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Weak performance; ad recovery likely in H2...

About the stock: Zee Entertainment (Zee) is one of the largest listed media
companies in India, which owns and operates a bouquet of 49 TV channels across Extraordinary Together
11 languages and also an OTT app Zeeb.

e The company’s TV network viewership share was at 16.1% in Q1FY23 Particulars Amount
(17.1% in Q4FY22), due to pull-out of Zee Anmol from free to air (FTA) Market Cap (% crore) 23,224

Total Debt (% crore) 3

Cash & Inv. (% crore) 1,297

Q1FY23 Results: Zee reported a weak Q1FY23 performance. EV % crore) 21,930
52 week HL () 379/ 167

e Revenues at? 1,845.7 crore, up 5% YoY, with domestic ad growth of ~6%
YoY. Overall subscription revenues declined 5% YoY to % 772 crore, largely
owing to ~7% decline in domestic subscription owing to pricing embargo
impacting TV subscription growth along with some impact by timing of

Equity capital (% crore) 96.1
Face value () 1.0

some B2B deals and renewals Shareholding pattern
Sep-21 Dec-21 Mar-22 Jun-22
e EBITDA came in at ¥ 236 crore, down 31.5% YoY with margins at 12.8% Promoters 4.0 4.0 4.0 4.0
(down 661 bps QoQ), due to lower revenues and higher marketing cost on DIl 156 203 239 302
a YoY basis, on account of new launches in linear business and continued Flls 57.2 522 419 39.2
investments in ZEE5 Other 23.3 23.5 24.3 26.6
e The company reported PAT of ¥ 106.6 crore, down 50% YoY -
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What should investors do? Zee's share price has declined ~53% over the past 600 e
five years, owing to promoter debt issue and business challenges. 500 =
400
e We marginally cut our earnings estimates and target price but maintain BUY. 300 é’
Strong ad recovery from H2 and likely merger consummation with no visible 200 g.
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Key triggers for future price performance: Zee (LHS) —— Nifty @
e Overall viewership share improvement, which remains sub-optimal. =
Turnaround in some key regional markets like Tamil/Marathi as well as Hindi =
GEC, where it has lost viewership market share. This would also drive Key Risk: (i) Delay in market share $
recovery in margin performance and cash flow generation and ad recovery (i) Sustained lower &
margins o

e Consummation of merger with Sony
Research Analyst

Bhupendra Tiwary, CFA

Alternate Stock Idea: Besides Zee, we like Inox Leisure in the media space. s ilad »
bhupendra.tiwary@icicisecurities.com

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 5 year CAGR FY17-22 FY23E FY24E 2 year CAGR FY22-24E
Net Sales (% crore) 8,129.9 7,729.9 8,189.3 4.9 8,745.8 9,700.1 8.8
EBITDA (% crore) 1,634.6 1,790.1 1,722.1 (2.2) 1,790.7 2,231.0 13.8
Net Profit (% crore) 526.5 800.1 964.6 1,192.6 1,510.8
Adjusted Nat Profit (% crore) 1,661.5 984.9 1,054.6 (3.9) 1,192.6 1,510.8 19.7
EPS R) 5.5 8.3 10.0 12.4 15.7
P/E (x) 43.3 28.5 23.6 19.1 15.1
Price / Book (x) 2.3 2.2 2.1 2.0 1.8
EV/EBITDA (x) 13.4 11.7 12.5 11.6 9.2
RoE (%) 16.7 9.4 9.7 10.3 12.0
RoCE (%) 13.9 13.7 14.6 13.9 16.2

Source: Company, ICICI Direct Research
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Key performance highlight and outlook
Ad growth faces lower FMCG spends challenges

The company indicated that the quarter’s dual pressure of viewership softness (due
to exit from FTA and lower time spent per viewers) and input price pressure
restricting the FMCG ad spend. Consequently, domestic ad growth was muted, up
5.9% YoY. The company’s TV network viewership share at 16.1% was lower than
17.1% in Q4FY22 due to exit of Zee Anmol from FTA. The company indicated that
adjusted for FTA exit impact, viewership share was better QoQ. Despite near term
headwinds, it expects QoQ improvement from Q2FY23 with major ad recovery from
Q3FY223 led by festive season. It expects to be in line or slightly better than the
overall market. We bake in ~10.9% CAGR in ad revenues in FY22-24E, with growth
being back ended. The company indicated that 7% YoY decline in domestic
subscription was owing to viewership softness, pricing embargo impacting TV
subscription growth along with some impact by timing of some B2B deals and
renewals. We highlight that Telecom Regulatory Authority of India (Trai) had
extended NTO 2 implementation to November, 2022. While the company expects
subscription growth to face near term disruption on NTO 2.0 implementation
pushback, it expects the industry to revert back once this uncertainty is over. We
bake in modest subscription CAGR of ~5% in FY22-24E with tailwinds largely from
Zeeb.

Healthy QoQ growth for Zeeb; content spending to remain high

Zeeb's revenues were atX 159.7 crore during the quarter, growth of 43% YoY, driven
by strong content slate addition. Zeeb reported operating losses of ¥ 235.2 crore vs.
losses of ¥ 203.3 crore in Q4. Zee5 recorded a global DAU of 11.3 million and 103.3
million global MAU in June vs. Q4 numbers of 10.5 million and 104.8 million,
respectively. ZEES saw the launch of 38 new shows and movies in Q1FY23, including
eight originals. The company indicated that investment in content (on both OTT and
linear TV), marketing, technology and product will continue to capture viewership
and engagement share despite the near-term revenue headwinds on the ad revenue
front. Furthermore, it reiterated its aim to expand movie production with a strong
slate of movies across Hindi, Tamil, Telugu, Marathi and Punjabi languages. We note
that the company has indicated that FY23 would be the peak year of investments for
Zeeb. The company has also raised the annual subscription pricing by ~40% for
Zeeb since March, 2022, which should drive subscription revenue growth ahead.

Other highlights

e Progress on merger with SPNI: The company has received approval from
stock exchanges. Zee filed the scheme of arrangement for the merger with
CCl in April. Post that, it will seek NCLT approval once the CCl approvals are
in place. However, we believe a couple of months of delay could be seen
given the already slow process, so far

¢ One off items, dues from related parties: One off included X 15 crore DSRA
related additional liability pertaining to Siti Networks. Receivables from Dish
have come down from % 580 crore as of FY20 and % 240 crore as of FY22 to
% 190 crore in Q1FY23. On Siti, revenues recognition is on actual collection
basis. Receivables of ¥ 35.2 crore from Siti are delayed, of which ¥ 15.5 crore
has been deposited against court order

e Other:

o Increase in marketing cost on a YoY basis is on account of new
launches in linear business and continued investments in ZEES

o Cash and treasury investment was at % 1130 crore

The rebound in market share in Hindi GEC and Marathi/Tamil will be key to overall
market share and ad recovery. We marginally cut our earnings estimates and target
price but maintain BUY rating. Strong ad recovery from H2 and likely merger
consummation with no visible impediment, remain key triggers. We value the stock
at 20x FY24E P/E with a target price of ¥ 300/share.
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Exhibit 1: Variance Analysis

Q1FY23 Q1FY23E Q1FY22 Q4FY22 YoY (%) QoQ (%) Comments

Revenue 1,845.7 1,910.0 1,775.0 2,322.9 4.0 -20.5
Other Income 33.8 21.5 23.8 58.5 4.7 -42.2
Raw Material Expenses 0.0 0.0 0.0 0.0 NA NA
Employee Expenses 217.2 219.6 228.0 218.9 -4.7 0.8
Admin & Other Expenses 158.3 145.2 158.5 146.5 -0.1 8.1
Marketing Expenses 231.8 181.4 178.1 213.1 30.1 8.8
Operational Cost 1,002.6 1,060.0 866.4 1,257.9 15.7 -20.3
Other Expenses 0.0 0.0 0.0 0.0 NA NA
EBITDA 235.8 303.7 344.0 436.6 -31.5 -51.5
EBITDA Margin (%) 12.8 15.9 19.4 20.9 -661bps -817 bps
Depreciation 71.8 61.1 59.0 67.7 32.0 15.0
Interest 8.1 3.0 1.9 38.1 319.7

Total Tax 62.1 69.2 94.5 157.2 -34.2 -60.5
PAT 106.6 198.0 213.7 181.9 -50.1 -41.4
Key Metrics

Ad Revenue Growth 5.4% 9.0% 120.1% -0.3%

Domestic Subscription -1.4% 1.6% 0.3% -1.1%

International Subscription % 12.3%  -12.0% 16.9% 107.6%

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

FY23E FY24E
(X Crore) Old New % Change Old New % Change
Revenue 8,705.3 8,581.0 -1.4 9,704.4 9,520.8 -1.9
EBITDA 1,743.0 1,665.9 -4.4 2,232.0 2,142.2 -4.0
EBITDA Margin (%) 20.0 19.4 -61 bps 23.0 2257 50 bps
PAT 1,158.1 1,083.9 -6.4 1,511.4 1,442.0 -4.6
EPS (3) 12.1 11.3 -6.4 15.7 15.0 -4.6

Source: Company, ICICI Direct Research

Exhibit 3: Assumptions

FY19 FY20 FY21E FY22E FY23E FY24E

Ad Revenue Growth 20% 1% -20% 17% 9% 13%
Domestic Subscription 17% 33% 14% -2% 0% 8%
International Subscription % 1% -16% 1% 15% 15% 5%

Source: Company, ICICI Direct Research

Exhibit 4: Zeeb KPI

Zee 5 Variable Q1FY21 Q2FY21 Q3FY21 Q4FY21 Q1FY22 Q2FY22 Q3FY22 Q4FY22 Q1FY23
Monthly Active Users (mn) - MAU 52.9 54.7 65.9 72.6 80.2 93.2 101.9 1048 1033
Daily Active Users (mn) - DAU 4.0 5.2 5.4 6.1 1.1 9.3 9.6 10.5 11.3
Watch Time per month (min) 112 152 133 156 190 186 201 214 196
Revenues ( crore) 94.9 989 117.8 107.5 111.7 1305 1459 161.4 159.7
EBITDA (% crore) -145.1 -189.4 -1757 -162.5 -203.3 -172.0 -182.8 -195.2 -235.2
Original Shows released 11 13 11 13 8
Watch Time per month (min) 112 152 133 156 190 186 201 214 214

Source: Company, ICICI Direct Research
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Story in charts

Exhibit 5: Ad revenue growth trend

6,000 - 5410 25
5,037
;25200 4,681 20
5,000 \ 15
4,000 10
2 5
g 3,000 - 2
[
2,000 - 5
) :15)
1,000 -
(15)
R (20)
FY19 FY20 FY21 FY22E FY23E FY24E
mmm Ad revenue Growth
Source: Company, ICICI Direct Research
Exhibit 6: Subscription revenue growth trend
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Exhibit 7: EBITDA and margin trend
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Financial summary

Exhibit 8: Profit and loss statement < crore

(Year-end March) FY21 FY22 FY23E FY24E
Total operating Income 7,730 8,189 8,581 9,521
Growth (%) -4.9 5.9 4.8 11.0
Operational Cost 3,750 4,045 4,326 4,522
Employee Expenses 818 864 901 1,000
Admin & Other Expenses 754 694 774 857
Marketing Expenses 617 864 914 1,000
Total Operating Expenditure 5,940 6,467 6,915 7,379
EBITDA 1,790 1,722 1,666 2,142
Growth (%) 9.5 -3.8 -3.3 28.6
Depreciation 265 246 283 305
Interest 57 45 17 12
Other Income -86 118 116 120
Exceptional ltems 127 133 0 0
PBT 1,256 1,415 1,482 1,946
Minority Interest -1 -9 0 0
PAT from Associates 0 0 0 0
Total Tax 463 460 398 504
PAT 800 965 1,084 1,442
Growth (%) 52.0 20.6 12.4 33.0
Adjusted PAT 985 1,055 10847 1,442
Growth (%) -40.7 7.1 2.8 33.0
Reported EPS (%) 8.3 10.0 1.3 15.0

Source: Company, ICICI Direct Research

Exhibit 10: Balance sheet < crore

(Year-end March) FY21 FY22 FY23E FY24E
Equity Capital 96.1 96.1 96.1 96.1
Preference Share Capital 383.2 0.0 0.0 0.0
Reserve and Surplus 9,998.5 10,766.7 11,370.4 12,332.2
Total Shareholders funds 10,477.7 10,862.8 11,466.4 12,428.2
Total Debt 2.4 35 3.5 3.5
Others 50.4 72.8 72.8 72.8
Total Liabilities 10,530.6 10,939.1 11,542.7 12,504.5
Gross Block 2,057.0 2,372.2 2,622.2 2,872.2
Less: Acc Depreciation 1,246.2 1,492.1 1,775.2 2,079.9
Net Block 810.8 880.1 847.0 792.3
Capital WIP 75.5 87.1 87.1 87.1
Total Fixed Assets 886.3 967.3 934.1 879.4
Goodwill 380.4 345.0 345.0 345.0
Investments 798.3 65.1 465.1 865.1
Inventory 5,403.0 6,386.2 6,230.1 6,912.4
Debtors 1,945.2 1,737.5 1,820.6 2,020.0
Loans and Advances 1,138.2 1,252.3 1,312.2 1,455.9
Other Current Assets 341.8 506.1 530.3 588.4
Cash 1,090.7 1,273.3 1,579.9 1,373.7
Total Current Assets 9,918.8 11,155.4 11,473.0 12,350.3
Creditors 1,398.2 1,371.9 1,410.6 1,565.1
Provisions 170.9 115.9 119.1 132.2
Other current liabilities 719.1 812.7 851.6 944.9
Total Current Liabilities 2,288.2 2,300.5 2,381.3 2,642.1
Net Current Assets 7,630.7 8,854.9 9,091.7 9,708.2
Other non current assets 834.9 706.8 706.8 706.8
Total Assets 10,530.6 10,939.1 11,542.7 12,504.5

Source: Company, ICICI Direct Research
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Exhibit 9: Cash flow statement g crore

(Year-end March) FY21 FY22 FY23E FY24E
Profit after Tax 800 965 1,084 1,442
Add: Depreciation 265 246 283 305
Add: Interest paid 57 45 17 12
(Inc)/dec in Current Assets 345 -1,054 -1 -1,084
Inc/(dec) in CL and Provisions -127 12 81 261

Others 0 0 0 0

CF from op. activities 1,340 214 1,454 936
(Inc)/dec in Investments -474 733 -400 -400
(Inc)/dec in Fixed Assets -160 -327 -250 -250
Others 19 186 0 0
CF from inv.activities -615 592 -650 -650
Issue/(Buy back) of Equity 0 0 0 0
Issue of Preference Shares -212 -383 0 0
Inc/(Dec) in loan funds -50 1 0 0
Interest paid 57 45 17 12
Others -164 -287 -514 -504
CF from fin. activities -369 -624 -497 -492
Net Cash flow 356 183 307 -206
Opening Cash 735 1,091 1,273 1,580
Closing Cash 1,091 1,273 1,580 1,374

Source: Company, ICICI Direct Research

Exhibit 11: Key ratios X crore

(Year-end March) FY21 FY22 FY23E  FY24E
Per share data (%)
EPS 8.3 10.0 11.3 15.0
Adjusted EPS 10.3 11.0 11.3 15.0
BV 109.1 113.1 119.4 129.4
DPS 2.5 3.0 5.0 5.0
Cash Per Share 13.0 15.5 18.5 21.7
Operating Ratios (%)
EBITDA Margin 23.2 21.0 19.4 22.5
EBIT Margin 19.7 18.0 16.1 19.3
PAT Margin 12.7 12.9 12.6 15.1
Inventory days 255.1 284.6 265.0 265.0
Debtor days 91.8 7.4 71.4 71.4
Creditor days 66.0 61.1 60.0 60.0
Return Ratios (%)
RoE 9.4 9.7 9.5 11.6
RoCE 13.7 14.6 13.0 15.7
RolC 18.8 15.8 14.9 18.2
Valuation Ratios (x)
P/E 29.0 24.1 21.4 16.1
EV / EBITDA 11.9 12.7 12.7 9.8
EV / Net Sales 2.8 2.7 2.5 2.2
Market Cap / Sales 3.0 2.8 2.7 2.4
Price to Book Value 2.2 2.1 2.0 1.9
Solvency Ratios
Debt/EBITDA 0.0 0.0 0.0 0.0
Debt / Equity 0.0 0.0 0.0 0.0
Current Ratio 5.6 6.6 6.5 6.5
Quick Ratio 2.2 2.3 2.4 2.4
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,

Andbheri (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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