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Phase IIl: Music to ears Rating : Accumulate
Target Price : INR310

Upside : 12%

CMP : INR278 (as on 7 July 2011)

Cabinet approves radio phase Ill licensing policy

The Union Cabinet has approved the 1&B ministry’s proposal of the FM
Radio’s Phase Il licensing policy, which will allow private radio players

to expand footprints across the country. The radio Phase Ill policy will Key data*

open FM radio services to about 227 new cities, in addition to the  gjoomberg /Reuters Code ENIL IN/ ENILBO
present 86 cities, with a total of 839 new FM radio channels. The Current /Dil. Shares O/S (mn) 47.7/47.7
government expects to raise about INR17.3bn from the auction Mkt Cap (INRbn/US$mn) 13/ 298
working out to about INR21mn per channel. The ministry raised  Daily Vol. (3M NSE Avg)) 69,776
INRL5bn from Phase-l licensing, while it raised over INRObn from  Face Value (INR) 10
Phase Il round of licensing. 1US$=INR44.5

o Source: Bloomberg ; * As on 7 July 2011
Capex within limits

. . : . Price & volume
The 15% limit, at the national level ownership of channels, will allow
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ENIL to buy a maximum of 131 channels of the total 1,087 channels 300 1 r 10
(existing 248 channels and new phase Il licenses 839). A ball park 275 8
addition of 100 channels at an average licensing cost of INR21mn 250 - 6
would entail a license acquisition cost of INR2.1bn. Further a set up 225 - L4
cost of INR15mn per channel could lead to INR1.5bn. Thus the 200 - 2
company could require a capital of maximum INR3.6bn for capex. 175 . . 0
With a cash balance of INR1bn and debt free status, we believe the k10 Nov-10 Mar-11 Ukl
company is well placed to raise capital from multiple sources and s Vol in mn (RHS) ENIL (LHS)
limited equity dilution. Source: Bloomberg
Key catalysts in favor of strong earning opportunity Share holding (%) Q1FY11 Q2FY11 Q3FY1L Q4FY11
Promoter 71.2 712 712 71.2
Factors like content diversification, multiple frequencies will offer | itutional investors 100 135 146 167
higher inventories and allow radio players to play different genre of Other Investors 6.9 77 6.9 5.9
content and tap wider gamut of advertisers. Further networking and General Public 110 7.6 7.4 6.3
resolution of royalty issues will contain costs and allow radio players to Source: BSE
tap smaller ad markets with profitable avenues. The I&B ministry has Price performance (%) 3M 6M 12M
also reduced the lock-in period from five to three years, which will Sensex 26) @3.1) 92
provide good acquisition opportunities to stronger players and reduce ENIL 116 267 196
competition. We believe, phase Il will drive the next leg of growth for Reliance Media Works (272)  (36.7) (402
radio companies and ENIL, being the sole PAT profitable player will Source: Bloomberg
gain significantly.
Valuation
At CMP of 278, ENIL is trading at an implied EV/EBITDA of 10.6x and
8,7x on FY12E and FY13E respectively. The stock provides 12% from
our target price of INR310. We remain bullish on the stock and will
revise out estimates as more clarity emerges on the phase Il licensing
costs.
Key Financials
Y/E Mar (INR mn) Rev YoY(%) EBITDA EBITDA(%) AdjPAT YoY (%) FullyDEPS  ROE (%) ROCE (%) P/E(x) EV/EBITDA (x)
FY09 4293 30 (61) (14)  (603) NA (12.6) (14.5) (10.4) NA NA
FY10 4228 (15) 445 105  (154) NA (34) @7 @7 NA 293
FY11E 4,635 96 1,016 219 380 NA 7.1 4.6 15.2 39.3 1238
FY12E 3664  (21.0) 1,227 335 646  276.1 135 145 1938 205 106
FY13E 4113 123 1,493 36.3 847 312 17.8 15.9 218 15.6 8.7

Source: Company, Elara Securities Estimate
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Consolidated Financials (Y/E Mar)

Income Statement (INR mn) FY10 FY11  FY12E  FY13E Revenue & margins growth trend
Net Revenues 4,228 4,635 3,664 4,113 36.3

5,000 - 335 - 40
EBITDA 445 1,016 1,227 1,493
Less - Depreciation & Amortization 526 423 326 316 4,000 4 ! - 30
EBIT (81) 594 901 1177 £ 3000 N
Less:- Interest Expenses 121 22 - - £ 2000 | 105 P02
Add:- Non operating Income 7 16 - - = L 10
PBT (195) 587 901 1177 1000 1
Less - Taxes 23 214 255 329 0 0
Reported PAT (218) 372 646 847 FY10  FYll FY12E FY13E
Minority Interest (16.5%) (65) 7) - - Net Revenues (LHS) —e— EBITDA Margin (RHS)
Adjusted PAT (154) 380 646 847 Source: Company, Elara Securities Estimates
Balance Sheet (INR mn) FY10 Fyi1 FY12E FY12E
Share Capital 477 a77 477 a77
Reserve§ 3,490 3,347 3,993 4,840 EBITDA margin trend
Borrowings 574 - - -
Minority Interest 134 - - - 2,000 - 1285 140
Deferred Tax Liability 89 89 89 - 120
Total Liabilities 4675 3912 4558 5405 = % - 100
Gross Block 4501 3781 3780 3878 E 1000 A - 80 o
Less:- Accumulated Depreciation 1,822 1,967 2,293 2,609 E ’ - 60 =
Net Block 2678 1814 1488 1269 T 500 - N W
Add:- Capital work in progress 39 - - - 0 ' ' . I 30
Deferred Tax (Net) 69
Investments 17 873 873 873 FY10. FYLL  FY12E - FYISE
Net Working Capital 1557 1224 2197 3262 EBITDA (LHS)  —+—EBITDA Growth (RHS)
Other Assets 315 - - Source: Company, Elara Securities Estimates
Total Assets 4,675 3,912 4,558 5,405
Cash Flow Statement (INR mn) FY10 Fy11 FY12E FY12E
Cash profit adjusted for non cash items 331 1,009 1,227 1,493 Return ratios
Add/Less : Working Capital Changes 574 287 183 (50) o5 . 21.8
Operating Cash Flow 1,265 998 1,155 1,113 198
Less:- Capex 71) 407 1 98) 20 1 15.2
Free Cash Flow 1193 1405 1156 1015 15 1 oo
Financing Cash Flow (1,041) (597) - - 10 145 ’
Investing Cash Flow (71) (450) 1 (98) 5 - (w7
Net change in Cash 153 (48) 1,156 1,015 0 :,/ 46 .
Ratio Analysis FY10 FYi1i FY12E FY12E (5) - 37)
Income Statement Ratios (%) (10) -
Revenue Growth (1.5) 9.6 (21.0) 123 EY10 FY11 EY12E FY13E
EBITDA Growth 1285 20.7 217 —+—ROE (%) —+— ROCE (%)
PAT Growth NA NA 276.1 31.2
EBITDA Margin 105 219 335 36.3 Source: Company, Elara Securities Estimates
Net Margin (3.6) 3.7 17.6 20.6
Return & Liquidity Ratios (%)
Net Debt/Equity (x) 0.1 (0.1) (0.3) (0.5)
ROE (%) (3.7) 46 145 159
ROCE (%) 1.7) 152 19.8 218
Per Share data & Valuation Ratios
Diluted EPS (INR/Share) (3.4) 7.1 135 17.8
EPS Growth (%) NA NA 91.6 312
DPS (INR/Share) - - - -
P/E Ratio (x) NA 39.3 20.5 15.6
EV/EBITDA (x) 29.3 12.8 10.6 8.7
EV/Sales (x) 31 2.8 36 32
Price/Book (x) 32 35 3.0 25
Dividend Yield (%) NA NA NA NA

Source: Company, Elara Securities Estimates

Elara Securities (India) Private Limited
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Cabinet approves radio phase Il
licensing policy

The Union Cabinet has approved licensing of third phase
of FM radio which will allow private radio players to
expand footprints across the country. The radio Phase llI
policy will open FM radio services to about 227 new
cities, in addition to the present 86 cities, with a total of
839 new FM radio Channels. The government expects to
raise about INR17.3bn from the auction working out to
be about INR21mn per channel. The ministry raised INR
1.5bn from Phase-l licensing, while it raised over INR9bn
from Phase Il round of licensing.

Exhibit 1: Private Players - No of stations

and a higher operating scale. We believe, offering of
new channels in existing as well as new cities will allow
the radio industry to cater to larger audience and thus
expand operations.

Exhibit 3: Radio ad market
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Source: KPMG report
Exhibit 4: Radio ad market

Source: India Media and Entertainment report, PWC

Exhibit 2: ENIL's categorywise presence
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Radio Market (RHS) —e— Radio Share (LHS)

Categories Total cities ENIL's Presence

A+ 4

A 9 9

B 17 11

C 47 7

D 13 1
90 32

Source: KPMG report

Exhibit 5: Advertisement mix

Source: Company

The 1&B ministry announced that the E-auction will be
conducted in batches and number of batches will be
decided by the Ministry of 1&B, depending upon the
response from the bidders after auction of first batch.
Earlier the ministry had indicated it will be in three
batches, grouped as existing and new cities. It will come
out with information memorandum indicating the cities,
reserve prices city-wise, number of channels to be taken
up in each batch and other procedures for e-auction

Offers scalability proposition to radio
players

The radio industry currently standing at about INR10bn
is left with limited free capacity in the system. In order to
grow further the industry requires a wider target market

Elara Securities (India) Private Limited

M&E
15%

Others

40.0% FMCG

13%

Auto
9%

Telecom
BFSI
12% 11%

Source: KPMG report

Currently radio ad market contributes about 5% of the
overall ad pie, in comparison to world average of about
8%, and over 12% in US and UK. Phase Il allowed radio
industry to take the leap from about 1.5% of overall ad
pie to 4%. We believe, phase Il will enable the company
to take the next leap from current level of about 5% to
nearly 7%-8% of the ad pie.
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The industry is expected to grow about 16%-18% as per
KPMG's report. We believe, phase Ill would allow the
industry to grow at a higher rate of about 25%-30%, led
by higher inventory availability and listenership base.

Capex within limits

The limit on the ownership of channels, at the national
level, allocated to an entity has been retained at 15%.
Thus with an addition of 839 channel to the current
about 238 channels, the overall channels work out to be
about 1,087.

The limit on ownership of 15% channels allows any
broadcaster to own maximum of about 163 channels.
With the current operation of 32 channels, ENIL can add
a maximum of another 131 channels. A ball park
addition of 100 channels in its kitty and an average
licensing cost of INR21mn would entail a license
acquisition cost of INR2.1bn for the company. Further a
capex cost of INR15mn per channel to set up the station
could lead to INR1.5bn. Thus the company could require
a capital of maximum INR3.6bn to undergo the capex.
ENIL has a cash balance of INRlbn, an expected
operating cashflow of INR1.1bn in FY12E. and is
completely debt free. Thus, we believe the company is
well placed to raise capital from multiple sources with
limited equity dilution.

Key catalyst
Content diversification

Radio operators have been permitted to carry news
bulletins of All India Radio and are also permitted to
broadcast current affairs content. We believe this will act
as a key catalyst in increasing the radio listenership base,
thus expanding the target market. Until now, radio
companies were restricted to broadcasting only music on
radio and thus could only attract music listeners on radio.
Further since all radio companies were playing the same
content, there was limited content differentiation among
players. We believe, the advent of different genre of
content will enable radio players to tap a wider
advertising market and thus expand the market size.

Allowance of Multiple Frequencies

Private operators have been allowed to own more than
one channel but not more than 40% of the total
channels in a city subject to a minimum of three different
operators in the city. Operating multiple frequencies in
one city could be a key positive for a player like ENIL,
which being the market leader with 35% market share
has exhausted free capacity in Tier | cities and thus
would have limited volume growth opportunities.
Further owning multiple frequencies in an environment
of content differentiation will allow the company to

operate different genres of content like English music,
news, current affair, and others. Since this may not be
mass attraction, the broadcaster may not employ the
primary channel for such content. However, with lower
opex and capex for second channel in the same city, the
broadcaster would be willing to tap the niche through
multiple frequencies.

Networking allowed

Networking of channels will be permissible within a
broadcaster's own network across the country. With
networking allowed, radio companies can operate a hub
and spoke model with one major base in a large city
operating all the smaller stations around the city.
Typically, the capex to set up a station would be about
INR30-40mn. With the networking in place, ENIL
management expects to save about 50%-60% capex and
reducing the capex to INR10-20mn per station.

With most of the stations likely to come in smaller towns,
with low ad market of about less than INR50mn, a lower
capex would allow the radio companies to have better
payback period.

Reduction in the locking period

Promoters/majority shareholders are allowed to sell their
stake after three years of operation from the present 5
years. This leaves all broadcasters open for acquisition, as
the existing channels have completed over four years of
operation, starting in FY06-07 at the time of phase Il. The
overall radio market has accumulated losses of over
INR20bn, thus we believe, smaller player that are
bleeding and have weak balance sheetswould be on
sale. ENIL has been eying acquisitions, and this could
provide good opportunity for inorganicgrow.

Limited players in small cities

FM Phase-lll proposes a maximum of 3 channels in D
category cities. (Population of 0.1-0.3mn). Small cities
have ad pie of less than about INR50mn, thus, a player
with 30%-40% market share operating with about 25%
EBITDA margin should have a payback of about four
years. Anything lower than this would not provide
sufficient incentive to bidders in smaller cities.

Key Challenges

Aggressive bidding

Aggressive bidding could lead to high break even and
payback period, making it a loss making proposition.

Slowdown in ad market

Any slowdown in ad market may increase ad inventories
subsequently impacting ad rates.

Elara Securities (India) Private Limited
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Exhibit 6: Total Radio Operators in India

Radio Operators In India(248)

v v

Network Operators Independent Limited Operator )
‘ Clear Media-Hit 95 FM (1) E
l l l Jupiter Capital-Indigo-2 . c_u
, . L
All India Network Metro Focused Regional Focused ) (G
ABP-Friend 1 G)
)
Reliance Big FM (44) Mid Day-Radio One (7) Synergy Media (North, Central, West) my FM -17 I | I
Sun Group (46) HT Media-Fever (4) BAG Films (North, Central, East) Dhamaal - 9 03
ENIL -Radio Mirchi-(32) Malar(TN)-Helllo-FM-7 6
MBPL-Radio city-21 Jagran Group - Mantra FM (7) 2
Source: KPMG report
Exhibit 7: Listenership Share Exhibit 9: Station wise cost structure (%)
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Exhibit 8: Share of radio ad revenues Exhibit 10: Listenership of radio operators
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Coverage History
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Date Rating Target Price Closing Price
7-May-2010 Buy INR272 INR192
12-Jul-2010 Buy INR253 INR202
25-Aug-2010 Buy INR290 INR238
24-May-2011 Buy INR310 INR247
8-July-2011 Accumulate  INR310 INR278
Guide to Research Rating
BUY Absolute Return >+20%
ACCUMULATE Absolute Return +5% to +20%
REDUCE Absolute Return -5% to +5%
SELL Absolute Return < -5%
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Disclosures & Confidentiality for non U.S. Investors

The Note is based on our estimates and is being provided to you (herein referred to as the “Recipient”) only for information
purposes. The sole purpose of this Note is to provide preliminary information on the business activities of the company and
the projected financial statements in order to assist the recipient in understanding / evaluating the Proposal. Nothing in this
document should be construed as an advice to buy or sell or solicitation to buy or sell the securities of companies referred to
in this document. Each recipient of this document should make such investigations as it deems necessary to arrive at an
independent evaluation of an investment in the securities of companies referred to in this document (including the merits and
risks involved) and should consult its own advisors to determine the merits and risks of such an investment. Nevertheless, Elara
or any of its affiliates is committed to provide independent and transparent recommendation to its client and would be happy
to provide any information in response to specific client queries. Elara or any of its affiliates have not independently verified all
the information given in this Note and expressly disclaim all liability for any errors and/or omissions, representations or
warranties, expressed or implied as contained in this Note. The user assumes the entire risk of any use made of this
information. Elara or any of its affiliates, their directors and the employees may from time to time, effect or have effected an
own account transaction in or deal as principal or agent in or for the securities mentioned in this document. They may
perform or seek to perform investment banking or other services for or solicit investment banking or other business from any
company referred to in this Note. Each of these entities functions as a separate, distinct and independent of each other. This
Note is strictly confidential and is being furnished to you solely for your information. This Note should not be reproduced or
redistributed or passed on directly or indirectly in any form to any other person or published, copied, in whole or in part, for
any purpose. This Note 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 Elara or any of its affiliates to any registration or licensing
requirements within such jurisdiction. The distribution of this document in certain jurisdictions may be restricted by law, and
persons in whose possession this document comes, should inform themselves about and observe, any such restrictions. Upon
request, the Recipient will promptly return all material received from the company and/or the Advisors without retaining any
copies thereof. The Information given in this document is as of the date of this report and there can be no assurance that
future results or events will be consistent with this information. This Information is subject to change without any prior notice.
Elara or any of its affiliates reserves the right to make modifications and alterations to this statement as may be required from
time to time. However, Elara is under no obligation to update or keep the information current. Neither Elara nor any of its
affiliates, group companies, directors, employees, agents or representatives shall be liable for any damages whether direct,
indirect, special or consequential including lost revenue or lost profits that may arise from or in connection with the use of the
information. This Note should not be deemed an indication of the state of affairs of the company nor shall it constitute an
indication that there has been no change in the business or state of affairs of the company since the date of publication of this
Note. The disclosures of interest statements incorporated in this document are provided solely to enhance the transparency
and should not be treated as endorsement of the views expressed in the report. Elara Securities (India) Private Limited
generally prohibits its analysts, persons reporting to analysts and their family members from maintaining a financial interest in
the securities or derivatives of any companies that the analysts cover. The analyst for this report certifies that all of the views
expressed in this report accurately reflect his or her personal views about the subject company or companies and its or their
securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations
or views expressed in this report.

Any clarifications / queries on the proposal as well as any future communication regarding the proposal should be addressed
to Elara Securities (India) Private Limited / the company.

Disclaimer for non U.S. Investors

The information contained in this note is of a general nature and is not intended to address the circumstances of any
particular individual or entity. Although we endeavor to provide accurate and timely information, there can be no
guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the future.
No one should act on such information without appropriate professional advice after a thorough examination of the
particular situation.
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Disclosures for U.S. Investors

The research analyst did not receive compensation from Entertainment Network India Limited.
Elara Capital Inc.’s affiliate did not manage an offering for Entertainment Network India Limited.
Elara Capital Inc.’s affiliate did not receive compensation from Entertainment Network India Limited in the last 12 months.

Elara Capital Inc.’s affiliate does not expect to receive compensation from Entertainment Network India Limited in the next 3
months.

Disclaimer for U.S. Investors

This material is based upon information that we consider to be reliable, but Elara Capital Inc. does not warrant its
completeness, accuracy or adequacy and it should not be relied upon as such.

This material is not intended as an offer or solicitation for the purchase or sale of any security or other financial instrument.
Securities, financial instruments or strategies mentioned herein may not be suitable for all investors. Any opinions expressed
herein are given in good faith, are subject to change without notice, and are only correct as of the stated date of their issue.
Prices, values or income from any securities or investments mentioned in this report may fall against the interests of the
investor and the investor may get back less than the amount invested. Where an investment is described as being likely to
yield income, please note that the amount of income that the investor will receive from such an investment may fluctuate.
Where an investment or security is denominated in a different currency to the investor’s currency of reference, changes in
rates of exchange may have an adverse effect on the value, price or income of or from that investment to the investor. The
information contained in this report does not constitute advice on the tax consequences of making any particular
investment decision. This material does not take into account your particular investment objectives, financial situations or
needs and is not intended as a recommendation of particular securities, financial instruments or strategies to you. Before
acting on any recommendation in this material, you should consider whether it is suitable for your particular circumstances
and, if necessary, seek professional advice.

Certain statements in this report, including any financial projections, may constitute “forward-looking statements.” These
“forward-looking statements” are not guarantees of future performance and are based on numerous current assumptions
that are subject to significant uncertainties and contingencies. Actual future performance could differ materially from these
“forward-looking statements” and financial information.
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