a seheadng on the motion. The court ruled on the orotin September 2, dismissing IGC'’s
breach of contract counterclaim and one portiolc&’s antitrust counterclaim.

On May 9, 2007, Bear Creek Technologies, Inc. (‘Beeek”) filed suit against j2 Global in the UrdtStates District Court for the
Eastern District of Texas, alleging infringementbf. Patent Number 6,985,494 (the “494 pate@®ar Creek is seeking damages in at least the
amount of a reasonable royalty, a permanent injonetgainst continued infringement, treble damagtsrneys’ fees, interest and costs. On June
29, 2007, the Company filed an answer to the coimipienying liability, asserting affirmative deferssand asserting counterclaims of non-
infringement and invalidity. On September 21, 20B&ar Creek filed its reply to the Compasygounterclaims, denying each one. On Februal
2008, j2 Global filed a request for reexaminatidémthe ‘494 patent with the USPTO. On February ZB)&, the Court stayed the case during the
pendency of the reexamination proceedings. On Reprl2, 2009, the USPTO finally rejected the reexrah claims and Bear Creek failed to file
a response within the prescribed timeframe. On 16n2009, the USPTO issued a right to appeal ®aariher’s rejection. Bear Creek filed its
appeal on September 16, 2009. j2 Global fileddsponse to Bear Creek’s appeal on October 14, Z0@9Examiner provided an answer on June
18, 2010, agreeing with the great majority of th@mpany’s positions. Bear Creek's reply brief wedfiluly 19, 2010. The USPTO affirmed the
Examiner’s original rejection of the reexaminedrmlaon September 29, 2011. On September 10, 2680% durt “Administratively Closed” the
case pending resolution of the reexamination prdioge

In December 2008, AGV Sports Group, Inc. and oteeplaintiffs (collectively, “AGV”) filed suit in he United States District
Court for the District of Maryland against the Camg’s newly acquired subsidiary Protus IP Solutjdns. (“Protus”), three of Protus’
employees and other co-defendants for allegedlglisgrat least 974 unsolicited fax advertisement®&@Y in violation of the federal Telephone
Consumer Protection Act of 1991 (the “TCPA”) and Maryland Telephone Consumer Protection Act (“MDPR"). AGV seeks judgment
against Protus and the individual defendants f@0#6r each alleged violation of the TCPA, trebledwillfulness pursuant to the TCPA and
$500 for each violation of the MD-TCPA. Protus ila successful motion to dismiss for lack of peasqurisdiction on behalf of its three
employees named as individual defendants. Thelmsbeen settled with two of the plaintiffs, reprasg approximately half of the faxes at is
in the case, and their claims have been dismis#hdonejudice. Discovery in the case has closedepkwith respect to certain information that
was the subject of a motion to compel by Protuil s currently scheduled for January 2012.

On February 17, 2011, Emmanuel Pantelakis (“Pakitg)dfiled suit against Protus in the Ontario Seipie Court of Justice alleging
that Protus breached a contract with Pantelaki®imection with Protus' e-mail marketing servidgantelakis is seeking damages, attornéges,
interest and costs. Protus filed a responsive pigash March 23, 2011. Discovery has not yet comeedn

On March 7, 2011, Xpedite Systems, LLC, a subsjdidiiEasylink (“Xpedite”), filed suit against j2 @bal in the United States District
Court for the Northern District of Georgia, Atlariavision. The complaint alleges infringement oSJPatent Numbers 5,872,640 (the 640
patent”) and 7,804,823 (the “’823 patent”). Xped#tseeking a permanent injunction against contiiofingement, damages, treble damages, an
accounting of sales and profits, and interest arstisc j2 Global filed a responsive pleading in thistter in May 2011. In early July 2011, j2
Global submitted requests to put both patentssakisnto reexamination proceedings. On Septemt#01l,, the Examiner granted j2 Global’s
reexamination request with respect to the ‘823mtathen on September 9, closed the prosecutiorafiimched all the claims in the patent. j2
Global intends to appeal this decision with the f8loaf Patent Appeals and Interferences. On Octadp2011, the USPTO granted the
reexamination request with respect to the ‘640rmgat@n October 14, 2011, j2 Global filed a motiorstay the case in chief while the ‘640
reexamination proceeding is pending. Discoverydmmsmenced and is ongoing.

On May 10, 2011, Klausner Technologies, Inc. (“Kaer”) filed suit against 24 defendants, includiaglobal, in the United States
District Court for the Eastern District of Texagjldr Division. The complaint alleges infringemefithS. Patent Numbers 5,572,576 and
5,283,818. Klausner is seeking a permanent injan@painst continued infringement, compensatoryatgs, attorneydees, interest and costs
Global filed an answer to the complaint on Septar@2p@011. Discovery has not yet commenced.

j2 Global does not believe, based on current kndgde that any of the foregoing legal proceedingd@ms, after giving effect to
existing reserves, is likely to have a materialeade effect on the Company’s consolidated finarmiaition, results of operations or cash flows.
However, depending on the amount and the timingirdavorable resolution of some or all of theseteratcould materially affect j2 Global's
consolidated financial position, results of opemasi or cash flows in a particular period. The Conyplaas not accrued for a loss contingency
relating to certain of these legal proceedings bseainfavorable outcomes are not considered by geament to be probable or reasonably
estimable.
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8. Income Taxes

The Company’s tax provision for interim periodsletermined using an estimate of the Company’s dreffextive tax rate. Each
guarter the Company updates the estimate of theahmffective tax rate and, if the estimated tar hanges, makes a cumulative adjustment. j2
Global's annual effective tax rate is normally lowtean the 35% U.S. federal statutory rate andiegiple apportioned state tax rates primarily due
to anticipated earnings of the Company’s subsig$aoutside of the U.S. in jurisdictions where tlenpanys effective tax rate is lower than in-
U.S. For the quarter ended September 30, 201 Eftbetive tax rate was 30.6% which includes certatnrn to provision adjustments offset by a
reversal of uncertain income tax positions as alre$ expiring statutes of limitations. j2 Globddes not provide for U.S. income taxes on the
undistributed earnings of the Compamyjoreign operations because the Company intendsrteest such earnings in foreign jurisdictiomscome
before income taxes included income from domegierations of $47.2 million and $82.5 million foethine months ended September 30, 2011
and 2010, respectively, and income (loss) fromi¢preperations of $50.5 million and ($3.2) milliéor the nine months ended September 30,
2011 and 2010, respectively.

As of September 30, 2011 and December 31, 201@ dinepany had $28.2 million and $37.9 million, redpely, in liabilities for
uncertain income tax positions. The decrease hilili@s for uncertain income tax positions waswmatiily the result of expiration of statutes of
limitations. Accrued interest and penalties reldatednrecognized tax benefits are recognized inrimetax expense on the Company’s
consolidated statement of operations.

Cash paid for income taxes was $8.1 million fornivee months ended September 30, 2011.

Certain tax payments are prepaid during the yedirasiuded within prepaid expenses and other ctassets on the consolidated
balance sheet. The Company’s prepaid tax paymesis $12.3 million and $7.5 million at September 3011 and December 31, 2010,
respectively.

j2 Global is currently under audit by the Calif@mtranchise Tax Board (“FTB”) for tax years 200ftlgh 2007. The FTB has also
issued Information Document Requests regardin@@@8 tax year, although no formal notice of auditZ008 has been provided. The Company
is also under audit by the IRS for tax year 2008 laas received verbal notice from the Canada Revé&gency (“CRA”) regarding an audit of
value added sales taxes for tax years 2009 thraQgh. It is possible that these audits may corclndhe next 12 months and that the
unrecognized tax benefits the Company has recdrdeglation to these tax years may change comparéte liabilities recorded for these peric
However, it is not currently possible to estimédte amount, if any, of such change.

j2 Global is also under audit by various statesfmm-income related taxes.

9. Stockholders’ Equity
Common Stock Repurchase Program

In May 2010, j2 Global’'s Board of Directors apprdve program authorizing the repurchase of up tort#lion shares of the
Company’s common stock through the end of April3W12. On May 4, 2010, the Company entered intale ROb5-1 trading plan to facilitate
the repurchase program. During the year ended Deee81, 2010, 6,300 shares were repurchased afgmagated cost of $0.1 million (including
an immaterial amount of commission fees). j2 Gldizd accounted for these repurchases using thenetisod. No shares were repurchased by
the Company under the repurchase program duringitieemonths ended September 30, 2011.

Periodically, participants in j2 Global's stock ptasurrender to the Company shares of j2 Globakdtopay the exercise price or to
satisfy tax withholding obligations arising upor tbixercise of stock options or the vesting of retetl stock. During the three month period ended
September 30, 2011, the Company purchased 249hEréssfrom plan participants for this purpose. I8=a Il, Part 2Unregistered Sales of
Equity Securities and Use of Proce.

Dividends

On August 1, 2011, the Company’s Board of Direcaggproved the initiation of quarterly cash dividend its stockholders. The first
quarterly dividend of $0.20 per share of commorlsteas paid on September 19, 2011 to all stockmslderecord as of the close of business on
September 2, 2011. On November 2, 2011, the Coyngamounced that its Board of Directors had appitdite declaration of a quarterly cash
dividends to its stockholders of $0.205 per shammmon stock payable on November 28, 2011 tetatkholders of record as of the close of
business on November 14, 2011. Future dividenswisubject to Board approval.

-17 -




10.  Stock Options and Employee Stock Purchase Ple

j2 Global’s share-based compensation plans indlneé&Second Amended and Restated 1997 Stock Opaon(fRe “1997 Plan”), 2007
Stock Plan (the “2007 Plan”) and 2001 Employee IS®warchase Plan (the “Purchase Plan”). Each pldedsribed below.

The 1997 Plan terminated in 2007. A total of 12,000 shares of common stock were authorized tcsbd tor 1997 Plan purposes.
additional 840,000 shares were authorized for issei@ipon exercise of options granted outside t8& Fdan. As of September 30, 2011,
1,017,852 shares underlying options and 33,84@eslafrrestricted stock were outstanding under &8 Plan, all of which continue to be
governed by the 1997 Plan.

The 2007 Plan provides for the granting of incemttock options, nonqualified stock options, stapRreciation rights, restricted sto
restricted stock units and other share-based aw4y/s80,000 shares of common stock are authorizbe used for 2007 Plan purposes. Options
under the 2007 Plan may be granted at exercisegpdetermined by the Board of Directors, providext the exercise prices shall not be less than
the fair market value of j2 Global’'s common stocktbe date of grant for incentive stock options aatlless than 85% of the fair market value of
j2 Globa’s common stock on the date of grant for non-stajustock options. As of September 30, 2011, 1 ®B4 shares underlying options and
715,843 shares of restricted stock were outstandiaigr the 2007 Plan.

All stock option grants are approved by “outsidediors” within the meaning of Internal Revenue €&atction 162(m).
Stock Options

The following table represents stock option agjivitr the nine months ended September 30, 2011:

Weighted- Weighted-Average
Average Remaining Aggregate
Number of Exercise Contractual Intrinsic
Shares Price Term (in years) Value
Outstanding at January 1, 20 3,794,39. $ 14.40
Granted 130,81¢ 29.01
Exercisec (1,781,95() 8.04
Canceled (41,140 24.69
Outstanding at September 30, 2011 2,102,12. 20.50 5.8 $ 15,655,942
Exercisable at September 30, 2011 1,179,26. 19.23 4.3 $ 10,587,334
Vested and expected to vest at September 30, 2011 1,959,631 $ 20.34 5.6 $ 14,970,305

For the nine months ended September 30, 2011,gBabfranted 130,819 options to purchase sharesmimon stock pursuant to the
2007 Plan. These stock options vest 20% per yeheagpire 10 years from the date of grant.

The per share weighted-average grant-date faiegadfi stock options granted during the nine moattded September 30, 2011 and
2010 were $13.12 and $10.94, respectively.

The aggregate intrinsic values of options exerctigihg the nine months ended September 30, 204 2@h0 were $38.9 million and
$10.0 million, respectively.

As of September 30, 2011 and December 31, 201@cagnized stock compensation related to non-vesttettk options granted under
the 1997 Plan and the 2007 Plan approximated $tdliadn and $12.9 million, respectively. Unrecogaizstock compensation expense related to
non-vested stock options granted under these Eamgected to be recognized ratably over a weijateerage period of 2.6 years (i.e., the
remaining requisite service period).
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Fair Value Disclosure

j2 Global uses the Black-Scholes option pricing eldd calculate the fair value of each option grdifie expected volatility for the
nine months ended September 30, 2011 is basedstoribal volatility of the Company’s common stodlhe Company elected to use the
simplified method for estimating the expected tetmder the simplified method, the expected termgsal to the midpoint between the vesting
period and the contractual term of the stock opfidre risk-free interest rate is based on U.S. Jugazero-coupon issues with a term equal to the
expected term of the option assumed at the dageaott. Prior to the initial declaration of a casvidend on August 1, 2011, the fair value of stock
options, restricted stock and restricted stocksunigre measured based upon an expected dividelado§i@% as the Company did not historically
pay cash dividends on its common stock. For awgrasted on or subsequent to August 1, 2011, thepaay uses an annualized dividend yield
based upon the per share dividends declared Bod#sd of Directors. No awards were granted subseiio August 1, 2011; accordingly, the
assumptions below in determining the fair valuesto€k options include a dividend yield of 0%. Estted forfeiture rates were 14.82% and
14.19% as of September 30, 2011 and 2010, respbctiv

The weighted-average fair values of stock optioesitgd have been estimated utilizing the followasgumptions:

Nine Months Ended
September 30,

2011 2010
Risk-free interest rat 2.39% 2.65%
Expected term (in year 6.5 6.5
Dividend yield 0% 0%
Expected volatility 42% 44%
Weightec-average volatility 42% 45%

Restricted Stoc

j2 Global has awarded restricted stock and resttistock units to its board of directors and sestiaff pursuant to the 1997 Plan and
the 2007 Plan. Compensation expense resulting festnicted stock and restricted unit grants is mesbsat fair value on the date of grant and is
recognized as share-based compensation expensa fiveryear vesting period. The Company recogniZe® million and $2.8 million of
compensation expense in the three and nine montledeSeptember 30, 2011, respectively, relateddivicted stock and restricted stock units
of September 30, 2011 and December 31, 2010, thg&ay had unrecognized shdr@sed compensation cost of approximately $11.5amiind
$12.0 million, respectively, associated with thekares and units. This cost is expected to be néped over a weighted-average period of 2.7
years for awards and 3.8 years for units.

Restricted stock award activity for the nine morghged September 30, 2011 is set forth below:

Weighted-Average

Grant-Date

Shares Fair Value
Nonvested at January 1, 20 816,67( $ 19.5¢
Granted 95,71z 28.8¢
Vested (152,52 20.9¢
Canceled (28,675 17.61
Nonvested at September 30, 2( 731,18: $ 20.6(

Restricted stock unit award activity for the ninenths ended September 30, 2011 is set forth below:

Weighted-Average

Grant-Date

Shares Fair Value
Nonvested at January 1, 20 17,50( $ 23.5¢
Granted 2,00( 29.21
Vested (1,000) 20.72
Canceled — —
Nonvested at September 30, 2( 18,50( $ 23.7¢
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Share-Based Compensation Expense

The following table represents share-based comgiensaxpense included in cost of revenues and tipgraxpenses in the
accompanying condensed consolidated statemenfseoétions for the three and nine months ended Bdgetie30, 2011 and 2010 (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2011 2010 2011 2010

Cost of revenue $ 246 $ 304 $ 736 $ 963
Operating expense
Sales and marketir 350 464 1,04¢ 1,46C
Research, development and enginee 110 204 367 645
General and administrative 1,542 1,80t 4,532 5,69¢

Total $ 2,24¢ $ 2,777 $ 6,684 $ 8,767

Employee Stock Purchase Plan

The Purchase Plan provides for the issuance ofx@moan of two million shares of common stock. Untleg Purchase Plan, eligible
employees can have up to 15% of their earningsheith up to certain maximums, to be used to puelhares of j2 Global's common stock at
certain plan-defined dates. The price of the comstonk purchased under the Purchase Plan for feanaf periods is equal to 95% of the fair
market value of the common stock at the end obffexring period. For the nine months ended Septer@0e2011 and 2010, 4,127 and 3,937
shares were purchased under the plan, respect@agh received upon the issuance of common stodérihe Purchase Plan was $110,000 and
$85,000 for the nine months ended September 3@, 20d 2010, respectively. As of September 30, 20,652,506 shares were available under
the Purchase Plan for future issuance.

11. Earnings Per Share

The components of basic and diluted earnings pesdre as follows (in thousands, except shargandhare data):

Three Months Ended Nine Months Ended
September 30, September 30,
2011 2010 2011 2010

Numerator for basic and diluted net earnings perrnon
share:

Net earning: $ 25,49¢ $ 19,83 $ 84,947 $ 56,18(

Net earnings available to participating securife: (392) — (1,419 —

Net earnings available to common sharehol 25,10¢ 19,83« 83,53 56,18(
Denominator
Weighte(-average outstanding shares of common s 45,993,32 44,716,36 45,498,76 44,488,56
Dilutive effect of:
Dilutive effect of equity incentive plans 462,25¢ 1,222,801 610,12° 1,249,82i
Common stock and common stock equivals 46,455,58 45,939,17 46,108,89 45,738,38
Net earnings per shat
Basic $ 0.5¢ $ 0.44 $ 1.84 $ 1.2¢
Diluted $ 0.54 $ 0.4% $ 1.81 $ 1.28

(@) Represents unvested share-based payment award®thain certain noforfeitable rights to dividends or dividend equisals (whethe
paid or unpaid)

For the three and nine months ended Septembei032Q@,&hd 2010, there were 400,352 and 709,067 aptiotstanding, respectively,

and 404,973 and 709,930 options outstanding, réspic which were excluded from the computatiorddfited earnings per share because the
exercise prices were greater than the average trarike of the common shares.
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12. Comprehensive Income

The components of comprehensive income were neimggrand accumulated other comprehensive incommp@hensive income fi
the three and nine months ended September 30,&112010 is as follows (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2011 2010 2011 2010

Net Earnings $ 25,49¢ $ 19,83¢ $ 84,9417 $ 56,18(
Other comprehensive income, net of t

Foreign currency translation adjustment, net ol (1,864) 1,624 (417) (222)

Unrealized (loss) gain on available-for-sale inwestts,

net of tax (73) 629 (23) 1,042
Other comprehensive (loss) income, net of (2,936 2,252 (440) 821
Comprehensive Income $ 23,562 $ 22,081 $ 84,501 $ 57,001

13.  Geographic Information

j2 Global maintains operations in the U.S., Can&ddand, Japan and other international territor@sographic information about the
U.S. and international territories for the repagtiperiods is presented below. Such informationibaittes revenues based on the tax juristiction
applicable to the operation generating the revenue.

Three Months Ended Nine Months Ended
September 30, September 30,
2011 2010 2011 2010
Revenues:
United State! $ 52,891 $ 52,241 $ 150,49: $ 155,15¢
All other countries 33,13¢ 10,537 94,59: 29,211
$ 86,027 $ 62,77¢ $ 245,08 $ 184,36¢
September 30 December 31
2011 2010
Long-lived assets:
United State! $ 34,76¢ $ 36,03:
All other countries 45,08¢ 45,07¢
Total $ 79,85 $ 81,111

Revenues for the nine months ended September 3Q,r2flect a change in estimate of the remainimgise obligation to eFax®
annual subscribers in the amount of $10.3 millidniclv reduced subscriber revenues predominatelyarunited States (See Note 1 — Basis of
Presentation) for further details.

14. Subsequent Event:

In October 2011, we purchased for cash the onlawkigp business of C Infinity, an Ireland-based mterof online data backup and
hosting services for businesses. This acquisifiatesigned to be accretive and to provide us iadit online data backup customers. The
financial impact to j2 Global for this transactiagesmmaterial as of the date of the acquisition.

On November 2, 2011, the Company announced thBoisd of Directors had approved the declaratioa gfiarterly cash dividend to
its shareholders. The dividend of $0.205 per comsf@re will be paid on November 28, 2011 to alfrshalders of record as of the close of
business on November 14, 2011. Future dividentidwisubject to Board approval.
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Iltem 2.  Management’s Discussion and Analysig Binancial Condition and Results of Operations
Forward-Looking Information

In addition to historical information, the foreg@rManagement’s Discussion and Analysis of FinanCiahdition and Results of
Operations contains forward-looking statements.sEi®rward-looking statements involve risks, uraiaties and assumptions. The actual results
may differ materially from those anticipated ind$bdorward-looking statements as a result of manjofs, including but not limited to those
discussed below, the risk factors discussed in Patem 1A - “Risk Factors” of this Quarterly Rept on Form 10-Q (if any) and in Part I, ltem
1A - “Risk Factors” in our Annual Report on Form -kOfor the year ended December 31, 2010 (together;Risk Factors”), and the factors
discussed in the section in this Quarterly ReparForm 10-Q entitled “Quantitative and QualitatiBsclosures About Market Risk.” Readers
are cautioned not to place undue reliance on tiieegard-looking statements, which reflect managefsespinions only as of the date hereof.
undertake no obligation to revise or publicly redeahe results of any revision to these forward<iog statements. Readers should carefully
review the Risk Factors and the risk factors sethfon other documents we file from time to timéhwhe SEC.

Some factors that could cause actual results ferdifiaterially from those anticipated in these fard¢looking statements include, but
are not limited to, our ability and intention to:

o] Sustain growth or profitability, particulaiily light of an uncertain U.S. or worldwide econoamd the
related impact on customer acquisition and retentaes, customer usage levels and credit and debit
card payment decline

0] Maintain and expand our customer base and maiotdircrease the average revenue per subsc

o] Continue to expand our business and operaitiv@siationally in the wake of numerous risks,
including adverse currency fluctuations, difficuitystaffing and managing international operations,
higher operating costs as a percentage of revesrubge implementation of adverse regulatic

o] Maintain our financial position, operatingukts and cash flows in the event that we incur oew
unanticipated costs or income, sales or otherigdmities;

o] Accurately estimate the assumptions underlyingefigctive worldwide tax rate;
6] Continue to pay a comparable cash dividend on aepyabasis;
o] Maintain favorable relationships with criti¢hird-party vendors whose financial condition widt

negatively impact the services they provi

(0] Manage certain risks inherent to our busingssh as costs associated with fraudulent actisity,
system failure or security breach of our netwoffeaively maintaining and managing our billing
systems, time and resources required to managegairproceedings or adhering to our internal
controls and procedure

0] Compete with other similar providers with regargtie, service and functionalit

(0] Cost-effectively procure, retain and deplagéaquantities of telephone numbers in desiredtioes in
the United States and abroi

0 Achieve business and financial objectivesghtlof burdensome domestic and international
telecommunications, Internet or other regulatiorduding data privacy, security and retenti

o] Successfully manage our growth, includingrmttlimited to our operational and personnel-ralate
resources, and integrate newly acquired busine

(0] Successfully adapt to technological changékenvalue added messaging and communicationscesrvi
industry;
o] Successfully develop and protect our intéliacproperty, both domestically and internatiopall

including our brands, patents, trademarks and domames, and avoid infringing upon the proprietary
rights of others

o] Diversify our service offerings and derivemmoevenue from those services at acceptable lefels
return-on-investment; an

0] Recruit and retain key personn
In addition, our financial results could be matkyianpacted by risks associated with new accounpironouncements.
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Overview

j2 Global Communications, Inc. (“j2 Global”, “our“ys” or “we”) is a Delaware corporation foundedlifi95. We provide cloubased
value-added communication, messaging and data pasarices to businesses of all sizes, from indiais to enterprises. Our hosted solutions
deliver our customers greater efficiency, flexiyilimobility, business continuity and security. \Wféer online fax, virtual phone systems, hosted
email, email marketing, online backup and bundlgtes of these services. We market our servicesiplly under the brand names eFax®,
eVoice®, FuseMail®, Campaigner®, KeepltSafe® anadknx®.

We deliver many of our services in more than 4,6fiés in 49 countries across six continents. Wavigle these services through
equipment we co-locate at various locations wortthytelephone numbers (referred to herein as Dineaird-Dial numbers or “DIDs”) obtained
from third-party telecommunications providers antktnet bandwidth typically obtained from third-fyaco-location providers. Most of the DIDs
we obtain for our services are “local” (as opposetbll-free), which enables us to provide our paysubscribers DIDs with a geographic identity.

Our services make our customers more efficientenmaobile, more cost-effective and more secure tfatitional alternatives. We
generate substantially all of our revenues fromsstibers that pay subscription and usage fees.cBpben fees are referred to as “fixed”
revenues, while usage fees are referred to asahatirevenues. We also generate revenues frommigatensing and sales, advertising and
revenue share from our customers’ use of premidenD¢Ds. Of the 13.3 million DIDs deployed as ofp&amber 30, 2011, over 1.9 million were
serving paying subscribers, with the balance degaldp free subscribers, including those with premrate DIDs. We operate in one reportable
segment: cloud-based, value-added communicatiossaging and data backup services.

During the past three years, we have derived aanitisl portion of our revenues from our DID-basedvices, includingFax, Onebo
andeVoice. As a result, we believe that paying DIDs andrtheenues associated therewith are an importaniarietrunderstanding our business.
It has been and continues to be our objectivedmease the number of paying DIDs through a valégistribution channels and marketing
arrangements and by enhancing our brand awardnesddition, we seek to increase revenues througgm@ination of stimulating use by our
customers of usage-based services and introduewgsarvices.

We market our services to a broad spectrum of gais business customers including individualsalsto medium-sized businesses
and large enterprises and government organizatidnsmarketing efforts include enhancing brand awass; utilizing online advertising, search
engines and affiliate programs; and selling throbgth a telesales and direct sales force. We aomntisly seek to extend the number of
distribution channels through which we acquire pgydéustomers and improve the cost and volume dbmers obtained through our current
channels.

In addition to growing our business organically, ieve used acquisitions to grow our customer k&sggnce our technology, expand
our service offerings and acquire skilled person8eice fiscal year 2000, we have completed 34iaitiuns in the cloud-based, value-added
communication, messaging and data backup servicesiry.

Through a combination of internal technology depetent and acquisitions, we have built a portfofimemerous U.S. and foreign
patents and multiple pending U.S. and foreign gedpplications. We generate licensing revenues some of these patents. We intend to
continue to invest in patents, to aggressivelygmbur patent assets from unauthorized use acorttinue to generate patent licensing revenues
from authorized users.
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The following table sets forth certain key opergtimetrics for the three and nine months ended 8dge30, 2011 and 2010 (in
thousands, except for percentages):

September 30

2011 2010
Free service telephone numb 11,327 11,07¢
Paying telephone numbers 1,994 1,411
Total active telephone numbers 13,321 12,48¢
Three Months Ended Nine Months Ended
September 30, September 30,
2011 2010 2011 (1) 2010
Subscriber revenue
Fixed $ 70,365 $ 50,27C $ 197,061 $ 148,60¢€
Variable 15,25¢ 11,79€ 46,727 33,567
Total subscriber revenu $ 85,622 $ 62,06€ $ 243,78¢ $ 182,17:
Percentage of total subscriber reveni
Fixed 82.2% 81.0% 80.8% 81.6%
Variable 17.8% 19.0% 19.2% 18.4%
Revenues
DID-basec $ 79,85€ $ 59,58E $ 226,50¢ $ 175,221
Non-DID-based 6,171 3,193 18,581 9,148
Total revenues $ 86,027 $ 62,778 $ 245,087 $ 184,36¢

(1) The amounts above reflect the change in estimét#mg to the remaining service obligations to aadreFax® subscribers (See Note
1 - Basis of Presentation), which reduced subscribamees for the nine months ended September 30, [30$10.3 million.

Critical Accounting Policies and Estimates

In the ordinary course of business, we have mauerber of estimates and assumptions relating toetherting of results of operatic
and financial condition in the preparation of omahcial statements. Actual results could diffgndicantly from those estimates under different
assumptions and conditions. Our critical accoungialicies are described in our 2010 Annual ReporForm 10-K filed with the SEC on
February 28, 2011. During the three months endg@teSer 30, 2011, there were no significant chanmgesr critical accounting policies and
estimates.
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Results of Operations for the Three and Nine Month&nded September 30, 2011
Revenues

Subscriber Revenues.

(in thousands, excep Three months endec Percentage Nine months endec Percentage

percentages) September 30, Change September 30, Change
2011 2010 2011 2010

Subscriber Revenues $85,622 $62,066 38% $243,788 $182,173 34%

Subscriber revenues consist of both a fixed morghlgnnual recurring subscription component andreaable component which is

driven by the actual usage of our service offerit@ger the past three calendar years, the fixetiquoof our subscriber revenues has generally
contributed an increasing percentage to our toatadsriber revenues. This increase in subscrilvemnges was due to an increase in our subscribel
base offset by the impact of our change in estimgléging to remaining service obligations to eFa®ual subscribers (See Note 1 — Basis of
Presentation) which reduced subscriber revenuebiéonine months ended September 30, 2011 by $iilli8n. The increase in our subscriber
base primarily resulted from new subscribers dumuginess acquisitions and subscribers comingttirecour websites, free-to-paid subscriber
upgrades, small to mid-sized corporate and ens&males, direct large enterprise and governméad, shirect marketing costs for acquisition of
paying subscribers and international sales, in eask net of cancellations.

Other Revenues.

(in thousands, excep Three months endec Percentage Nine months endec Percentage

percentages) September 30, Change September 30, Change
2011 2010 2011 2010

Other Revenues $405 $712 (43)% $1,299 $2,196 (41)%

Other revenues consist primarily of patent licegsivenues, patent sale-related revenues and itvgrevenues generated by
delivering email messages to our free custometsebialf of advertisers. The decrease in other reafar the three and nine months ended
September 30, 2011 resulted primarily from redusgkrtising activities and a reduction in patetdtesl revenues due to the expiration of certain
patents under license.

Cost of Revenues

(in thousands, excep Three months endec Percentage Nine months endec Percentage

percentages) September 30, Change September 30, Change
2011 2010 2011 2010

Cost of revenue $15,002 $10,732 41% $45,952 $31,378 46%

As a percent of revenue 17% 17% -% 19% 17% 2%

Cost of revenues is primarily comprised of costoamted with data and voice transmission, DIDsyvogk operations, customer
service, online processing fees and equipment degi@n. The increase in cost of revenues for tieg and nine months ended September 30,
2011 was primarily due to an increase in costsaatanl with businesses acquired in fiscal 2010201dL that for at least some portion of the first
nine months of fiscal 2011 were not yet fully imaigd into j2 Global.

Operating Expenses

Sales and Marketing.

(in thousands, excep Three months endec Percentage Nine months endec Percentage

percentages) September 30, Change September 30, Change
2011 2010 2011 2010

Sales and Marketing $15,073 $10,878 39% $44,929 $32,327 39%

As a percent of revenue 18% 17% 1% 18% 18% -%

Our sales and marketing costs consist primarilywtg#rnet-based advertising, sales and marketimgopeel costs and other business
development-related expenses. Our Internet-basesttiging relationships consist primarily of fixedst and performance-based (cost-per-
impression, cost-per-click and cost-per-acquisjtiaxvertising relationships with an array of onlgevice providers. We have a disciplined
return-on-investment approach to our Internet-bashertising and marketing spend, which causes seld marketing costs as a percentage of
total revenues to vary from period to period baggon available opportunities. Advertising costtfoe three months ended September 30, 2011
and 2010 was $11.8 million and $8.7 million, respety, and for the nine months ended Septembe2B801 and 2010 were $34.2 million and
$25.9 million, respectively. The increase in saed marketing expenses for the three months eBdptember 30, 2011 was primarily due to
increased marketing worldwide for recently acquioeainds and certain international locations antharease in personnel associated with
businesses acquired subsequent to the prior cobviparaarter. The increase in sales and marketpgreses for the nine months ended
September 30, 2011 was primarily due to increasadketing worldwide for recently acquired brands aedain international locations and an
increase in personnel and severance costs assbwiditebusinesses acquired subsequent to the goimparable period.
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Research, Development and Engineering

(in thousands, excep Three months endec Percentage Nine months endec Percentage

percentages) September 30, Change September 30, Change
2011 2010 2011 2010

Research, Developmen $4,105 $3,008 36% $12,714 $8,810 44%

and Engineering

As a percent of revenue 5% 5% -% 5% 5% -%

Our research, development and engineering costistgrimarily of personnel-related expenses. ifloeease in research,
development and engineering costs for the threetmsanded September 30, 2011 was primarily due in@ease in personnel associated with
businesses acquired subsequent to the prior cobiipagaarter. The increase in research, developarmhtngineering costs for the nine months
ended September 30, 2011 was primarily due to @ease in personnel and severance costs assowgithdolisinesses acquired subsequent to the
prior comparable period.

General and Administrative.

(in thousands, excep Three months endec Percentage Nine months endec Percentage

percentages) September 30, Change September 30, Change
2011 2010 2011 2010

General and $15,403 $10,921 41% $44,037 $34,263 29%

Administrative

As a percent of revenue 18% 17% 1% 18% 19% 1)%

Our general and administrative costs consist pilynaf personnel-related expenses, depreciationaandrtization, share-based
compensation expense, bad debt expense, profesdesand insurance costs. The increase in geaedshdministrative expense for the three
months ended September 30, 2011 was primarily @a@ increase in personnel associated with busisesxjuired subsequent to the prior
comparable quarter, increased bad debt, increaséesgional fees and amortization of intangibleetsselating to acquisitions closed during 2010
and 2011. The increase in general and adminigtratipense for the nine months ended Septemb@03Q@,was primarily due to an increase in
personnel and severance costs associated withdsssis acquired subsequent to the prior comparahbléeg, increased bad debt, increased
professional fees and amortization of intangibketsrelating to acquisitions closed during 2016 201.1.

Share-Based Compensation

The following table represents share-based comgienssxpense included in cost of revenues and tipgraxpenses in the
accompanying condensed consolidated statemenfseodtions for the three and nine months ended B8dyae30, 2011 and 2010 (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2011 2010 2011 2010

Cost of revenue $ 246 $ 304 $ 736 $ 963
Operating expense
Sales and marketir 350 464 1,04¢ 1,46C
Research, development and enginee 110 204 367 645
General and administrative 1,542 1,80& 4,532 5,69¢

Total $ 2,24¢ $ 2,777 $ 6,684 $ 8,767

Non-Operating | ncome and Expenses

Interest and Other Income (Expense), .n@tr interest and other income (expense), netieated primarily from interest earned on
cash, cash equivalents and short-term and longiterestments and gain or losses on foreign exchdntgrest and other income (expense), net
was $0.3 million and $0.5 million for the three nlmmended September 30, 2011 and 2010, respectarady$0.3 million and $1.8 million for the
nine months ended September 30, 2011 and 201@&atéggly. The decrease in interest and other inc@rpense), net was primarily due to
reduced interest income as a result of the sall#efest-bearing securities to fund acquisitions.
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Income Taxes

Our effective tax rate is based on pre-tax incostegutory tax rates, tax regulations (includingstheelated to transfer pricing) and
different tax rates in the various jurisdictionsathich we operate. The tax bases of our assetfiahilities reflect our best estimate of the tax
benefits and costs we expect to realize. When sacgswe establish valuation allowances to reducedeferred tax assets to an amount that will
more likely than not be realized.

Provision for income taxes amounted to $11.2 milémd $7.9 million for the three months ended Saptr 30, 2011 and 2010,
respectively. Income tax expense for the nine moatided September 30, 2011 and 2010 was $12.8mdliid $23.2 million, respectively. Our
effective tax rate was 30.6% and 28.5% for theethmenths ended September 30, 2011 and 2010, rasghecand 13.1% and 29.2% for the nine
months ended September 30, 2011 and 2010, resplgctihe increase in our effective income tax fatehe three months ended September 30,
2011 was primarily attributable to return to préersadjustments offset by a reversal of uncertagoine tax positions as a result of expiring
statutes of limitations. The decrease in our éffedncome tax rate for the nine months ended&aper 30, 2011 was primarily attributable to
the following:

1. a reversal during the first quarter 2011 of apprately $14.1 million and the third quarter 2011approximately $1.1 million ¢
uncertain income tax positions as a result of éxgistatutes of limitations, offset by return tamyision adjustments in the thi
quarter of 2011

2. anincrease during 2011 in foreign tax credits amdability to offset such credits against Subairicome;
3. the use of the federal research and developmemtréalit in 2011, which was previously suspendedfakine 30, 201(

4. an increase during 2011 in the portion of our inedmeing taxed in foreign jurisdictions and subjectower tax rates than in the
U.S., partially offset by

5. a 2010 book but not tax gain on the sale of an iredaauction rate security, which sale resultedisignificant portion of th
valuation allowance being reversed,; ¢

6. areversal in 2010 of certain income tax contingenallowed to be recognized as a result of effettisettling the transfer pricir
portion of the Internal Revenue Ser'’s audit of our income tax returns for 2004 thro@gh8.

Liquidity and Capital Resources
Cash and Cash Equivalents and | nvestments

At September 30, 2011, we had cash and investroé®£93.8 million compared to cash and investmeh®87.0 million at December
31, 2010. The increase in cash and investmentttedgurimarily from cash provided by operations.Sgptember 30, 2011, cash and investments
consisted of cash and cash equivalents of $134l@mishort-term investments of $29.0 million aledg-term investments of $30.6 million. Our
investments are comprised primarily of readily nedakle corporate debt securities, money-marketuadsand time deposits. For financial
statement presentation, we classify our investmanmtsarily as available-for-sale; thus, they aneated as short- and long-term based upon their
maturity dates. Short-term investments mature withrie year of the date of the financial statemantslong-term investments mature one year or
more from the date of the financial statementsr I0ug-term investments consist primarily of cormterand government debt securities. There
have been no significant changes in the maturitgddand average interest rates for our investmantfiotio and debt obligations subsequent to
September 30, 2011. We retain a substantialgmooff our cash and investments in foreign juriidics for future reinvestment. As of September
30, 2011, cash and investments held within foreigth domestic jurisdictions were $73.4 million al@®.4 million, respectively. If we were to
repatriate funds held within foreign jurisdictionge would incur U.S. income tax on the repatriaetbunt at an approximate blended federal and
state rate of 40%, net of a credit for foreign &agaid on such amounts.

On August 1, 2011, the Company’s Board of Direcaggproved the initiation of quarterly cash dividend its stockholders. The first
quarterly dividend of $0.20 per share of commorlsteas paid on September 19, 2011 to all stockmslderecord as of the close of business on
September 2, 2011. On November 2, 2011, the Coyngamounced that its Board of Directors had apptdie declaration of a quarterly cash
dividend to its stockholders. The dividend of $&2@r share of common stock will be paid on Noven®8e 2011 to all stockholders of record as
of the close of business on November 14, 2011urEwividends are subject to Board approval anthizerestrictions within the Credit
Agreement (the “Credit Agreement”) with Union BamkA. (“Lender”).

We currently anticipate that our existing cash eash equivalents and short-term investment balaaéash generated from

operations will be sufficient to meet our anticgéieeds for working capital, capital expenditimeestment requirements, stock repurchases and
cash dividends for at least the next 12 months.
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Cash Flows

Our primary sources of liquidity are cash flows gexted from operations, together with cash and egsivalents and short-term
investments. Net cash provided by operating aiwitvas $109.2 million and $74.2 million for th@@imonths ended September 30, 2011 and
2010, respectively. Our operating cash flows resufirimarily from cash received from our subscisbafifset by excess tax benefit from share-
based compensation, cash payments we made tqotritids for their services, employee compensatimhtax payments. Certain tax payments
prepaid during the year and included within preaidenses and other current assets on the cortsalidalance sheet. Our prepaid tax payments
were $12.3 million and $7.5 million at Septembeyr 3011 and December 31, 2010, respectively. A Saarit portion of our subscribers pay us
credit cards and therefore our receivables fronsatilbers generally settle quickly. Our cash andh @piivalents and short-term investments were
$163.2 million at September 30, 2011.

Net cash (used in) investing activities was apprately ($49.0) million and ($57.0) million for tiitne months ended September 30,
2011 and 2010, respectively. For the nine montlde@rseptember 30, 2011, net cash used in investitigties was primarily attributable to the
purchase of available-for-sale investments, pueltdsertificates of deposit and property and eopgpt partially offset by the sale of available-
for-sale investments. For the nine months ended Séeted®, 2010, net cash used in investing activitias primarily attributable to the purchi
of available-for-sale investments and businessiaitijuns partially offset by the maturity of ceitifites of deposit and sale of available-for-sale
investments.

Net cash provided by (used in) financing activitiess approximately $9.6 million and ($1.6) millitor the nine months ended
September 30, 2011 and 2010, respectively. Fonitteemonths ended September 30, 2011, net casidptbly financing activities was primar
attributable to excess tax benefit from share-basegpensation and the exercise of options partdflset by dividends paid and repurchases of
stock. For the nine months ended September 3@, 2@t cash used in financing activities was prilpaittributable to the repurchases of stock
partially offset by the exercise of stock options.

Contractual Obligations and Commitments
The following table summarizes our contractual gdtions and commitments as of September 30, 2011:

Payments Due in
(in thousands)

Contractual Obligations 2011 2012 2013 2014 2015 Thereafter Total
Operating leases (; $ 668 $ 249 $ 2152 $ 2124 $ 173E $ 6,897 $ 16,07C
Telecom services and co-

location facilities (b 3,101 5,44% 2,71¢ 216 16 — 11,49
Computer software and related

services (C 1,362 345 92 — — — 1,79¢
Holdback payment (c 365 705 216 — — — 1,28¢€
Other (e) 321 567 107 — — — 995
Total $ 5817 $ 955¢ $ 5287 $ 234C $ 1,751 % 6,897 $ 31,64%
@) These amounts represent undiscounted future minineatal commitments under noncancellable lec

(b) These amounts represent service commitments tousatelecommunication provide

(c) These amounts represent software license commign

(d) These amounts represent the holdback amounts mection with certain business acquisitio

(e) These amounts primarily represent certain marketimdyconsulting arrangemen

As of September 30, 2011, our liability for uncerttax positions was $28.2 million. The future pagynts related to uncertain tax
positions have not been presented in the tableeatiog to the uncertainty of the amounts and timincash settlement with the taxing authorities.

Credit Agreement

On January 5, 2009, we entered into a Credit Agezgwith Union Bank, N.A. in order to further enlsarour liquidity in the event of
potential acquisitions or other corporate purpo€esAugust 16, 2010, we entered into an amendediCkgreement with the Lender. We have
not drawn down any amounts under the Credit Agregn®ee Note 8 - Commitments and Contingenciesinvdbr Annual Report on Form 10-K
for the year ended December 31, 2010 for furthailderegarding the Credit Agreement.
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ltem 3.  Quantitative and Qualitative Disclosues About Market Risk

The following discussion of the market risks we fe@ntains forward-looking statements. Forward-logkstatements are subject to
risks and uncertainties. Actual results could diffeaterially from those discussed in the forwarddimg statements. Readers are cautioned not to
place undue reliance on these forw-looking statements, which reflect managenseaopinions only as of the date hereof. j2 Globalenmkes n
obligation to revise or publicly release the resudf any revision to these forward-looking statetmeReaders should carefully review the risk
factors described in this document as well as reotiocuments we file from time to time with th€ SRcluding the Quarterly Reports on Fo
10-Q and any Current Reports on Form 8-K filedmbe filed by us in 2011.

Interest Rate Risk

Our exposure to market risk for changes in interat®ts relates primarily to our investment portiolive maintain an investment
portfolio of various holdings, types and maturiti@se primary objectives of our investment actastare to preserve our principal while at the
same time maximizing yields without significanthcreasing risk. To achieve these objectives, watam our portfolio of cash equivalents and
investments in a mix of instruments that meet lugddit quality standards, as specified in our itiwest policy. Our cash and cash equivalents are
not subject to significant interest rate risk do¢hte short maturities of these instruments. ASefftember 30, 2011, the carrying value of our cash
and cash equivalents approximated fair value. @wrn on these investments is subject to inteegstfluctuations.

Our short- and long-term investments are compnisadarily of readily marketable corporate debt géms, auction rate securities and
certificates of deposits. Investments in fixed iiaterest earning instruments carry a degree efést rate risk. Fixed rate securities may havie
fair market value adversely impacted due to airiseterest rates. Our interest income is sensitivehanges in the general level of U.S. and
foreign countries’ interest rates. Due in parthtese factors, our future investment income maysfadirt of expectations due to changes in interest
rates.

As of September 30, 2011, we had investments ih skturities with effective maturities greater thane year of approximately $30.6
million. Such investments had a weighted averagklyof approximately 1.0%. As of September 30, 284d December 31, 2010, we had cash
and cash equivalent investments in time deposdsw@oney market funds with maturities of 90 daytess of $134.2 million and $64.8 million,
respectively. Based on our cash and cash equigadent short- and long-term investment holdingsf&eptember 30, 2011, an immediate 100
basis point decline in interest rates would de@eas annual interest income to approximately zero.

We are parties to the Credit Agreement with thedeznas amended. If we were to borrow under theliCAgreement we would be
subject to the prevailing interest rates and cbel@xposed to interest rate fluctuations.

We cannot ensure that future interest rate movesneititnot have a material adverse effect on otmrel business, prospects, financial
condition, operating results and cash flows. Tedae have not entered into interest rate hedgargsactions to control or minimize certain of
these risks.

Foreign Currency Risk

We conduct business in certain foreign marketsnarily in Canada and the European Union. Our pynexposure to foreign curren
risk relates to investment in foreign subsidiattest transact business in a functional currencerattian the U.S. Dollar, primarily the Canadian
Dollar, Euro and British Pound Sterling. Howevéie £xposure is mitigated by our practice of geheralnvesting profits from international
operations in order to grow that business.

As we increase our operations in international ratrkve become increasingly exposed to changegiiersy exchange rates. The
economic impact of currency exchange rate movemsmfien linked to variability in real growth, iation, interest rates, governmental actions
and other factors. These changes, if material,dcoalise us to adjust our financing and operatirgesties.

As currency exchange rates change, translationeoinicome statements of the international busirsesse U.S. Dollars affects year-
over-year comparability of operating results. Hiwtally, we have not hedged translation risks beeatash flows from international operations
were generally reinvested locally; however, we rdayso in the future. Our objective in managing iigmeexchange risk is to minimize the
potential exposure to changes that exchange ratgg have on earnings, cash flows and financialtjpos

Foreign exchange gains and losses were not materair earnings for the three and nine months @&#ptember 30, 2011,
amounting to approximately $0.1 million and ($0ri)lion, respectively. As of September 30, 201 1malative translation adjustments included
in other comprehensive income amounted to appraeiné$0.6) million.

We currently do not have derivative financial instrents for hedging, speculative or trading purpesektherefore are not subject to
such hedging risk. However, we may in the futurgage in hedging transactions to manage our expaésdhgctuations in foreign currency
exchange rates.
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Iltem 4.  Controls and Procedures
(a) Evaluation of Disclosure Controls and Proceslure

j2 Global’s management, with the participation of our priatgxecutive officer and principal financial offic@erformed an evaluatic
of j2 Global’s disclosure controls and procedursdefined in Rules 13a-15(e) and 15d-15(e) of#murities Exchange Act of 1934 (“Exchange
Act”)) as of the end of the period covered by tieigort. Our principal executive officer and priralifinancial officer have concluded that j2
Global’s disclosure controls and procedures wefiecgfe to ensure that information required to ldsed in reports we file or submit under the
Exchange Act is (1) recorded, processed, summaarddeported within the time periods specifie@écturities and Exchange Commission rules
and forms, and (2) accumulated and communicatedtonanagement to allow their timely decisions rdigy required disclosure.

(b) Changes in Internal Controls

There were no changes in our internal control éwamncial reporting that occurred during the thiaarter ended September 30, 2011
that have materially affected, or are reasonakbfyito materially affect, our internal control avfancial reporting.
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PART Il. OTHER INFORMATION
Item 1. Legal Proceedings

See Note 7 — Commitments and Contingencies of tited\to Financial Statements (Part |, Item 1) fidorimation regarding certain legal
proceedings in which we are involved.

ltem 1A. Risk Factors

In addition to the other information set forth mstreport, before deciding to invest in j2 Globako maintain or increase your
investment, you should carefully consider the fextliscussed in Part I, Item 1A “Risk Factors” ur énnual Report on Form 10-K for the year
ended December 31, 2010 (the “10-K Risk Factot§3gny of these risks occur, our business, prospdictancial condition, operating results and
cash flows could be materially adversely affectte 10-K Risk Factors are not the only ones we.fAdelitional risks and uncertainties not
presently known to us or that we currently deem aterial also may impair our business operationsr&@lmave been no material changes fron
10-K Risk Factors, except as discussed below:

We may not continue to issue quarterly dividends or we could decrease the amount of any future dividends. On August 1, 2011, the
Companys Board of Directors approved the initiation of gady cash dividends to its stockholders. Thet fingarterly dividend of $0.20 per shi
of common stock was paid on September 19, 2011 stomkholders of record as of the close of busénen September 2, 2011. Future dividends
are subject to Board approval and certain restristiwithin the Credit Agreement with Union BankAN. We cannot assure that the Company
will continue to pay a dividend in the future oetamount of any future dividends.

Iltem 2.  Unregistered Sales of Equity Securit'eeand Use of Proceeds

@) Unregistered Sales of Equity Sedties
None.
(b) Issuer Purchases of Equity Secuigs

In May 2010, our Board of Directors approved a pang authorizing the repurchase of up to ten milsbares of our common stock
through the end of April 30, 2012. On May 4, 204, entered into a Rule 10b5-1 trading plan to if@té the repurchase program. During the
three months ended September 30, 2011, we dicepatchase any shares under the repurchase program.

The following table details the repurchases thaeweade under and outside the program during tiee tmonths ended September
30, 2011:

Maximum
Number of
Shares That
Total Number of May Yet Be
Shares Purchased Purchased
as Under the
Total Number of Part of a Publicly Publicly
Shares Average Price Announced Announced
Period Purchased (1) Paid Per Share Program Program
July 1, 2013 July 31, 2011 — $ — — 9,993,70!
August 1, 201> August 31, 201: 249,17¢ $ 29.5¢ — 9,993,701
September 1, 2011 - September 30, — $ — — 9,993,701
2011
Total 249,17¢ — 9,993,70!

(1) Includes shares surrendered to the Compangytdhe exercise price and/or to satisfy tax withira obligations in connection with employee
stock options and/or the vesting of restrictedlsiesued to employees.

Iltem 3.  Defaults Upon Senior Securities

None.

Item 4. Reserved

ltem 5. Other Information

None.



-31-




Item 6.

Exhibits

311
31.2
32.1
32.2

101

Rule 13i-14(a) Certification of Principal Executive Officpursuant to Section 302 of the Sarbi-Oxley Act of 2002
Rule 13i-14(a) Certification of Principal Financial Officpursuant to Section 302 of the Sarbi-Oxley Act of 2002
Section 1350 Certification of Principal Executivéfi€er pursuant to Section 906 of the Sarbi-Oxley Act of 2002
Section 1350 Certification of Principal Financidfi€er pursuant to Section 906 of the Sarbi-Oxley Act of 2002
The following financial information from f2lobal Communications, Inc.’s Quarterly Report amrk 10-Q for the
quarter ended September 30, 2011, formatted in XBRltensible Business Reporting Language): (i) Gorsed
Consolidated Balance Sheets as of September 3Q,&@iDecember 31, 2010, (ii) Condensed Consolidate
Statements of Operations for the three and ninetinseended September 30, 2011 and 2010, (iii) Coseten

Consolidated Statements of Cash Flows for the miaeths ended September 30, 2011 and 2010, anthéWotes to
Condensed Consolidated Financial Statem:
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SIGNATURE

Pursuant to the requirements of the Securities &xgb Act of 1934, the registrant has duly causisdréiport to be signed on its behalf
by the undersigned thereunto duly authorized.

j2 Global Communications, Inc.

Date: November 8, 2011 By: /sl NEHEMIA ZUCKER
Nehemia Zucke
Chief Executive Officer
(Principal Executive Officer

Date: November 8, 2011 By: /sl KATHLEEN M. GRIGGS
Kathleen M. Grigg:
Chief Financial Officer
(Principal Financial Officer
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Exhibit Number

311

31.2

32.1

32.2

101

INDEX TO EXHIBITS

Description

Rule 13i-14(a) Certification of Principal Executive Officpursuant to Section 302 of the Sarbi-Oxley Act of 2002

Rule 13i-14(a) Certification of Principal Financial Officpursuant to Section 302 of the Sarbi-Oxley Act of 2002

Section 1350 Certification of Principal Executivéfi€er pursuant to Section 906 of the Sarbi-Oxley Act of 2002

Section 1350 Certification of Principal Financidfi€er pursuant to Section 906 of the Sarbi-Oxley Act of 2002

The following financial information from f2lobal Communications, Inc.’s Quarterly Report amrk 10-Q for the
quarter ended September 30, 2011, formatted in XBRltensible Business Reporting Language): (i) Gorsed
Consolidated Balance Sheets as of September 3Q,&@ilDecember 31, 2010, (ii) Condensed Consolidate
Statements of Operations for the three and ninetinseended September 30, 2011 and 2010, (iii) Coseten
Consolidated Statements of Cash Flows for the miapths ended September 30, 2011 and 2010, anthéWotes to
Condensed Consolidated Financial Statem:
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EXHIBIT 31.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Nehemia Zucker, certify that:

1.

2.

I have reviewed this quarterly report on Forn-Q of j2 Global Communications, Inc

Based on my knowledge, this report does notatomny untrue statement of a material fact ort@amstate a material fact necessary to make
the statements made, in light of the circumstanceker which such statements were made, not misigadith respect to the period covered
by this report

Based on my knowledge, the financial statemeantsl other financial information included in thimport, fairly present in all material
respects the financial condition, results of ogerst and cash flows of the registrant as of, amdtfe periods presented in this rep

The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatainal control over financial reporting (as defihin Exchange Act Rules 13a-15(f)
and 15+15(f)) for the registrant and hav

@) Designed such disclosure controls and ghaes, or caused such disclosure controls and guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgrithhe period in which this report is being prepa

(b) Designed such internal control over finahegporting, or caused such internal control diremncial reporting to be designed under
our supervision, to provide reasonable assuramgardeng the reliability of financial reporting atiie preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principl

(©) Evaluated the effectiveness of the registsatisclosure controls and procedures and predentthis report our conclusions about
the effectiveness of the disclosure controls adguaiures, as of the end of the period coveredibyéport based on such
evaluation; an(

(d) Disclosed in this report any change in thgistrant’s internal control over financial repogdithat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) ltas materially affected, or is
reasonably likely to materially affect, the regist’s internal control over financial reporting; a

The registrant’s other certifying officer antldve disclosed, based on our most recent evatuafimternal control over financial reporting,
to the registrar's auditors and the audit committee of regis’s board of directors (or persons performing thewedent functions)

@) All significant deficiencies and material akmesses in the design or operation of internalrotsnover financial reporting which are
reasonably likely to adversely affect the regist’s ability to record, process, summarize and refmahcial information; ani

(b) Any fraud, whether or not material, thatohwes management or other employees who have diség role in the registrant’s
internal control over financial reportin

/s NEHEMIA ZUCKER
Nehemia Zucke
Chief Executive Officer

Dated: November 8, 20: (Principal Executive Officer



EXHIBIT 31.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Kathleen M. Griggs, certify that:

1.

2.

I have reviewed this quarterly report on Forn-Q of j2 Global Communications, In¢

Based on my knowledge, this report does notatomny untrue statement of a material fact ortémnstate a material fact necessary to make
the statements made, in light of the circumstanceler which such statements were made, not misigadith respect to the period covered
by this report

Based on my knowledge, the financial statemesntsl other financial information included in thisport, fairly present in all material
respects the financial condition, results of operat and cash flows of the registrant as of, amgtfe periods presented in this rep

The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatednal control over financial reporting (as defihin Exchange Act Rules 13a-15(f)
and 15¢15(f)) for the registrant and hav

@) Designed such disclosure controls and praresql or caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgrithe period in which this report is being prepa

(b) Designed such internal control over finahoigorting, or caused such internal control ovwearficial reporting to be designed under
our supervision, to provide reasonable assuramgardeng the reliability of financial reporting atiie preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip!

(c) Evaluated the effectiveness of the regissatisclosure controls and procedures and predentthis report our conclusions about
the effectiveness of the disclosure controls amdguaures, as of the end of the period coveredibyeport based on such
evaluation; ant

(d) Disclosed in this report any change in thgistrant’s internal control over financial repogithat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#d) tias materially affected, or is
reasonably likely to materially affect, the regast’ s internal control over financial reporting; a

The registrant’s other certifying officer antldve disclosed, based on our most recent evatuafimternal control over financial reporting,
to the registral's auditors and the audit committee of regis’s board of directors (or persons performing thewedent functions)

@) All significant deficiencies and materialakmesses in the design or operation of internalrotsnover financial reporting which are
reasonably likely to adversely affect the regid’'s ability to record, process, summarize and refimancial information; an

(b) Any fraud, whether or not material, thatohwes management or other employees who have #iség role in the registrant’s
internal control over financial reportin

/sl KATHLEEN M. GRIGGS
Kathleen M. Griggs
Chief Financial Officer

Dated: November 8, 20: (Principal Financial Officer



EXHIBIT 32.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Nehemia Zucker, Chief Executive Officer of the @mpany, certify, pursuant to 18 U.S.C. § 1350, aslapted pursuant to § 906 of the
Sarbanes-Oxley Act of 2002, that:

1. The accompanying quarterly report on Form 1Qthe quarter ended September 30, 2011 (the “R§dally complies with the
requirements of Section 13(a) or 15(d), as applécalf the Securities and Exchange Act of 1934raended; an

2. The information contained in the Report faphesents, in all material respects, the finanaiadition and results of operations of j2
GlobalCommunications, Inc

/sl NEHEMIA ZUCKER

Nehemia Zucke

Chief Executive Officer
Dated: November 8, 20: (Principal Executive Officer

A signed original of thiswritten statement required by Section 906 of the Sarbanes-Oxley Act has been provided to j2 Global Communications,
Inc. and will beretained by j2 Global Communications, Inc. and furnished to the Securities and Exchange Commission or its staff upon
request.



EXHIBIT 32.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Kathleen M. Griggs, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. § 135@s adopted pursuant to § 906 of the
Sarbanes-Oxley Act of 2002, that:

1. The accompanying quarterly report on Form 1fQthe quarter ended September 30, 2011 fully d@mspvith the requirements of
Section 13(a) or 15(d), as applicable, of the S8earand Exchange Act of 1934, as amended,;

2. The information contained in the Report faphesents, in all material respects, the finanaiadition and results of operations of j2
Global Communications, Ini

/sl KATHLEEN M. GRIGGS

Kathleen M. Griggs

Chief Financial Officer
Dated: November 8, 20: (Principal Financial Officer

A signed original of thiswritten statement required by Section 906 of the Sarbanes-Oxley Act has been provided to j2 Global Communications,
Inc. and will be retained by j2 Global Communications, Inc. and furnished to the Securities and Exchange Commission or its staff upon
request.



