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Fundamental story remains intact!   
Q3 numbers surpass expectations

Zee’s topline in Q3 FY19 grew by 17.9% yoy as both advertising revenues as well as domestic 
subscription revenues grew strongly. Advertising revenues grew by 22% yoy and 21.6% qoq higher 
than the trend observed in past few quarters. This is a result of heavy advertising spends from the 
corporates, success of its channel portfolio and its growing digital business. Subscription revenues 
were robust at 23.3% yoy growth in the domestic markets on low base, early closure of some 
contracts and Phase III monetization. Flattish operating costs despite launch of Zee5 in Q4 FY18 at 
36.8% qoq and reduction in other expenses and advertising expenses via good cost control (19.9% 
v/s 22.7% yoy) has led to strong margin performance at 34.8% up 60 bps qoq and 240 bps yoy 
despite digital spend increase.  In Q3, Zee gained market share on Hindi GEC front (#1 non sport 
player with a market share of 20.2%, a growth of 30 bps qoq from 19.9% qoq), while it remained 
either #1 or #2  in all the regional businesses. Higher depreciation led by increased movie inventory 
and investments in digital as well as TV content was offset by higher other income which led to a 
50% yoy growth in reported net profits. Adjusted net profits grew by 26.2% to ₹ 5.25 bn.

Advertising revenues to grow higher than industry as excellence continues!
Zee’s domestic advertisement revenues growth in Q3 came in at 20.6% yoy. This is a decent 
growth across the verticals of the Ad business, above the industry growth. Hindi GEC continued 
to be the #1 non-sports channel with viewership market share hiked by 30 bps qoq to 20.2%. 
Dominance in the regional space, like Marathi, Bangla, Oriya, Bhojpuri along with resilience in 
Kannada ( first time #1 spot), Tamil (first time #2 spot) Telugu (close 2nd ) will further provide a 
traction in the ad revenues growth.  The company entered Kerala markets through its Malayalam 
GEC Zee Keralam in Q3. Furthermore, market share will receive a traction from higher spends 
coming on the movie basket (mainly Hindi and Marathi) by Zee. Zee is expected to add further 
in its investments into channel as well as movie content.  The company has also increased the 
number of Original Programming Hours at close to ~30-32 hours from 27 hours yoy average. FMCG 
, Automobile, Telecom and e-commerce verticals have been increasing their ad spending off late, 
mainly in the e-commerce space now with an ongoing intense battle. Going forward, we expect 
Zee to strengthen its dominance and grow at a pace higher than the industry average of early 
teens. The international Ad revenues have also grown strongly at 40% at ₹ 907 mn on healthy 
proliferation of Zee’s channels in Africa, Germany and Middle East.  We expect Zee’s Ad revenues 
to grow in the range of 16-18% in the period between FY19-21E.

Aggressive digital plans to add well to the financials

Post the launch of Zee5 in February, it is in top 5 among all the digital platforms in India.  In Q3, 
the company reported a growth of 36% in the number of Monthly Active Users (MAU) over Q2, at 
56.3 mn. Zee charges ₹ 99/per month per user, while users spend average 31 minutes per day on 
Zee5.  The company also targets to launch 150 exclusive movies across languages over the next 
twelve months. Also they plan to launch 6 web series per month in FY 20. Zee5 has launched 38 
film premieres till December 2018. Zee5 will also launch content from various foreign countries 
dubbed in multiple Indian languages. We expect this business to add strong revenue stream shortly 
and turn profitable in coming 1-2 years with rapid content offering to the consumers. 

Subscription business surprises one and all, to grow at mid-teens hereon

Zee’s domestic subscription revenues in the quarter witnessed a growth of 28.5% in Q3 FY19. 
The growth was in fact driven by low base of last year same quarter, monetization of Phase III 
implementation and some contracts fructifying earlier than expected.  The new tariff order by 
TRAI will come into play from end of January 2019 and is expected to be profitable to the entire 
value chain including the broadcasters. Going forward the dividends arising from implementation 
of Phase III and IV of digitization will continue to pay well. We believe Q3 growth is not sustainable 
as we have seen some lumpiness in revenues coming from preponement of contracts materializing 
and low base. Hence we have maintained our subscription revenues growth at 12%-14% for FY19-
21E respectively. 
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YE Mar FY18 FY19E FY20E FY21E

Revenues (₹ mn)  66,857  80,920  92,685  1,07,021 

EBITDA (%) 31.1% 33.0% 32.4% 32.9%

PAT (%) 20.2% 21.1% 20.4% 20.5%

EPS (₹) 14.0 17.8 19.7 22.9

EPS growth (%) 10.7% 26.8% 10.5% 16.2%

P/E (x) 32.9 25.9 23.5 20.2

P/B(x) 5.9 5.0 4.4 3.8 

EV/EBITDA (x) 21.1 16.3 14.5 12.3 

ROCE(%) 21.5% 24.1% 23.5% 24.2%

ROE(%) 17.8% 19.5% 18.7% 18.8%
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All fig in ₹ mn Q3 FY19 Q2 FY19 % qoq Q3 FY18 % yoy

Net Sales 21,667 19,759 9.7% 18,381 17.9%

Operating expenses 7978 7263 9.8% 6729 18.6%

Employee cost 1,834 1,687 8.7% 1,534 19.5%

Other expenses 4,313 4,051 6.5% 4,171 3.4%

EBITDA 7,542 6,758 11.6% 5,947 26.8%

% margins 34.8% 34.2% 60 bps 32.4% 240 bps

Depreciation 614.6 588.4 4.5% 504.5 21.8%

EBIT 6,928 6,169 12.3% 5,442 27.3%

Other income 860 589 45.9% 480 79.0%

Interest 55 55 1.3% 24 133.9%

Exceptional Items -376 220 N/A 419 N/A

PBT 8,109 6,484 25.1% 5,480 48.0%

Tax 2,484 2,624 -5.3% 1,739 42.8%

Profit After Tax 5,624 3860 45.7% 3,741 50.4%

Adjusted PAT 5,248 4080 28.6% 4,160 26.2%

Outlook and valuation
We anticipate a good growth in Zee’s ad revenues as a broad based sectoral spending on advertising 
has been witnessed in the quarter.  Market share gains have already taken place across the board, 
newly launched channels, rising original programming hours and the movies basket (Marathi and 
Hindi) continue their excellence. Even internationally, the revenues are expected to move well on 
new content. This will enable the ad revenues to grow at a decent pace in the 16-18% range for the 
ensuing years. In line with the stupendous performance shown by OTT channel Zee5 which was  
launched in February has opened an altogether new stream of revenues with its heavy investment 
in original content over the next 12 months. Entry into new market like Kerala will be an additional 
lever to the business. Subscription revenues will be driven by implementation of digitization which 
has started to pick up pace across the country. We believe the company can easily achieve their 
conservative margin guidance of ~30% (34.8% in Q3).  However, we believe the 35% margins are an 
aberration as heavy investments in Zee5 content in India and its launch in North America may pull 
down the margins from Q3 levels.  Robust FCF and stable dividend policy will allow the company 
to be a secular growth story. We have slightly decreased our margins in line with the higher 
investments plans in OTT and newly launched Kerala channel. We have rolled over our estimates 
to FY21 and hence arrive at a target based on those numbers. We maintain our BUY rating on the 
stock (@ 26x FY 21E earnings). Stake sell by the promoters (~50%) remains an overhang on the stock 
though we believe that it will be positive in long term.  



3LKP Research

Zee Entertainment

YE Mar (₹.mn) FY 18 FY 19E FY20E FY21E
Total Revenues  66,857  80,920  92,685  1,07,021 

Operating cost  25,275  29,940  34,757  39,598 

Employee Cost  6,656  7,283  8,898  9,953 

Other Exp  14,164  16,993  19,000  22,260 

EBITDA  20,762  26,704  30,030  35,210 

EBITDA Margin(%) 31.1% 33.0% 32.4% 32.9%

Other income 4404 2500 2400 2400

Depreciation  1,821  2,180  2,494  2,794 

Interest 1448 300 400 500

PBT  21,897  26,724  29,536  34,316 

PBT Margin(%) 32.8% 33.0% 31.9% 32.1%

Tax  8,409  9,621  10,633  12,354 

Adj PAT  13,488  17,103  18,903  21,962 

Adj PAT Margins (%) 20.2% 21.1% 20.4% 20.5%

Exceptional items 1289.0 0.0 0.0 0.0

PAT  14,777  17,103  18,903  21,962 

PAT Margin (%) 22.1% 21.1% 20.4% 20.5%

YE Mar (₹ mn) FY 18 FY 19E FY 20E FY 21E
EQUITY AND LIABILITIES

Shareholder's funds

Share capital 960 960 960 960

Reserves and surplus 74,799 86,900 1,00,274 1,15,812

Total networth 75,759 87,860 1,01,234 1,16,772

Non current liabilities

Long term borrowings & prov 11,443 13,443 15,443 16,643

Deferred tax liabilities 0 0 0 0

Other long term liabilities 901 600 700 800

Current liabilities

Current liabilities and provisions 11,579 14,279 16,850 20,321

Other current liabilities 11,614 12,014 12,414 12,814

Total equity and liabilities 1,11,297 1,28,195 1,46,640 1,67,350

ASSETS

Net block 6,005 6,825 7,332 6,538

Capital work in progress 780 980 1,380 1,780

Long term investments 3,150 5,150 8,150 11,150

Long term loans and advances 7,025 6,675 6,475 6,275

Other non current assets 1,098 594 594 594

Total non current assets 25,397 27,563 31,270 33,676

Current assets

Inventories 26,278 33,698 40,629 47,793

Trade receivables 15,365 19,509 22,854 26,975

Cash and cash bank 16,117 20,872 23,535 28,454

Investments 13,695 12,695 14,195 15,995

Short term loans and advances 2,428 1,541 1,541 1,542

Other current assets 12,016 12,316 12,616 12,916

Total current assets 85,899 1,00,632 1,15,371 1,33,675

Total Assets 1,11,297 1,28,195 1,46,640 1,67,350

YE Mar (₹.mn) FY 18 FY 19E FY20E FY21E
Per Share Data (₹)
Adj. EPS 14.0 17.8 19.7 22.9
CEPS 15.9 20.1 22.3 25.8

BVPS 78.9 91.5 105.5 121.6

DPS 4.1 5.2 5.8 6.7

Growth Ratios(%)

Total revenues 3.9% 21.0% 14.5% 15.5%

EBITDA 7.7% 28.6% 12.5% 17.2%

PAT 10.7% 26.8% 10.5% 16.2%

EPS Growth 10.7% 26.8% 10.5% 16.2%

Valuation Ratios (x)
PE 32.9 25.9 23.5 20.2
P/CEPS 29.0 23.0 20.7 17.9 
P/BV 5.9 5.0 4.4 3.8 
EV/Sales 6.6 5.4 4.7 4.0 
EV/EBITDA 21.1 16.3 14.5 12.3 
Operating Ratios (Days)
Inventory days 143.5 152.0 160.0 163.0 
Recievable Days 83.9 88.0 90.0 92.0 

Payables day 62.8 64.0 66.0 69.0 

Net Debt/Equity (x) -0.06 -0.08 -0.08 -0.10

Profitability Ratios (%)

ROCE 21.5% 24.1% 23.5% 24.2%

ROE 17.8% 19.5% 18.7% 18.8%

Dividend payout 29.3% 29.3% 29.3% 29.3%
Dividend yield 0.9% 1.1% 1.2% 1.4%

YE Mar (₹ mn) FY 18 FY 19E FY 20E FY 21E
PBT 23,187 26,724 29,536 34,316

Depreciation 1,821 2,180 2,494 2,794

Interest 101 300 400 500

Chng in working capital -8,551 -7,878 -7,605 -7,714

Tax paid -8,295 -9,621 -10,633 -12,354

Other operating activities -1,705 0 0 0

Cash flow from operations (a) 5,544 18,563 14,192 17,542

Capital expenditure -1,698 -3,200 -3,400 -2,400

Chng in investments -1,843 -1,000 -4,500 -4,800

Other investing activities -6,956 0 0 0

Cash flow from investing (b) -10,497 -4,200 -7,900 -7,200

Free cash flow (a+b) -4,953 14,363 6,292 10,342

Inc/dec in borrowings -2,937 2,552 2,300 1,500

Dividend paid (incl. tax) -2,399 -5,003 -5,529 -6,424

Other financing activities -5,465 0 0 0

Interest paid -101 -300 -400 -500

Cash flow from financing (c) -10,902 -2,750 -3,629 -5,423

Net chng in cash (a+b+c) -15,855 11,612 2,663 4,919
Closing cash & cash equiv 9,260 20,872 23,535 28,454

Income statement

Key Ratios

Balance sheet

Cash Flow

Financials
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