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Event update

Rs123
OUTPERFORMER

Acquisition of TIFC — No surprises! Mkt Cap: Rs29bn; US$645m

Event:

Viacom18 (a 50:50 JV between IBN18 and Viacom) has made an offer for acquisition of The Indian
Film Company (TIFC), a film fund listed on the AIM Stock Exchange where Network18 owns 80.4%
stake. Viacom18 has valued TIFC at GBP63.6m (or at 115.56 pence per share), which is 1x the total
capital deployed in TIFC. With Viacom18 proposing to launch a movie channel post this acquisition,
IBN18 (or the New TV18) would join the league of larger networks such as Star and ZEE.

Valuations — no surprises!

« TIFC is a film fund listed in AIM (current market capitalization of GBP21m), where Network18
owns 77%, Viacom 4.5% and another 3.45% is owned by BK Media (a wholly owned company of
Raghav Bahl). As a part of the restructuring exercise of Network18 Group in July 2010, the
management had indicated likely transfer of their 80.4% stake in TIFC to Viacoml18 for an
estimated consideration of GBP50m-55m (thereby entailing a value of ~GBP64m to TIFC).

« On expected lines, Viacom18 has made a bid for TIFC to acquire 80.4% stake (Network 18 + BK
Media ownership) for a consideration of GBP51m and follow it with an open offer for the
remaining ~20% stake. Minority shareholders include HSBC, Altima Partners, Kellusa, etc. The
transaction values TIFC at GBP63.6m (or USD100m).

« In addition, the investment management firm which managed the AUM of TIFC will also be
folded into Viacom18 for a consideration of USD0.5m. The investment manager firm, which is
entitled to 1% of the film funds as management fees (2% earlier), has a 50% ownership of
Network18. There remains ambiguity with regards to the ownership of this management firm as
indeed the need for a separate investment managers.

TIFC - Financial details

+  We analyzed the FY10 Annual report of TIFC to understand the proportion of the total capital
deployed in the company which is ‘monetizable’. Of the total BS size of GBP63.6m of TIFC,
GBP45.9m is in the form of movie assets. Of this, GBP30m are related to movies which have been
released over a year back (implying 60% of the cost amortized) and GBP16m relates to movies
currently under production.
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SOURCE OF FUNDS:

Distributable reserve 54.1
Foreign exchange translation reserve 9.5
Total equity shareholders' fund 63.6
APPLICATION OF FUNDS:

Exploitation rights for movies 30.0
Investments in films and films under production . 15.9
Total non-current assets 45 9‘
Current Assets: T
Trade and other receivables 16.0
Prepayments 0.0
Term deposit 2.4
Cash and cash equivalents 5.0
Current liabilities:

Trade and other payables 3.6
Secured loan 2.0
Net current assets 29.0
Total Assets 63.6

«  TIFC released nine films in FY10 which was a mix of acquisitions, co-productions and productions. The films
released included Shortkut — The Con Is On, Luck, Life Partner, Fruit ‘N’ Nut, Striker, Road Movie and Hum Tum
Aur Ghost.

Network18 has underwritten the movie library

« As indicated above, TIFC has a monetizable movie library of GBP45.9m, as per the books. As a part of this
deal with Viacom18, Network18 has given an undertaking that if the realized value of the library is lower
than the current book value (of GBP45.9m) over the next four years, the shortfall will be compensated by
Network18.

Valuations - the divide between the past and the future: The GBP63.6m valuation ascribed to TIFC by Viacom18
is 3x the current market capitalization of TIFC. More importantly, Network18 has increased its stake in TIFC from
18% to 77% in the last one year valuing the entity at GBP22m. With Network18 being a common promoter of
TIFC and New TV18 (promoter group owns 58.3% of the New TV18 post re-structuring), we remain perplexed
with the valuation differential between acquisition and divestment.

Network18 underwriting — a sweetener: We view the underwriting of TIFC’s movie library by Network18 as a
pure deal sweetener. The valuation arbitrage earned by Network18 fairly justifies this. Viacom18 would bear the
capital risk of GBP45.6m for four years, which if not monetized will be compensated by the interest bearing
surplus of Network18.

Uncertainty behind, IBN18 now a candid growth story: While we continue to have our reservations with the
deal valuations, the announcement of the deal on ‘expected’ lines helps resolve the ambiguity pertaining to the
transaction. With the deal offering no surprises, our sense is that the stock may not see a significant correction.
With respect to the business, we do believe addition of a movie channel will aid in strengthening the overall
bouquet offering of IBN18 (or New TV18).

Maintain Outperformer: Scale up of Viacom18 (Colors in particular) has been ahead of expectations with Colors
reigning the GEC space and Viacom18 clocking revenues of Rs8.3bn in its second year of operations. As Colors
narrows its differential in rack rates with Star Plus, advertising revenues are expected to tread a strong growth
trajectory. Incrementally, our long held apprehension on distribution revenues being capped by the sub-optimal
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deal with Sony One Alliance, now stands addressed. With ZEEL garnering ~Rs10bn of distribution revenues
annually from India and international markets, we see immense potential for #2 GEC channel — Colors (albeit
with a lag especially for international markets). Further, we believe the recent restructuring of the TV18 Group is
positive for IBN18 (or New TV18) given the addition of strong properties such as CNBC TV18 and CNBC Awaaz.
With IBN18 proposing to add new channels in the lifestyle and movies genre, IBN18 would join the league of
larger networks such as ZEE and Star. With overall operational performance of IBN18 looking strong, distribution
revenues poised to gain traction and addition of strong properties from the TV18 fold, we believe the valuation
discount between ZEEL (valued at USD3.3bn) and IBN18 (at USD645m) is bound to narrow. Maintain
Outperformer.

FYO08 1,311.8 66.3 (234.4) (1.8) nia nia nia
FY09 1,831.2 39.6 (918.1) (5.1) nia nia n/a
FY10 6,035.3 229.6 (1,098.0) (6.0) nia nia nia
FY11E 8,035.0 33.1 80.6 0.3 nia 48.4 nia
FY12E 9,585.3 19.3 947.6 4.0 1,075.6 18.6 30.6
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Disclaimer

This document has been prepared by IDFC Securities Ltd (IDFC SEC). IDFC SEC and its subsidiaries and associated companies are a full-service, integrated investment banking, investment
management and brokerage group. Our research analysts and sales persons provide important input into our investment banking activities.

This document does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction.

The information contained herein is from publicly available data or other sources believed to be reliable. While we would endeavor to update the information herein on reasonable basis, IDFC
SEC, its subsidiaries and associated companies, their directors and employees (“IDFC SEC 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 IDFC SEC and affiliates from doing so. We do not represent that information contained herein is accurate or complete and it should
not be relied upon as such. This document is prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. The user assumes the
entire risk of any use made of this information. 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). The investment discussed or views expressed may not be suitable for all investors.

Affiliates of IDFC SEC may have issued other reports that are inconsistent with and reach different conclusions from, the information presented in this report.

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 IDFC SEC 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 a certain category of investors. Persons in whose possession this document may come are
required to inform themselves of, and to observe, such applicable restrictions.

Reports based on technical analysis centers on studying charts of a stock's price movement and trading volume, as opposed to focusing on a company's fundamentals and, as such, may not match
with a report on a company's fundamentals.

IDFC SEC and affiliates may have used the information set forth herein before publication and may have positions in, may from time to time purchase or sell, or may be materially interested in
any of the securities mentioned or related securities. IDFC SEC and affiliates may from time to time solicit from, or perform investment banking, or other services for, any company mentioned
herein. Without limiting any of the foregoing, in no event shall IDFC SEC, any of its affiliates or any third party involved in, or related to, computing or compiling the information have any
liability for any damages of any kind. Any comments or statements made herein are those of the analyst and do not necessarily reflect those of IDFC SEC and affiliates.

This document is subject to changes without prior notice and is intended only for the person or entity to which it is addressed and may contain confidential and/or privileged material and is not
for any type of circulation. Any review, retransmission, or any other use is prohibited.

Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. IDFC SEC will not treat recipients as customers by virtue of their receiving
this report.

Explanation of Ratings:

1. Outperformer: More than 5% to Index

2. Neutral: Within 0-5% (upside or downside) to Index

3. Underperformer: Less than 5% to Index

Disclosure of interest:

1. IDFC SEC and affiliates may have received compensation from the company covered herein in the past twelve months for issue management, capital structure, mergers & acquisitions,
buyback of shares and other corporate advisory services.

2. Affiliates of IDFC SEC may have received a mandate from the subject company.
IDFC SEC and affiliates may hold paid up capital of the subject company.

IDFC SEC and affiliates, their directors and employees may from time to time have positions or options in the company and buy or sell the securities of the company(ies) mentioned
herein. |

Copyright in this document vests exclusively with IDFC Securities Ltd



