Sun TV Network (suntv)

CMP: % 477 Target: ¥ 515 (8%)

Target Period: 12 months
August 13, 2022

Strong ad growth...

About the stock: Sun TV Network (Sun TV) is a leading regional broadcaster in
India, which owns and operates a bouquet of 32 TV channels prominently across the
southern market (Tamil, Telugu, Kannada & Malayalam) and Bengali language along
with an OTT app SunNXT.

e It's key market - Tamil viewership share has dipped from ~55%+ to ~40% +
in last few years, with peers and new entrants lapping up market share

Q1FY23 Results: Sun TV's performance was strong on earnings/margins front.

e Standalone revenue came in at¥ 1194 crore, up 47.4% YoY. Advertisement
revenues came in at ¥ 343 crore (up 40.8% YoY). The company also
reported IPL revenues of ¥ 243 crore. We believe subscription revenue was
muted YoY while Sun TV would have also booked box office collection for
Beastand OTT licensing fee for earlier during the quarter (3 170 crore)

o EBITDA came in at ¥ 764 crore, up 54.3% YoY while EBITDA margins came
in at 64%, up 288 bps YoY, largely owing operating leverage

e PAT camein at3491.7 crore, up 26% YoY, aided by superior operating profit
and higher other income of ¥ 100.9 crore, up 80% YoY

What should investors do? Sun TV’s share price has underperformed with a
decline of 36% over the past five years, owing to viewership market share loss.

e We maintain our HOLD rating. Pushing back of OTT content spending
remains a key concern while films content spending will create volatility in
earnings. We also do not have management outlook/commentary on
content strategy, margins, growth outlook and capital allocation ahead,
which restricts us from turning constructive, despite lucrative valuations

Target Price and Valuation: We value Sun at% 515 i.e. 10x FY24E P/E.

Key triggers for future price performance:

e Overall viewership share improvement, which has dipped in recent times.
Recovery in key markets like Tamil/Telugu/Kannada to be ad growth driver

e Marked ramp up in SunNXT content, where content spending is lagging

Alternate Stock Idea: Besides Sun TV, we like Inox Leisure in the media space.

e A play on recovery and consolidation of multiplexes
e BUY with a target price of ¥ 720

Key Financial Summary

(Year-end March) FY20 FY21 FY22 5yr CAGR (FY17-22) FY23E
Net Sales (% crore) 3,519.9 3,176.9 3,584.8 6.3 4,018.6
EBITDA (% crore) 2,275.9 2,071.4 2,281.5 5.3 2,656.6
Net Profit (% crore) 1,385.2 1,525.0 1,641.8 9.8 1,835.2
EPS ) 35.1 38.7 41.7 46.6
P/E (x) 13.6 12.3 11.5 10.2
Price / Book (x) 33 2.7 2.3 2.1
EV/EBITDA (x) 7.1 1.4 6.7 5.5
RoCE (%) 31.2 21.8 21.2 26.8
RoE (%) 24.2 21.6 20.1 20.0

¢ ICICI

Research

HOLD

Particular Amount
Market Capitalisation < 18805.5 Crore
Total Debt (FY22) % 0 Crore

Cash & Inv. (FY22) % 4196.1 Crore

EV % 16129.4 Crore
52 week H/L 612/ 403
Equity capital 197.0
Face value 5.0

Shareholding pattern

Sep-21 Dec-21 Mar-22 Jun-22
Promoters  75.0 75.0 750 75.0
DIl 3.3 2.9 3.1 3.6
Flis 8.1 9.0 9.2 9.3
Other 13.6 13.1 127 121

1000 20000
750 16000
12000
500
8000
250 * 4000
0 T T T T T T T 0
o O O — — N
25838 g9
S8 583558
<C L << < <
SUN TV(LHS) —— Nifty Index

Key Risk: (i) Delay in market share
recovery, (ii) Better-than-expected
margins
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12.1
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11.0

Source: Company, ICICI Direct Research
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0 Result Update | Sun TV Network

Key performance highlight and outlook

Ad revenues grow better than peers in Q4

We note that Sun TV’s ad growth of ~41% YoY was higher than Zee's ~6% domestic
ad revenues growth. In our view, this was owing to a) different mix of advertisers
(Sun has lower proportion of FMCG, which struggled and more proportion of local
retail, which saw better recovery with robust marriage season and b) Zee had lost
viewership share with FTA withdrawal impacting ad. We highlight that in the absence
of any guidance/commentary on growth ahead, we build in ~12.5% CAGR) in TV ad
revenues in FY22-24E to T 1645 crore, similar to industry growth. However, recovery
or loss in viewership share will determine whether it beats or lags industry growth.

Subscription muted on NTO 2 implementation delay

Subscription revenues remained muted YoY, as per our understanding, amid NTO 2
implementation driven price hike restrictions, in our view. We highlight the company
had earlier indicated that there will be no major impact from NTO 2.0 but one needs
to see how new tariff order shapes up post implementation in November, 2022. We
expect subscription revenue growth of ~3% CAGR (FY22-24E) to % 1752 crore. Most
importantly, there was no announcement of any originals OTT exclusive content on
SunNXT. We highlight that lagging spends on OTT would be a key risk as most
broadcasters and other global OTT players are ramping up their OTT presence while
Sun TV has not yet taken major strides in this segment.

Higher IPL revenues from FY24 led by rights value appreciation

The much awaited IPL rights fetched ¥ 48.390 crore to the BCCI. The winning bid total
amount, was 3x of last cycle cumulative winning bid of ¥ 16347.5 crore. This higher
bid will likely result in incremental ¥ 250-300 crore of annual revenues for each team
from FY24 onwards, including Sunrisers Hyderabad, owned by Sun TV. Thus, we
expect Sun TV to report topline of ¥ 550 crore in IPL 2023 (in FY24) with EBITDA of
¥ 315 crore vs. last season’s topline and EBITDA of ¥ 272 crore and 105 crore,
respectively, reported cumulatively over Q4FY22 and Q1FY23. This is one of the key
factors driving the earnings upgrade in FY24 earnings.

Other

e |PL Performance: The company reported IPL revenues and EBITDA of ¥ 243
crore and ¥ 151.4 crore, respectively, in Q1DY23. We note that the company
had also reported IPL revenues and EBITDA of % 28.9 crore and X 13.5 crore,
respectively, in Q4, as there were a couple of games in March, 2022

e Dividends: During the quarter, the company announced interim dividend of
T b/share, implying payout of ~53% of PAT in line with earlier guidance

Pushing back of OTT content spending remains a key risk while films content
spending will create volatility in earnings. Investment in SunNXT is yet to start at a
meaningful level. It needs to pick up to remain competitive, in our view. We maintain
HOLD rating on the stock despite lucrative valuations. We value Sun TV at 10x FY24E
EPS to arrive at a revised target price of ¥ 515. We await further details from the
management on content spending strategy, growth outlook, before changing our
stance.
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ﬂ Result Update | Sun TV Network ICICI Direct Research
Exhibit 1: Variance Analysis

Q1FY23 Q1FY23E Q1FY22 QA4FY22 YoY (%) QoQ (%) Comments

Advertisement revenues came in at I 343 crore (grew
by 40.8% YoY), and subscription revenues remained
muted YoY, amid NTO 2 implementation driven price hike

Revenue 1,193.9 1,046.5 810.1 833.0 41.4 43.3 restrictions. The company also reported IPL revenues of
243 crore. We believe company would have also
booked box office collection for Beast and OTT licensing
fee for earlier films, during the quarter (% 170 crore).

Other Income 100.9 55.0 56.1 53.8 80.1 87.7
Operating Expenses 151.9 150.5 114.0 138.0 333 10.1
Employee Expenses 68.5 66.9 68.1 65.4 0.6 4.7
Marketing Expenses 0.0 0.0 0.0 0.0 NA NA
Administrative Expenses 162.2 166.1 108.3 7.4 49.8 127.3
IPL Franchisee Fees to BCCI 47.5 50.0 24.8 4.9 91.6 860.9
EBITDA 763.8 612.9 495.0 553.3 54.3 38.0 Operating leverage driving margins expansion
EBITDA Margin (%) 64.0 5867 6117 664 288 bps -245 bps
Depreciation 207.9 120.0 33.1 64.8 528.9 220.7
Interest 1.4 35 1.0 3.4 40.6 -58.5
Total Tax 163.7 138.3 127.2 134.5 28.7 21.8
PAT 491.7 406.2 389.8 404.4 26.1 21.6
Key Metrics

Ad Revenue Growth 40.8 14.0 93.8 7.1

Subscription Revenue Growth -1.2 1.5 -6.2 -2.8

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

FY23E FY24E

(X Crore) Old New % Change Old New % Change Lonee

Realigned estimates post Q1 Performance and also
Revenue 39353 40186 21 42614 45085 56 bake higher IPL revenues and profit from FY24
EBITDA 2,541.9 2,656.6 4.5 2,741.4 2,949.6 1.4
EBITDA Margin (%) 64.6 66.1 152 bps 6a.4" 65.47 104 bps
PAT 1,680.4 1,835.2 9.2 1,826.4 2,021.3 10.7
EPS () 42.6 46.6 9.2 46.3 51.3 10.7

Source: Company, ICICI Direct Research

Exhibit 3: Assumptions

(%) Comments
FY19 FY20 FY21E FY22E FY23E FY24E

Ad Revenue Growth 9% -6% -26% 31% 15% 10%

Subscription Rev. Growth 16% 18% 10% -4% 0% 6%

Source: Company, ICICI Direct Research
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Story in Charts

Exhibit 4: Ad revenue growth trend
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Exhibit 5: Subscription revenue growth trend
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Exhibit 6: EBITDA and PAT margin trend
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Financial summary

Exhibit 7: Profit and loss statement g crore Exhibit 8: Cash flow statement g crore

(Year-end March) FY21 FY22 FY23E FY24E (Year-end March) FY21 FY22 FY23E FY24E
Total operating Income 3,176.9  3,584.8 4,018.6 4,508.5  Profit after Tax 1,525.0  1,641.8  1,835.2 2,021.3
Growth (%) 9.7 12.8 12.1 12.2  Add: Depreciation 403.9 306.1 482.2 525.2
Operating Expenses 420.2 560.6 625.6 682.3 Add: Interest Paid 26.9 33.3 8.9 10.0
Employee Expenses 307.1 294.0 311.5 344.7 (Inc)/dec in Current Assets (73.4) 40.9 (211.1) (250.2)
Other Expenses 378.2 442.8 424.9 531.9 Inc/(dec) in CL and Provisions 216.4 -163.3 50.3 56.8
Total Operating Expenditure 1,105.5 1,297.3 1,362.0 1,558.9 Others 0.0 0.0 0.0 0.0
EBITDA 2,0711.4 22815 2,656.6 2,949.6  CF from operating activities 2,098.8 1,858.8  2,165.6 2,363.2
Growth (%) -9.0 10.4 16.1 11.0  (Inc)/dec in Investments -860.3 -58.1 -150.0 -150.0
Depreciation 403.9 306.1 482.2 525.2  (Inc)/dec in Fixed Assets -307.7  -1,236.7 -700.0 -500.0
Interest 26.9 33.3 8.9 10.0  Others -339.8 75.2 101.0 101.0
Other Income 306.8 256.0 300.0 300.0  CF from investing activites ~ -1,507.8  -1,219.6 -749.0 -549.0
Exceptional ltems - - - - Issue/(Buy back) of Equity 0.0 0.0 0.0 0.0
PBT 1,947.4  2,204.1 2,465.5 2,714.4  Inc/(dec) in loan funds 0.0 0.0 0.0 0.0
MI/PAT from associates (6.6) (8.8) (9.0) (1.0)  Dividend paid & dividend tax -197.0 -541.9 -827.6 -827.6
Total Tax 415.8 553.5 621.3 684.0 Interest Paid -26.9 -33.3 -8.9 -10.0
PAT 1,525.0 1,641.8 1,835.2 2,029.3  Others 1.6 1.5 0.0 0.0
Growth (%) 10.1 1.1 1.8 10.6  CF from financing activities -222.3 -573.6  -836.5 -837.6
EPS ) 38.7 n.a 46.6 51.3  Net Cash flow 368.7 65.7 580.1 976.6
Source: Company, ICICI Direct Research Opening Cash 703.2 1,071.8 1,137.5 1,717.6

Closing Cash 1,018 1,137.5 1,717.6 2,694.2

Source: Company, ICICI Direct Research

Exhibit 9: Balance sheet < crore Exhibit 10: Key ratios < crore
(Year-end March) FY21 Fy22 FY23E FY24E  (Year-end March) FY21 FY22 FY23E FY24E
Liabilities Per share data %)
Equity Capital 197.0 197.0 197.0 197.0 EPS 38.7 4.7 46.6 51.3
Preference Capital 0.0 0.0 0.0 0.0 Cash EPS 48.9 49.4 58.8 64.6
Reserve and Surplus 6,856.7  7,958.2 8,965.8 10,159.6 BV 179.0 206.9 232.5 262.8
Total Shareholders funds 7,053.7 8,155.2 9,162.8 10,356.6 DPS 5.0 13.8 21.0 21.0
Total Debt 0.0 0.0 0.0 0.0  Cash Per Share 27.2 28.9 43.6 68.4
Others 60.3 73.7 74.7 75.7 Operating Ratios (%)
Total Liabilities 7,1140 82289 9,237.6  10,432.3  EBITDA Margin 65.2 63.8 66.1 65.4
PBT / Total Operating income 52.5 55.3 54.1 53.8
Assets PAT Margin 48.0 45.8 45.7 44.8
Gross Block 3,823.0  4,961.9 5,661.9 6,161.9  Inventory days 0.0 0.0 0.0 0.0
Less: Acc Depreciation 2,952.3  3,258.5 3,740.7 4,265.9  Debtor days 164.7 146.1 145.0 145.0
Net Block 870.7  1,703.5 1,921.2 1,896.0  Creditor days 57.4 40.8 40.8 40.8
Capital WIP 146.3 244.1 244.1 244.1  Return Ratios (%)
Total Fixed Assets 1,017.0  1,947.5 2,165.3 2,140.0  RoE 21.6 20.1 20.0 19.5
Investments 712.7 7.7 821.7 871.7  RoCE 21.8 21.2 26.8 26.1
Liquid Investments 24116 2,410.7 2,510.7 2,610.7  RolC 63.3 54.3 53.3 56.5
Goodwill on Consolidation 4.8 4.8 4.8 4.8  Valuation Ratios (x)
Inventory 0.0 0.0 0.0 0.0 PE 12.3 11.5 10.2 9.3
Debtors 1,433.9  1,434.6 1,596.4 1,791.0  EV/EBITDA 14 6.7 5.5 4.6
Loans and Advances 242.4 256.8 287.8 322.9  EV/Net Sales 4.8 4.3 3.6 3.0
Other Current Assets 206.1 150.1 168.3 188.8  Market Cap / Sales 5.9 5.2 4.7 4.2
Cash 1,0711.8  1,1375 1,717.6 2,694.2  Price to Book Value 2.7 23 2.1 1.8
Total Current Assets 2,954.3  2,979.0 3,770.2 4,997.0  Solvency Ratios
Creditors 499.9 401.2 449.7 5045  Debt/EBITDA 0.0 0.0 0.0 0.0
Provisions 2415 14.3 16.0 18.0  Debt/ Equity 0.0 0.0 0.0 0.0
Net Current Assets 22128 2,563.6 3,304.4 4,474.4  Current Ratio 2.3 2.8 2.9 3.0
Other Non Current Assets 340.9 274.7 174.7 74,7 _Quick Ratio 23 28 29 3.0
Application of Funds 71140 82289 9,237.6  10,432.3  Source: Company, [CICI Direct Research

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavours to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according -to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
ICICI direct u,\x::} INO 1 ‘
In.cu«vvrvu'o‘::rul Fingertips | BHQE{ER \ ;
ICICI Securities Ltd. FISTARMINE ¥ 1
‘ @l‘;‘awst»\-.wa'd 2012 A/
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

|/We, Bhupendra Tiwary, CFA, MBA, Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the subject issuer(s)
or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. It is also confirmed that above mentioned Analysts of this report
have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI)
as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock
broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture
capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationship
with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons reporting to analysts and their relatives are generally prohibited from maintaining a financial
interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as

Our proprietary trading and investment busil may make i decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may
not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for the selected
recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would
endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herein
is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who
must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient.
The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks
associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of managing or co-
managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies mentioned in the report in the past

twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any compensation or other
benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of
interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of
the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial ownership of one percent or more or other material
conflict of interest various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or
use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in
all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.
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