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Result Highlights  
Prime Focus annual results were in line with our expectations except for the exceptional 
loss of Rs49.3 mn in VTR (UK subsidiary). The sales grew by 16% yoy to Rs2.3bn as against 
our expectation of Rs2.4bn. The operating profit margin was 31% during the year as 
against 29% in FY07. The adjusted net profit increased by 53.6% to Rs328bn (after 
adjusting for extra ordinary expenses of Rs49mn incurred during the Q4FY08). During 
Q4FY08, the sales grew by 3% to Rs 571 mn compared to last quarter as some of the 
movies were not booked during the quarter. EBITDA margin increased to 34.6% due to 
lower cost registered in VTR.  

Result Analysis 
The sales grew by 55.6% yoy to Rs858mn for the standalone business and VTR witnessed a 
tad growth to Rs1.4bn during FY08. While the EBITDA margin expanded by 155bps yoy to 
30.5% on a consolidated basis, the standalone business witnessed a contraction in EBITDA 
margin by 441bps to 55.7% in FY08 mainly due to increase in salary costs and rent 
expenses. The company reported extraordinary item of Rs49.3 mn in the VTR on account of 
legal charges as a one time loss. The company has an outstanding derivative contract of 
Rs43.9mn. 

Outlook & Valuations 
Due to nature of the business, the company is likely to witness quarterly fluctuations in the 
sales due to shift in the projects to subsequent quarters. The company will be 
consolidating its sales for the two acquisition made during FY07 i.e. Frantic Films and Post 
Logics which would boost sales going forward. Considering the competition, growth 
outlook for domestic business and margin for US subsidiaries, we have reduced our sales 
estimates by 7.0% and 7.2% for FY09E and FY10E respectively and net profits by 27.6% and 
25.3% for respective years. We believe that the company would focus on driving sales 
going forward. Due to change in estimates, we revise our target price from Rs1,289 to 
Rs856, implying a P/E of 16.5x FY10E earnings.  We retain our Buy rating on the stock. 

Y/E March Q4FY07 Q3FY08 Q4FY08 QoQ (%) YoY (%) FY07 FY08 YoY (%)
Net sales 555             571             3.0               1,955         2,274         16.3
Operating expenditure 407 374 1,390         1581
% of sales 73.3 65.4 71.1 69.5
Operating profit 148             198             33.6            566             693             22.5            
OPM (%) 26.7 34.6 791 bp 28.9 30.5 155 bp
Depreciation and amortisation 51 66 232 228
Interest 26 31 63 90
EBT 72               100             39.6              270             375             39.0              
Other income 27 4 81 64
PBT 98               104             5.7               351             439             24.9            
Exceptional item (as reported) 18 49 34 49
Provision for tax 21 15 92 83
-effective tax rate 18.0 10.0 23.7 17.0
PAT (reported) 59               39               (33.7)            225             306             36.0              
Exceptional item (post tax) 15 44 26 41
Less: Minority Interest 11 18
PAT after minority interest  (adjusted) 74               84               13.0            214             328             53.6            
NPM (%) 13.4 14.7 129 bp 10.9 14.4 350 bp
Source: Company, Centrum Research  
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Improved operating performance of VTR in Q4FY08 

VTR registered an improvement in sales and operating margin during Q4FY08. The sales 
grew 5.4% to Rs352mn. EBITDA margin stood at 25% for VTR, highest in any of the 
quarters.  On the other hand, Prime Focus (on a standalone basis) registered flat sales 
during the quarter with decrease in EBITDA margin to 50% mainly due to hike in salary 
and higher rent payment. During the quarter, the some of the major movies for which the 
company booked sales include Jodha Akbar and Race. The head count of the company 
stands at ~800 people. Going forward, with the growth in sales, the company expects to 
maintain the margins in 60% range backed by growth in sales.  Movies such as Love Story 
2050, Krazy 4 and Tashan are expected to be booked in Q1FY09E.     

Chart 1: VTR bettered the performance in Q4FY08 at operating levels 

Source: Company 

Conference Call Highlights  

We conducted the conference call on behalf of Prime Focus for FY08 results. The key 
takeaways are as follows 
 

 Domestic business is expected to grow a 30-35% rate driven by both movies and 
advertisements businesses. 

 Some of the movies in pipeline include Tashan, Krazy 4, Bhootnath, Meerabai Not Out, 
Milenge Milenge, De Taali, among others.  

 Equipment rental business was behind schedule during FY08 and was operational for 
four months. This segment is expected to add Rs140-150mn to the topline in FY09E as 
it would be its first full year operations. 

 US acquisitions would be consolidated from Q1FY09E. The sales are expected to 
remain at ~US$26nm levels in the first year and subsequently witness 10% growth. 

 VTR (UK subsidiary) sales were lower than the expectation mainly on account of 
slowdown in the economy. 

 Royal Palm second phase  (seating capacity of 600 employees) is expected to get 
operational by August-September 2008 which will be mainly used for high end visual 
effects work. 

 On the operating margin front, the company expects the operating margin to remain 
in the range of 55-60% in case of domestic business mainly due to increase in salary 
expenses with the addition in employees for the royal palm division and general hike 
in salary across the company. In case of US subsidiaries, the operating margins is 
expected in the range of 15-20% for FY09E. 
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 The company would be incurring routine capex of Rs300mn for FY09E as most of the 
expansion is completed. 

Outlook & valuation 

We are revising our earning estimates considering the competitive environment in 
domestic market and operating profit outlook for US subsidiaries. 

Table 2: Revision in estimates 
    FY09E  FY10E  
    Revised Previous (%) Revised Previous (%) 

Sales Rs mn 3,700 3,980 (7.0) 4,135 4,458 (7.2) 
EBITDA Rs mn 1,139 1,446 (21.2) 1,400 1,781 (21.4) 
- Margin (%) 30.8 36.3  33.9 40.0  
Net profit 
(adj) Rs mn 557 769 (27.6) 744 996 (25.3) 
EPS (diluted) Rs 38.9 53.7 (27.5) 52.0 69.6 (25.3) 

Source: Company, Centrum Research      

The stock is trading at 28.4x its FY08 earnings after adjusting for extraordinary items.  Our 
interaction with the management does not indicate any concerns over the sales growth.  
The nature of the business indicates quarterly aberrations in earnings with shift in booking 
of projects. In the light of strong demand environment and presence of company in key 
post production markets, we expect the company to post better performance going 
forward. Apart from growth in the existing business, the sales and earnings are expected 
to grow from the consolidation of Frantic Films and Post Logics from FY09E onwards.  
However, considering competition in the domestic market and operating margin outlook 
for US subsidiaries acquired from 20% earlier to 15% in FY09E, we have reduced our 
estimates of sales and net profits. Based on the revised estimated of EPS for FY09E and 
FY10E, we are revising our target price from Rs1,289 to Rs856, implying an upside of 32%. 
We retain our Buy rating on the stock.  

Table 3:  Summary Financials 

Y/E March (Rs mn) FY06* FY07 FY08 FY09E FY10E

Net Sales 399 1,955 2,274 3,700 4,135 
-growth (%) 27.5 N.M. 16.3 62.7 11.8 
EBITDA 243 566 693 1,139 1,400 
EBITDA Margin (%) 60.9 28.9 30.5 30.8 33.9 

Adjusted Profit after 
Minority Interest 140 214 327 557 744 
-growth (%) 70.3 N.M. 53.0 70.3 33.5 
NPM (%) 35.2 10.9 14.4 15.1 18.0 
EPS 13.6 14.9 22.9 38.9 52.0 
P/E (x) 49.6 45.1 29.5 17.3 13.0 
EV/EBITDA (x) 28.4 15.7 15.9 9.0 7.0 

Source: Company, Centrum Research    
 
 
 
 
 
 

 

K ey  to Ce ntrum  Inv e stm en t ran kin gs : 

B uy  : Accu m ula te : Ho ld  :
R e du ce  : Sell : 

 Expecte d to outper form N ift y by >1 5% , Exp ected to outp er form   Nifty by + 5 to1 5% ,  Expe ct ed to outpe rform N ifty by  
-5%  to + 5%  ,  E xp ected  to under per form  Nifty by 5 to 1 5% , Expecte d t o unde rpe rform Nift y by >1 5%
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Disclaimer 
 

Centrum Broking Pvt. Ltd. (“Centrum”) is a full-service, Stock Broking Company and is a member of The Stock Exchange, Mumbai 
(BSE) and National Stock Exchange of India Ltd. (NSE).  Our holding company Centrum Capital Ltd. is an investment banker and an 
underwriter of securities. As a group Centrum has Investment Banking, Advisory and other business relationships with a 
significant percentage of the companies covered by our Research Group.  Our research professionals provide important inputs 
into the Group's Investment Banking and other business selection processes. 

Recipients of this report should assume that our Group is seeking or may seek or will seek Investment Banking, advisory, project 
finance or other businesses and may receive commission, brokerage, fees or other compensation from the company or companies 
that are the subject of this material/report.   Our Company and Group companies and their officers, directors and employees, 
including the analysts and others involved in the preparation or issuance of this material and their dependants, may on the date 
of this report or from, time to time have "long" or "short" positions in, act as principal in, and buy or sell the securities or 
derivatives thereof of companies mentioned herein. Our sales people, dealers, traders and other professionals may provide oral or 
written market commentary or trading strategies to our clients that reflect opinion that are contrary to the opinions expressed 
herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the 
recommendations expressed herein. We may have earlier issued or may issue in future reports on the companies covered herein 
with recommendations/ information inconsistent or different those made in this report.   In reviewing this document, you should 
be aware that any or all of the foregoing, among other things, may give rise to or potential conflicts of interest. We and our Group 
may rely on information barriers, such as "Chinese Walls" to control the flow of information contained in one or more areas within 
us, or other areas, units, groups or affiliates of Centrum.    

This report is for information purposes only and this document/material should not be construed as an offer to sell or the 
solicitation of an offer to buy, purchase or subscribe to any securities, and neither this document nor anything contained herein 
shall form the basis of or be relied upon in connection with any contract or commitment whatsoever. This document does not 
solicit any action based on the material contained herein. It is for the general information of the clients of Centrum. Though 
disseminated to clients simultaneously, not all clients may receive this report at the same time.  Centrum will not treat recipients 
as clients by virtue of their receiving this report. It does not constitute a personal recommendation or take into account the 
particular investment objectives, financial situations, or needs of individual clients. Similarly, this document does not have regard 
to the specific investment objectives, financial situation/circumstances and the particular needs of any specific person who may 
receive this document. The securities discussed in this report may not be suitable for all the investors. The securities described 
herein may not be eligible for sale in all jurisdictions or to all categories of investors. The countries in which the companies 
mentioned in this report are organized may have restrictions on investments, voting rights or dealings in securities by nationals of 
other countries.   The appropriateness of a particular investment or strategy will depend on an investor's individual circumstances 
and objectives. Persons who may receive this document should consider and independently evaluate whether it is suitable for 
his/ her/their particular circumstances and, if necessary, seek professional/financial advice. Any such person shall be responsible 
for conducting his/her/their own investigation and analysis of the information contained or referred to in this document and of 
evaluating the merits and risks involved in the securities forming the subject matter of this document.  

The projections and forecasts described in this report were based upon a number of estimates and assumptions and are 
inherently subject to significant uncertainties and contingencies. Projections and forecasts are necessarily speculative in nature, 
and it can be expected that one or more of the estimates on which the projections and forecasts were based will not materialize 
or will vary significantly from actual results, and such variances will likely increase over time. All projections and forecasts 
described in this report have been prepared solely by the authors of this report independently of the Company. These projections 
and forecasts were not prepared with a view toward compliance with published guidelines or generally accented accounting 
principles. No independent accountants have expressed an opinion or any other form of assurance on these projections or 
forecasts. You should not regard the inclusion of the projections and forecasts described herein as a representation or warranty by 
or on behalf of the Company, Centrum, the authors of this report or any other person that these projections or forecasts or their 
underlying assumptions will be achieved. For these reasons, you should only consider the projections and forecasts described in 
this report after carefully evaluating all of the information in this report, including the assumptions underlying such projections 
and forecasts.  
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The price and value of the investments referred to in this document/material and the income from them may go down as well as 
up, and investors may realize losses on any investments. Past performance is not a guide for future performance. Future returns 
are not guaranteed and a loss of original capital may occur. 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. Centrum does not provide tax 
advise to its clients, and all investors are strongly advised to consult regarding any potential investment.  Centrum and its 
affiliates accept no liabilities for any loss or damage of any kind arising out of the use of this report.  Foreign currency 
denominated securities is subject to fluctuations in exchange rates that could have an adverse effect on the value or price of or 
income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by 
foreign currencies effectively assume currency risk. Certain transactions including those involving futures, options, and other 
derivatives as well as non-investment-grade securities give rise to substantial risk and are not suitable for all investors. Please 
ensure that you have read and understood the current risk disclosure documents before entering into any derivative 
transactions.  

This report/document has been prepared by Centrum based upon information available to the public and sources, believed to be 
reliable. No representation or warranty, express or implied is made that it is accurate or complete.  Centrum has reviewed the 
report and, in so far as it includes current or historical information, it is believed to be reliable, although its accuracy and 
completeness cannot be guaranteed.  The opinions expressed in this document/material are subject to change without notice 
and have no obligation to tell you when opinions or information in this report change. 

This report or recommendations or information contained herein do/does not constitute or purport to constitute investment 
advice in publicly accessible media and should not be reproduced, transmitted or published by the recipient. The report is for the 
use and consumption of the recipient only.    This publication may not be distributed to the public used by the public media 
without the express written consent of Centrum. This report or any portion hereof may not be printed, sold or distributed without 
the written consent of Centrum.  Neither this document nor any copy of it may be taken or transmitted into the United State (to 
U.S. Persons), Canada, or Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed 
in Japan or to any resident thereof. The distribution of this document in other jurisdictions may be restricted by law, and persons 
into whose possession this document comes should inform themselves about, and observe, any such restrictions. Neither 
Centrum nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, 
incidental, special or consequential including lost revenue or lost profits that may arise from or in connection with the use of the 
information. 
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Any enquiries, please contact: 

 
 
 
V. Krishnan Ashish Tapuriah 
Tel:      +91-22-67249658  Tel:  +91-22-67249674 
Mob: +91 98216 23870  Mob:  +91 99675 44060  
Email: v.krishnan@centrum.co.in  Email:  ashish.tapuriah@centrum.co.in  
 
Chirag Vora  
Tel:  +91-22-67249677  
Mob:  +91 98207 63682  
Email:  chirag.vora@centrum.co.in  
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