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Declining subscription revenues… 
 

Sun TV Network (SUNTV) 

19 Aug 2008 | Media 

 

RESULT UPDATE √   

WHAT’S CHANGED… 
PRICE TARGET……………………………………….…..Changed from Rs 269 to Rs 257 
EPS (FY09E)………………………………………….Changed from Rs 10.44 to Rs 10.32 
EPS (FY10E)………………………………………….Changed from Rs 14.15 to Rs 13.53 
RATING…………………………………………………Changed from Performer to Hold 

On a standalone basis, Sun TV posted a topline of Rs 223.57 crore for Q1FY09, growing 10.5% Y-o-Y and declining 
9.3% Q-o-Q. EBITDA grew 10.0% Y-o-Y and 6.5% Q-o-Q while EBITDA margins improved by 1120 bps Q-o-Q to 
reach traditional levels of ~75%. The blip in EBIDTA margin in the last quarter was due to a one time write off to 
the tune of Rs 31 crore. The Q-o-Q decline in topline was largely due to the drop in domestic subscription revenues. 
The advertising and broadcasting revenue grew 20% Y-o-Y, while revenues from international markets grew 43%. 
 
Power cuts impact domestic subscription revenue 
The revenues from domestic subscription of pay channels declined sharply from ~Rs 50 crore in Q4FY08 to ~Rs 30 
crore in Q1FY09. The loss of revenue was primarily due to power cuts (7-8 hours) in Karnataka and Kerela, which led 
to non payment of subscription by affected subscribers. The revenue from this business was further affected by 
change in revenue recognition policy of the company (accrual basis to cash basis) and churn in subscribers from cable 
to DTH. The subscriber base of DTH grew to 1.7 million in Q1FY09 from ~1 million in Q4FY08 resulting in revenues of 
Rs 11.12 crore as compared to Rs 11.1 crore in four months of FY08. We expect Sun TV to generate Rs 51.6 crore from 
this business in FY09. 
 
Radio 
In Q1FY09, the company launched 14 FM radio stations under its subsidiaries Kal radio and South Asia FM. Sun TV 
holds licenses for 44 radio stations besides three stations under Red FM. In total, 44 stations are on air while the 
remaining three are expected to be launched in CY09. The company enjoys market leadership in all the FM stations of 
Kal Radio and second position for most of the South Asia FM. The radio business is expected to post a loss of Rs 25-
30 crore in FY09 as compared to Rs. 40 crore for FY08. We expect this segment to break even post FY10 after the 
radio stations gain mass and popularity. 
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Key Financials  
  Standalone     Consolidated 
Rs. Crore Q1FY09 Q4FY08 Q-o-Q Growth Q1FY08 Y-o-Y Growth FY09E FY10E 

Revenues 223.56 246.44 -9.3% 202.34 10.5% 1,043.06 1,250.77 
Cost of Revenue 19.78 17.30 14.3% 13.15 50.4% 105.86 124.74 
Employee expense 24.49 27.64 -11.4% 22.46 9.0% 114.07 131.64 
Other expenses 11.02 43.46 -74.6% 13.81 -20.2% 87.00 101.99 
EBIDTA 168.27 158.04 6.5% 152.92 10.0% 736.14 892.40 
EBIDTA margin 75.3% 64.1% 1120bps 75.6% .03bps 70.6% 71.3% 
Other income 16.38 21.50 -23.8% 14.91 9.9% 58.09 93.36 
Interest 0.03 1.08 -97.2% 0.48 -93.8% 8.80 8.80 
Depreciation 27.82 37.72 -26.2% 24.30 14.5% 160.30 170.75 
PBT 156.80 140.74 11.4% 143.05 9.6% 625.13 806.21 
Tax 54.27 49.34 10.0% 49.98 8.6% 235.02 285.21 
PAT 102.53 91.40 12.2% 93.07 10.2% 390.12 520.99 

EPS 2.60 2.32 12.2% 2.36 10.2% 10.32 13.53 

         Source: Company, ICICIdirect.com Research 
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Traction in international business 
The company has shifted from a fixed license fee regime to a subscriber based fees in some of its international 
markets resulting in Y-o-Y growth of 43% revenue from this business. We estimate revenues from international 
operations to grow 33% at Rs 54 crore in FY09. 
 
Valuations 
The decline in subscriber base of cable TV and the inability of company to collect subscription revenues in this 
quarter has had an adverse effect on the topline of the company. Although the revenues from DTH, 
advertisement, broadcasting and international businesses continue to grow at a steady pace we believe the 
decline in cable revenues coupled with losses in the radio business will be a drag on the company’s future 
earnings. At the CMP of Rs 242.5, the stock is fairly valued and is trading at 23.5x FY09E EPS of Rs 10.32 and 
17.93x FY10E EPS of Rs 13.53. We rate the company as HOLD and value the company at 10x FY10 EV/EBITDA 
and 19x FY10 EPS of Rs 13.53 with a target price of Rs 257. 
 
Exhibit 1: PE Chart 
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ANALYST CERTIFICATION  
We /I Karan Mittal, MBA, Naval Seth, 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 personal views about any and all of 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. Analysts aren't registered as research analysts by FINRA and might not be an 
associated person of the ICICI Securities Inc.   

Disclosures:  
ICICI Securities Limited (ICICI Securities) and its affiliates are a full-service, integrated investment banking, investment management and brokerage and financing group.  
We along with affiliates are leading underwriter of securities and participate in virtually all securities trading markets in India.  We and our affiliates have investment 
banking and other business relationship with a significant percentage of companies covered by our Investment Research Department.  Our research professionals provide 
important input into our investment banking and other business selection processes.  ICICI Securities generally prohibits its analysts, persons reporting to analysts and 
their dependent family members from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover. 

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 
reasonable basis, ICICI Securities, its subsidiaries and associated companies, their directors and employees (“ICICI Securities and affiliates”) are 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 is 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 may 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 of investment may vary because of changes in interest rates, foreign exchange rates or any other 
reason. ICICI Securities and affiliates accept no liabilities 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 and its affiliates might have managed or co-managed a public offering for the subject company in the preceding twelve months. ICICI Securities and affiliates 
might have received 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 
public offerings, corporate finance, investment banking or other advisory services in a merger or specific transaction. ICICI Securities and affiliates expect to receive 
compensation from the companies mentioned in the report within a period of three months following the date of publication of the research report for services in respect of public 
offerings, corporate finance, investment banking or other advisory services in a merger or specific transaction. It is confirmed that Karan Mittal MBA, Naval Seth MBA research 
analysts and the authors of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months. Our research 
professionals are paid in part based on the profitability of ICICI Securities, which include earnings from Investment Banking and other business.  

ICICI Securities or its subsidiaries collectively 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.  It is confirmed that Karan Mittal MBA, Naval Seth MBA research analysts and the authors of this report or any of their family members 
does not serve as an officer, director or advisory board member of the companies mentioned in the report. 

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. ICICI Securities and affiliates 
may act upon or make use of information contained in the report prior to the publication thereof. 

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 them of and to observe such restriction.  

This report has not been prepared by ICICI Securities, Inc. However, ICICI Securities, Inc. 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. 

ICICIDirect endeavours to provide objective opinions and recommendations. ICICIdirect assigns ratings to its 
stocks according to their notional target price vs. current market price and then categorises them as 
Outperformer, Performer, Hold, and Underperformer. The performance horizon is two years unless specified 
and the notional target price is defined as the analysts' valuation for a stock. 

Pankaj Pandey Head - Research pankaj.pandey@icicidirect.com 
 
 ICICIdirect Research Desk, 
 ICICI Securities Limited, 
 Mafatlal House, Ground Floor, 
 163, H T Parekh Marg, 
 Churchgate, Mumbai – 400 020 
 
 research@icicidirect.com 

RATING RATIONALE    

Outperformer: 20% or more 
Performer: Between 10% and 20% 
Hold: +10% return 
Underperformer: -10% or more 


