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Cost management at its best 
Zee Entertainment Enterprises (ZEEL) posted broadly in-
line results with ad revenue growth back in black and DTH 
subscription (subs) revenues continuing to grow at a 
healthy pace. International and analog sub revenues 
disappointed but the management once again proved its 
ability to manage costs and grow margins. Maintain Buy.  

 Ad revenue growth back in black: Ad revenues grew 
1% YoY (we estimated 2% YoY growth) to Rs2,707mn on 
the back of higher ad rates coupled with increased 
inventory utilization. 

 Analog and international subs revenue disappoints: 
Analog subs revenues declined 3% YoY to Rs820mn on 
the back of some churn due to the DTH platform. 
International subs revenues too fell 12% YoY for the 
third consecutive quarter to Rs1,014mn. 

 Best margin in last 2 years: ZEEL reported healthy 
margin of 29.6% (up 762bp YoY and 172bp QoQ) as it 
continues to reap the benefits of its cost-saving 
measures. The management has once again proved its 
focus on profitability and ability to manage costs.  

 Maintain Buy, target price raised: We have raised our 
target price to Rs302 (previously Rs279), since we now 
use proforma FY11E EPS of Rs12.6 (consolidating the R-
GECs). We now value the company at 24x FY11E 
earnings, similar to Sun TV Network. 

Key Data 

Bloomberg Code Z IN
Reuters Code ZEE.BO
Current Shares O/S (mn) 434.0
Diluted Shares O/S(mn) 434.0
Mkt Cap (Rsbn/USDbn) 117.6/2.6
52 Wk H / L (Rs) 293/88
Daily Vol. (3M NSE Avg.) 1,212,874
Face Value (Rs) 1

1 USD = Rs45.6 
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Price Performance (%) 

  1M 6M 1Yr 

Zee Ent. 7.9 46.3 125.0 
NIFTY 5.8 20.6 85.3 

Source: Bloomberg, Centrum Research 
*as on 19 January 2010 

 Q3FY10/ Target price change           20 January 2010

Y/E Mar (Rsmn) Q3FY10 Q3FY09 YoY (%) Q2FY10 QoQ (%) Q3FY10E Variance (%) 

Net sales 5,309 5,456 (2.7) 5,405 (1.8) 5657 (6.1) 
Total Expenditure 3,737 4,256 (12.2) 3,897 (4.1) 4,065 (8.1) 
Employee Cost 372 382 (2.8) 442 (15.9) 465 (20.1) 
as % of sales 7.0 7.0  8.2  8.2  
Programming & op. cost 2,306 2,684 (14.1) 2,229 3.5 2350 (1.9) 
as % of sales 43.4 49.2  41.2  41.5  
Selling & other expenses 1,059 1,190 (11.0) 1,226 (13.6) 1250 (15.3) 
as % of sales 19.9 21.8  22.7  22.1  
EBIDTA 1,573 1,200 31.0 1,508 4.3 1,592 (1.2) 
% margin 29.6 22.00 762bp 27.90 172bp 28.14 190bp 
Other Income 323 401 (19.5) 291 11.0 270  
Depreciation 76 84 (8.9) 77 (0.8) 77  
EBIT 1,819 1,518  1,722  1,785  
Interest 65 386  84  87  
Exceptional Item (313) (26)  -  -  
PBT 2,067 1,158 78.5 1,638 26.2 1,698  
Tax 603 318  529  560  
% Tax 29.2 27.5  32.3  33.0  
PAT before MI 1,464 840 74.4 1,109 32.0 1,138  
MI and associates (100) 15  (32)  -  
PAT after MI (reported) 1,564 825  1,141  1,138  
PAT after MI (adjusted) 1,251 799 56.6 1,141 9.7 1,138 10.0 

   Source: Company, Centrum Research 
 

Please refer to important disclosures/disclaimers in Appendix A 
 

Y/E Dec (Rsmn) Rev YoY (%) EBITDA EBITDA (%) Adj PAT YoY % Fully DEPS RoE (%) RoCE (%) P/E (x) EV/EBITDA (x) P/BV 

FY07 15,159 (8.4) 3,204 21.1 2,375 11.9  5.5 9.3 7.1 49.3 36.5 4.5 

FY08 18,354 21.1  5,423 29.5 3,858 62.4  8.9 14.6 11.1 30.3 21.5 4.1 

FY09 21,773 18.6  5,480 25.2 3,673 (4.8) 8.5 11.1 9.7 31.9 21.8 3.4 

FY10E 20,769 (4.6) 5,733 27.6 4,534 23.5  10.4 11.7 8.5 25.8 20.3 3.2 

FY11E 23,663 13.9  6,766 28.6 5,203 14.8  12.0 12.8 9.2 22.5 16.8 2.9 

Source: Company, Centrum Research Estimates 
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Ad revenue growth back in black 

ZEEL’s advertisement revenues grew 1% YoY (we estimated 2% YoY growth) to Rs2,707mn on the 
back of higher ad rates coupled with increased inventory utilization, currently at 90% for the 
network. Ad revenues returned to black after three consecutive quarters of decline on the back of 
strong festival demand and up-tick in ad market. The management maintained that all new deals 
were happening at higher rates, which would translate into strong ad revenue growth in the 
coming quarters. 

Exhibit 1: Ad revenue growth (YoY) 
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Source: Company, Centrum Research Estimates 

DTH subscription revenues continue to be strong… 
DTH subscription revenues grew 123% YoY to Rs632mn (up 23% QoQ) on the back of strong subs 
addition. The management maintained that total DTH paying subscriber base was at about 9mn, up 
by about 1mn during the quarter. During the quarter the company generated non-recurring 
revenue of Rs49.8mn on the back of arrears, which was recovered from the DTH operators. DTH 
subs revenue will continue to be a key growth driver for the company, in our view with estimated 
revenues of Rs2,854mn for FY11. 

Exhibit 2: DTH subscription revenue growth 
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Source: Company, Centrum Research 

…but domestic analog and international subscription disappoints 
Domestic analog subs revenues fell 3% YoY (-4.8% QoQ) to Rs820mn on the back of some churn 
due to the DTH platform. This business has not seen much pick-up in its revenues, which has been 
hovering at Rs800-860mn over the last 7 quarters. International subscription revenues too declined 
12%YoY for the third consecutive quarter to Rs1,014mn. We expect the decline to  continue for the 
next few quarters due to economic slowdown, predominantly in Europe and also on the back of 
rupee appreciation.  
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Exhibit 3: Domestic and international subs revenues under pressure 
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Best margin in last 2 years 
ZEEL reported healthy margin of 29.6% (up 762bp YoY and 172bp QoQ), the highest in the last 8 
quarters, as it continues to reap the benefits of its cost-saving measures. The management has once 
again proved its focus on profitability and ability to manage costs. Programming & operating costs 
as a percentage of sales stood at 43.4% vs 49.2% in Q3FY09. Going forward, the channel might have 
to increase original programming hours, which would also raise its programming costs. Employee 
cost too declined 2.8% YoY and 16% QoQ to Rs372mn, lowest in last two years.     

Exhibit 4: Significant expansion in operating margin  
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Source: Company, Centrum Research 

Other highlights 

The ZEEL board has approved the proposal to acquire additional 45% stake in its subsidiary Taj TV 
Mauritius and additional 50% stake in its subsidiary, Taj Television (India) from Bukhatir Group for 
$44.145mn. The company acquired a 50% stake in Ten Sports in FY07 at an enterprise value of 
$114mn. We believe this acquisition will have strong synergies with the current business since it 
will now integrate Zee Sports team with Ten Sports, which currently works independently for sales, 
content and distribution. 

 
The management claimed that Rs3.85bn has been re-paid by group companies to ZEEL during 
January 2010 and about Rs5bn is yet to be paid by the group companies, of which a substantial 
amount would be paid during the current quarter.  
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Estimates revised 

We have slightly raised our margin estimate for the company on the back of significant cost savings 
during the quarter.   

Exhibit 5: Revised estimates 

  FY10E FY11E 

  Revised Previous %change Revised Previous %change

Sales 20,769 21,791 (4.7) 23,663 25,131 (5.8)

EBIDTA 5,733 5,908 (3.0) 6,766 7,118 (4.9)

EBIDTA Margin (%) 27.6 27.1 49bp 28.6 28.3 27bp

Adj PAT after MI 4,534 4,420 2.6 5203 5239 (0.7)

Source: Company, Centrum Research Estimates 

Target price raised; maintain Buy 

We have increased our target price to Rs302 (previously Rs279) since we have use proforma FY11E 
EPS of Rs12.6 (consolidating the R-GECs). We now value the company at 24x FY11E similar to Sun TV 
Network, considering that ZEEL would now have all the regional channels and command a higher 
multiple. 
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Financials 
Exhibit 6: Income Statement 
Y/E March (Rsmn) FY07 FY08 FY09 FY10E FY11E

Net Sales 15,159 18,354 21,773 20,769 23,663

Growth (%)  (8.4) 21.1 18.6 -4.6 13.9

Cost of Revenues 8,080 7,818 9,810 9,152 10,530

% of Sales 53.3 42.6 45.1 44.1 44.5

Employee Cost  1,017 1,438 2,031 1,627 1,871

%of Sales  6.7 7.8 9.3 7.8 7.9

Admin & other expenses  2,858 3,675 4,452 4,258 4,496

% of sales  18.9 20.0 20.4 20.5 19.0

EBIDTA  3,204 5,423 5,480 5,733 6,766

EBIDTA Margins (%)  21.1 29.5 25.2 27.6 28.6

Depreciation 185 232 310 310 350

PBIT  3,019 5,191 5,170 5,423 6,416

Interest expenses 334 516 1,339 325 300

PBT for operations  2,685 4,675 3,831 5,098 6,116

Other non operating income  747 1,138 1,572 1,450 1,650

PBT before extra-ordinary items  3,432 5,813 5,403 6,548 7,766

Extraordinary inc/(exp) - (26) 1,451 313 -

PBT  3,432 5,787 6,854 6,861 7,766

Provision for tax  999 1,627 1,633 2,264 2,563

Effective tax rate (%)  29.1 28.1 23.8 33.0 33.0

Reported Profit befor MI 2,433 4,160 5,221 4,597 5,203

Minority interest 78 338 100 (250) -

Reported PAT after MI 2,375 3,833 5,124 4,847 5,203

Recurring PAT 2,375 3,858 3,673 4,534 5,203

Source: Company, Centrum Research Estimates 

Exhibit 7: Balance Sheet 
Y/E March (Rsmn) FY07 FY08 FY09 FY10E FY11E

Share Capital  434 434 434 434 434

Reserves & Surplus  25,747 28,177 33,561 36,180 40,365

Total Shareholders Funds  26,181 28,611 33,995 36,614 40,799

Minority Interest 819 1,117 948 698 698

Loan Funds  3,226 3,866 5,757 5,550 5,100

Deferred Tax Liab - - - - -

Total Capital Employed  30,225 33,594 40,700 42,862 46,597

Gross Block  15,702 16,225 18,932 20,015 20,595

Less:- Accumulated Depreciation 1,081 1,239 1,508 1,926 2,358

Net Block  14,622 14,986 17,423 18,089 18,237

Capital WIP 219 619 669 350 350

Total assets  14,841 15,605 18,093 18,439 18,587

Differed tax asset 75 243 113 113 113

Investments  2,326 2,515 1,271 1,271 1,271

Inventory 24 32 44 50 65

Debtors  5,331 5,907 6,437 6,439 7,099

Loans & advances  9,762 11,475 14,087 13,085 13,961

Programming & film rights 2,016 2,442 4,532 4,900 5,100

Cash & bank balances  955 1,652 1,926 5,254 7,454

Total current assets  18,088 21,508 27,026 29,728 33,679

Current liabilities and provisions  5,106 6,279 5,803 6,689 7,053

Net current assets  12,981 15,230 21,223 23,039 26,626

Misc Expenditure 2 0 0 0 0

Total 30,225 33,594 40,700 42,862 46,597

Source: Company, Centrum Research Estimates 

Exhibit 8: Cash flow 
 Y/E March (Rsmn) FY07 FY08 FY09 FY10E FY11E

Cash flows from operating    

Profit before tax  3,432 5,813 5,403 6,548 7,766

Depreciation & amortisation  185 232 310 310 350

Others (138) (262) 882 (1,915) (1,268)

Operating charges bef. WC changes 3,479 5,783 6,596 4,943 6,848

Working capital changes  (486) (1,622) (4,837) 1,512 (1,388)

Cash inflow from operations  2,993 4,162 1,759 6,456 5,460

Income tax paid  (1,279) (1,151) (757) (2,264) (2,563)

Net cash inflow from operations  1,714 3,011 1,002 4,191 2,897

Cash flows from investing     

Capex  (460) (1,019) (594) (764) (580)

Investments  (4,272) (1,497) (3,278) - -

Other Income 452 862 3,075 1,450 1,650

Cash from investment  (4,280) (1,654) (798) 686 1,070

Cash flow from financing     

Minority Interest 293 (20) (20) - -

Borrowings/ repayments  2,650 680 1,958 (207) (450)

dividend paid  (498) (764) (1,016) (1,018) (1,018)

Interest paid (236) (561) (852) (325) (300)

Cash from financing  2,209 (664) 71 (1,549) (1,768)

Net inc/dec. in cash & cash eq.  (357) 693 274 3,328 2,199

Cash & cash eq. beginning of the year  1,286 955 1,652 1,926 5,254

Exceptions 27 4 - - -

Cash at the end of the year 955 1,652 1,926 5,254 7,454

Source: Company, Centrum Research Estimates 

Exhibit 9: Key Ratios 
 Y/E March FY07 FY08 FY09 FY10E FY11E

Margin ratios (%)    

EBIDTA Margins 21.1 29.5 25.2 27.6 28.6

PBIT Margins  19.9 28.3 23.7 26.1 27.1

PBT Margins  22.6 31.7 24.8 31.5 32.8

PAT Margins  16.1 22.8 17.3 20.6 22.0

Growth ratios (%)    

Revenues  (8.4) 21.1 18.6 (4.6) 13.9

EBIDTA  18.9 69.3 1.1 4.6 18.0

Recurring Net Profit  11.9 62.4 (4.8) 23.5 14.8

Return Ratios (%)    

ROCE  7.1 11.1 9.7 8.5 9.2

RoIC 11.9 18.4 15.5 15.0 17.6

ROE  9.3 14.6 11.1 11.7 12.8

Turnover Ratios    

Average collection period(days)  128 117 108 113 110

Average payment period (days)  119 117 97 99 91

Working Capital Cycle (days) 10 2 13 17 21

Per Share (Rs)    

Recurring EPS  5.5 8.9 8.5 10.4 12.0

Recurring CEPS  6.0 10.2 9.4 10.6 12.8

Book Value  60.4 66.0 78.3 84.4 94.0

Dividend  1.5 2.0 2.0 2.0 2.0

Valuations (x)    

P/E 49.3 30.3 31.9 25.8 22.5

P/BV  4.5 4.1 3.4 3.2 2.9

EV/EBIDTA  36.5 21.5 21.8 20.3 16.8

EV/Sales  7.7 6.4 5.5 5.6 4.8

M-cap/Sales 7.7 6.4 5.4 5.6 5.0

Source: Company, Centrum Research Estimates 
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Appendix A 
Disclaimer 
Centrum Broking Pvt. Ltd. (“Centrum”) is a full-service, Stock Broking Company and 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. Centrum or its affiliates do not own 1% or more in the equity of this 
company Our sales people, dealers, traders and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions 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.  Centrum or its affiliates do not make a market in the security 
of the company for which this report or any report was written.  Further, Centrum or its affiliates did not make a market in the subject company’s securities at the time that the research report was 
published.  

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 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. 

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 advice 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 currencies denominated securities 
are 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. 

This report has not been prepared by Centrum Securities LLC. However, Centrum Securities LLC 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 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.   

This document does not constitute an offer or invitation to subscribe for or purchase or deal in any securities and neither this document nor anything contained herein shall form the basis of any 
contract or commitment whatsoever. This document is strictly confidential and is being furnished to you solely for your information, may not be distributed to the press or other media and may 
not be reproduced or redistributed to any other person. The distribution of this report in other jurisdictions may be restricted by law and persons into whose possession this report comes should 
inform themselves about, and observe any such restrictions. By accepting this report, you agree to be bound by the fore going limitations. No representation is made that this report is accurate or 
complete. 

The opinions and projections expressed herein are entirely those of the author and are given as part of the normal research activity of Centrum Broking and are given as of this date and are subject 
to change without notice. Any opinion estimate or projection herein constitutes a view as of the date of this report and there can be no assurance that future results or events will be consistent 
with any such opinions, estimate or projection.    

This document has not been prepared by or in conjunction with or on behalf of or at the instigation of, or by arrangement with the company or any of its directors or any other person. Information 
in this document must not be relied upon as having been authorized or approved by the company or its directors or any other person. Any opinions and projections contained herein are entirely 
those of the authors. None of the company or its directors or any other person accepts any liability whatsoever for any loss arising from any use of this document or its contents or otherwise arising 
in connection therewith. 

Centrum and its affiliates have not managed or co-managed a public offering for the subject company in the preceding twelve months.  Centrum and affiliates have not  received compensation 
from the companies mentioned in the report during the period preceding twelve months from the date of this report for service in respect of public offerings, corporate finance, debt restructuring,  
investment banking or other advisory services in a merger/acqaisition  or some other sort of  specific transaction.    

As per the declaration given by him/her Mr Ankit Kedia analyst and the author of this report and/or any of his/her family members do not serve as an officer, director or are any way connected to 
the company/companies mentioned in this report.  Further, as declared by them, they have not received any compensation from the above companies in the preceding twelve months.  Our entire 
research professionals are our employees and are paid a salary.  They do not have any other material conflict of interest of the research analyst or member of which the research analyst knows of 
has reason to know at the time of publication of the research report or at the time of the public appearance.  

While we would endeavor to update the information herein on a reasonable basis, Centrum, it's associated companies, their directors and employees are under no obligation to update or keep the 
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