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Sonic Foundry, Inc.’s (Nasdaq: SOFO) Me-
diasite presentation recorders provide an 
elegant solution for distributing “one-to-
many” rich media content for educational 
institutions, corporations and government 
organizations for live or on-demand view-
ing over the Internet, intranet or recording 
to physical media. 
 
• Revenues up 120% in 2Q05 over 2Q04, 

with gross margins expanding to 68%. 
• The company sold 114 recorder units in 

2Q05, almost double the 66 units sold in 
2Q04. 

• Cash used for operations declined to 
$900,000 in 2Q05, and cash was $5.4 
million at the end of 2Q05. 

 
We retain our Buy rating and a price target 
of $3 per share, or 3.5x our estimate of sales 
per share of $0.87 for fiscal 2006, and 15x 
our fiscal 2006 pre-tax earnings forecast of 
$0.20 per share. 

Price Target  $3.00 
 
Rating  Buy 
 
Risk   High 
 
Disclosures  10, 11, 12 

 Corporate Officer    Rimas P. Buinevicius, CEO    608-443-1600 
 Contact Person     Kenneth A. Minor, CFO     608-443-1600 
 Corporate Address    222 W. Washington Ave., Madison, WI 53703 
 Website     www.sonicfoundry.com 

Price $1.15    Shares (mils) 30.2  
P/E Ratio (ttm) NA   Market Cap (mils) $34.70   
P/S Ratio (ttm) 5.5 X  52 Week Range $2.11 - $1.05  
Sales/share (ttm) 0.21   Ave. Daily Vol. 46,064  
Price/Book 2.6 X  Short Interest 420,720  
Book Value $0.49    Gross Margin 67.6 % 
Cash/share $0.18    Oper. Margin -46.8 % 
Quick Ratio 2.62   Insider Ownership 13.1 % 
Debt to cap ratio 0.00 %  Inst'l Ownership 21.5 % 

Earnings Per Share 
  Q1: Dec Q2:Mar Q3:Aug Q4:Sep Annual 

2007E  $      0.11   $      0.14   $      0.16   $      0.20   $      0.60  
2006E  $      0.02   $      0.04   $      0.06   $      0.08   $      0.20  
2005E  $    (0.05)  $    (0.03)  $    (0.03)  $    (0.01)  $    (0.11) 
2004A  $    (0.04)  $    (0.04)  $    (0.05)  $    (0.05)  $    (0.18) 
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Rating History

Initial Rating:  Buy 
3/15/05  $1.36

PT  $3.00
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Investment Thesis Update 
 
 Sonic Foundry, Inc.’s (Nasdaq: SOFO) provides elegant off-the-shelf technology for “one to many” communications that simpli-
fies production and improves the viewing experience of rich media content.  SOFO’s stock price is now below its $1.36 price per 
share when we initiated coverage on March 15, 2005.  We attribute the decline to the market being especially unkind to compa-
nies that are not producing earnings.  Despite the decline from the introduction of our coverage, we don’t see any erosion in our 
original investment thesis.  The company continues to build momentum.   
 
Sales Progress Update 
 
 Higher education continues to be the primary customer segment for sales of Mediasite presentation recorders.  As of 2Q05, 
SOFO has 111 customers in the higher education segment compared to 46 in 2Q04.  Likewise, the number of customers in its 
corporate segment increased to 78 in 2Q05, up from 37 in 2Q04.  Total number of customers increased to 310, more than double 
the 141 customers in 1Q04.   
 
 SOFO management also notes it is expanding its marketing horizons to include Europe and Asia.  In addition, the company con-
tinues to invest in R&D to improve the Mediasite presentation recorders operability, for ease of use and versatility, for the enter-
prise segment.  Also, management is pleased with the increasing number of applications for which its device is being utilized.   
  
 It is a combination of these factors that cause us to believe that revenues will continue to increase exponentially through fiscal 
2005 and 2006, at stable or increasing average sales prices per unit.  Average sales price continued to increase in the quarter.  
Repeat buyers decreased to 38% in 2Q05, down from 48% in 1Q05, but still ahead of 35%, the average for fiscal 2004.  The de-
crease in repeat buyers combined with high rates of growth to new customers, further supports our thesis of rapidly increasing 
revenues, as a portion of new customers become repeat buyers as well. 
 
Fiscal 2Q05 Financial Results 
 
 SOFO increased sales of its Mediasite presentation recorders to 114 units in 2Q05, compared to 89 units in 1Q05, and 66 units in 
2Q05.  Average sale price continued to increase while the number of sales to existing customers remained relatively high.  SOFO 
reported revenues from sales of Mediasite presentation recorders of $1.7 million in 2Q05, up from $1.3 million in 1Q05, and 
$691,000 in 2Q04. 
 
 Customer support fees of $171,000 in 2Q05 were up from $90,000 in 2Q04, but this was down slightly from $189,000 in 1Q05.  
We see customer support fees resuming an upward trend in 2005 and 2006 and this line item becoming an important contributor 
to earnings.  The company also reported other income of $224,000 for custom software development for the U.S. Department of 
Justice.  Total revenues for the quarter were $2.1 million in 2Q05, well ahead of $941,000 in 2Q04, and beating our estimate of 
$2.0 million for the quarter.  We were slightly overly optimistic on revenues from sales of the company’s products and customer 
support fees and we underestimated other income from government contracts. 
 
 As management anticipated, gross margin continued to expand to 68% in 2Q05, up from 66% in 1Q05, and much improved 
from 54% in 2Q04.  Management attributes a portion of the increase in gross margin to be due to higher levels of customer sup-
port fees.  We see the combination of rapidly increasing revenues, and existing high gross margins and the opportunity for se-
quential expansion creating a condition for progressively higher levels of operating leverage. 
 
 Total operating expenses were $2.4 million in 2Q05, or 114% of revenues, compared to $1.8 million in 2Q04, which was 195% 
of revenues.  The operating expense in 2Q05 was below our estimate of $2.7 million.  This was due to our overly cautious as-
sumption for selling and marketing expense that failed to materialize.  Likewise we were slightly below actual general and ad-
ministrative expenses.  Overall operating expenses were 29% higher in 2Q05 over 2Q04.  The growth rate of operating expenses 
is well below the growth rate of revenues or gross profit and the company is on course for profitability in the near term. 
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 SOFO reported a net loss of $941,000 in 2Q05, or a loss of $0.03 per share.  Earnings performance in the quarter improved upon 
a net loss of $1.3 million in 2Q04, or a loss of $0.04 per share.  In addition, the results were better than management’s earlier 
guidance of a loss of $0.04 per share and our earnings estimate of a loss of $0.04 per share.  This was due to higher than antici-
pated other income coupled with lower than anticipated sales and marketing expense. 
 
 SOFO’s balance sheet remains strong despite the decline in cash to $5.4 million at the end of 2Q05, compared to $7.6 million at 
the end of fiscal 2004.  The cash burn rate declined to $700,000 in 2Q05, from $1.1 million in 1Q05.  Accounts receivable are 
predictably higher, but management reports that DSOs are reasonably constant.  Interestingly, despite rapid growth, payables 
actually declined in 2Q05 compared to 4Q04 and the company remains debt free.  We do note a increase in unearned revenue 
which follows a higher level of customer support fees. 
 
Management Guidance 
 
 Due to the relatively lengthy sales process and a focus on a single product, we believe that management has better than average 
visibility of revenues and expenses.  A shorter lead time for repeat orders or multiple purchases offer additional unexpected up-
side.  They continue to maintain a $2.4 to $2.6 million range for revenues in 3Q05 on pace to approach earlier guidance of $10 
million for fiscal 2005.  This would suggest a “hockey stick” growth pattern at year end.  They see gross margin now trending 
toward 70% late in the current year.  They also see operating expenses trending slightly higher with selling and marketing ex-
pense 10% higher in 3Q05, compared to 2Q05.  Management is providing guidance for a loss of $0.03 per share in 3Q05 and 
breakeven in 4Q05.   
 
Our Model 
 
 Management’s guidance for fiscal 2005, with only two quarters left in the year, is likely to resemble actual results.  We forecast 
revenues, margins and net income to come within management guidance with one departure.  We estimated a loss of $0.01 per 
share in 4Q05 compared to management’s $0.00 estimate for the quarter.  While this may end up being only a rounding error, we 
have difficulty modeling trends for fiscal 2006 and 2007 without setting us up for having an overly aggressive long-term forecast.  
Like our perception of management’s visibility in the near term, we believe our model for fiscal 2006 and 2007 appears aggres-
sive, but still within the company’s reach. 
 
 We anticipate a stable average sales price through fiscal 2007, and that the geometric increase in unit sales in fiscal 2005 will 
become more linear in fiscal 2006.  This may be a conservative assumption depending upon the company’s potential for multiple 
unit sales, developing other segments, and expanding its geographic reach.  We also see SOFO still in the early stages of pene-
trating its core market segments.  We also forecast gross margins gradually trending toward 68% and then stabilizing.  We feel 
we are getting a handle on forecasting operating expenses.  Management appears to have a grip on overhead but we will be 
watching sales and marketing expense, a key line item to control if the company should achieve the earnings growth we have 
modeled.  Our model forecasts a loss of $0.11 per share in fiscal 2005, turning profitable in 1Q06 with pre-tax earning $0.20 per 
share in fiscal 2006 and $0.60 per share in fiscal 2007.  As of the end of the 2004 fiscal year, SOFO had net operating loss carry 
forwards of approximately $64 million for U.S. Federal and State tax purposes.  Net operating loss carry forwards expire in vary-
ing amounts between 2013 and 2024. 
 
Valuation and Conclusion 
 
 As SOFO approaches breakeven we anticipate they will experience a higher level of visibility among investors.  The company 
may also be valued in relation to its level, or growth rate of earnings, opposed to a multiple of sales or book value.  We retain our 
target price of $3.00 per share which is only 15x our earnings estimate for fiscal 2006, which is an 18-month financial forecast 
compared to results expected in the next year.  We also retain our Buy rating, as we see the company at the current price to be 
undervalued, based on financial results over the last two years and current growth prospects.   
 
Risks 
 
 We also retain our High risk rating.  This is primarily due to the fact that the company has not yet achieved profitability.  As 
witnessed in the recent quarter, the market has been unforgiving to companies without earnings.  In addition, we see increasing 
interest in the area of rich media and increased functionality for producers and distributors of rich media content.  While we be-
lieve SOFO is in a very good position in its niche, we can perceive an opportunity for larger and better known companies allocat-
ing additional resources and obscuring the successes the company has enjoyed.   
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 $       0.17   $       0.21   $       0.25   $       0.33   $       0.43   $       0.56   $       0.72   $       1.03   $      0.04   $      0.15   $      0.87   $      1.56  
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Sonic Foundry, Inc.         
September FYE         
BALANCE SHEET         
         
         
ASSETS 2001 2002 2003 2004 3Q04 4Q04 1Q05 2Q05 
    Cash and equivalents - (000's) $7,809 $3,704 $12,623 $7,583 $9,095 $7,583 $6,365 $5,395 
    Accounts receivable 4,065 484 508 1,345 1,062 1,345 1,303 1,959 
    Accounts receivable, other 26 43 139 18 26 18 15 13 
    Inventory 0 48 111 371 240 371 391 194 
    Other current assets 2,203 294 214 281 443 281 211 241 
    Assets of discontinued operations 0 4,087 0 0      

Total current assets 14,103 8,660 13,595 9,598 10,866 9,598 8,285 7,802 
    Net property, plant, and equipment 11,804 574 588 745 783 745 691 844 
    Goodawill & intangibles 44,805 8,949 8,618 8,288 8,371 8,288 8,206 8,123 
    Deferred long-term asset charges 514 653 0 0 0 0 0 0 
    Other assets 457 0 0 0 0 0 0 0 
    Long-term assets of discontinued operations 0 8,807 0 0 0 0 0 0 

Total assets $71,683 $27,643 $22,801 $18,631 $20,020 $18,631 $17,182 $16,769 
           
LIABILITIES AND SHAREHOLDERS' EQ-
UITY          
    Accounts payable $2,316 $1,531 $1,065 $879 $885 $879 $797 $864 
    Accrued liabilities 2,064 950 1,263 686 763 686 363 576 
    Unearned revenues 83 0 194 473 415 473 467 623 
    Current portion of capital lease obligation 5,219 217 48 0 0 0 0 0 
    Convertible debt 0 3,482 0 0 0 0 0 0 
    Liabilities of discontinued operations 0 2,976 0 0 0 0 0 0 

    Current liabilities 9,682 9,156 2,570 2,038 2,063 2,038 1,627 2,063 
    Long-term debt 742 230 0 0 0 0 0 0 
    Deferred long-term liability charges 28 38 0 27 29 27 26 24 
    Other long term liabilities 0 235 0 0 0 0 0 0 
    Shareholders' equity 61,231 17,984 20,231 16,566 17,928 16,566 15,529 14,682 

Total liabilities and shareholders' equity $71,683 $27,643 $22,801 $18,631 $20,020 $18,631 $17,182 $16,769 
           

Cash per share $0.35 $0.14 $0.44 $0.26 $0.31 $0.26 $0.21 $0.18 
Quick ratio 1.23 0.46 5.11 4.38 4.92 4.38 4.71 3.56 
Current ratio 1.46 0.95 5.29 4.71 5.27 4.71 5.09 3.78 
Debt to capitalization ratio 1.26% 1.49% 0.00% 0.16% 0.16% 0.16% 0.17% 0.16% 
Book per share $2.76 $0.67 $0.70 $0.56 $0.61 $0.56 $0.52 $0.49 
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DISCLOSURES: 
SLB Equity Research, LLC (SLB) provides information and analysis on selected companies, with a focus on small-cap and micro-cap companies.  When compa-
nies engage SLB to perform research, arrange institutional road trips, or provide additional consulting services, the details of the arrangement will be disclosed. 
 
This report has been written in accordance with current SEC regulations and the Standards of Practice developed by the Chartered Financial Analyst Institute 
(CFAI).  Our research has been conducted by employing analytical practices generally accepted as standard within the analytical industry.  In this instance, a 
comparison of financial strength, a bottom-up earnings projection based on a recovery in the U.S. economy, and relative multiples, were employed.  The target 
price was calculated on comparative EPS, sales and book value multiples, and our knowledge of small-cap markets when enjoying both a sector and a cyclical 
rebound.  Our conclusions are, by the very nature of forecasting, speculative, but are also reasonable, supportable and consistent. 
Key to disclosures:  
 

1. The research analyst or a member of the research analyst’s household has a financial interest in the securities of the Subject Company 
in the form of a (a) long position (b) short position (c) right (d) warrant (e) future or (f) call option in such securities.  

2. SLB and/or its officers or affiliates may either hold a position in this company’s share or own options, rights or warrants to purchase 
any of the securities of the subject company. 

3. The research analyst principally responsible for preparing this research report received compensation based upon various factors, 
including SLB total revenue. 

4. The research analyst or a member of the analyst’s household serves as an officer, director, or advisory board member of the subject 
company; 

5. An affiliate of SLB may have a different view from the views expressed herein. 
6. SLB and/or its affiliates beneficially own 1% or more of the subject company. 
7. The Subject Company is a client of SLB or one of its affiliates. 
8. SLB is a client of the Subject Company or one of its affiliates. 
9. The Subject Company is paying a fee for the arrangement of institutional road introductions and other awareness building services. 
10. This report was prepared exclusively for the benefit of the institutional investor audience and may or may not receive compensation 

from that audience directly or in soft dollar arrangements. 
11. The analyst who wrote this report is a shareholder of Crown Point Group, Ltd. and an employee of its whole-owned subsidiary, The 

Robins Group, LLC, a broker/dealer. 
12. The Subject Company made possible the use of a RL400 Mediasite presentation recorder, plus additional services, with an estimated 

value of $29,500, to SLB for a period of one year, in exchange for research coverage. 
 
The analyst, Mike Niehuser, hereby certifies that the research conclusions and recommendation contained herein accurately reflects his personal views about the 
industry, company and shares and also hereby certifies that no part of his research compensation was or will be directly or indirectly related to the earnings esti-
mates, target price or recommendation about the security.  
 
The research provided herein should not be considered a complete analysis of every material fact regarding the companies, industries or securities named above.  
The opinions expressed herein reflect the analysis and judgment of the author on the date of publication and are subject to change without notice.  Facts have been 
obtained from sources considered reliable but should not be construed as complete and are not guaranteed to be accurate.  SLB Equity Research LLC; its mem-
bers; employees and their families may have positions in the securities covered within the research material above and may make purchases or sales while this 
report is in circulation.  Additional information on the subject companies is available upon request. 
 

 EQUITY RECOMMENDATION SYSTEM: 
 
 Buy   Immediate purchase is recommended.  The security expected to outperform the market over the next 12 to 18 months. 
 
 Hold  Holding the stock is recommended because the share price’s appreciation potential is less than or equal to the market. 
 
 Sell   The stock has reached the target price objective and/or conditions have changed sufficiently to alter the outlook for the stock. 
 

 EQUITY RISK SYSTEM: 
 
 High  The security is more volatile than the market and/or the company is more leveraged than its peer group.   
 
 Moderate  The security has about the same volatility as the market and/or the company carries a level of leverage in line with its peer group. 
 
 Low   The security is less volatile than the market and/or the company is less leveraged than its peer group. 
 

 DISTRIBUTION OF RECOMMENDATIONS: 
 

At this time, there are an insufficient number of companies under coverage to generate usable distribution information or draw any conclusions regarding bias 
about the research methodology.  Prospective companies are screened and evaluated by sales personal and research analysts with the investment thesis and overall 
research recommendation developed before the commission is established. 


