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Tough quarter
Ad revenue growth sheds momentum; grows 2% YoY

Sun TV Network posted a below par ad revenue growth of 2% YoY,
driven by non-acceptance of the recent rate hike in its non GEC
channels. The management lowered ad growth guidance to high
single digit for FY12E, given tough macro environment. However, it
plans to launch six new channels in FY12E, which would help support
ad revenue growth.

Subscription revenues slow down

Subscription revenues posted a sharp deceleration in its growth trend,
recoding 2% YoY growth. While the DTH revenues of the company
suffered due to onetime reset of regulatory rates for DTH operators,
formation of ARASU cable hit the cable revenues as Sun TV Networks
bouquet is not yet included in it, though the management expects to
negotiate a deal with ARASU in next two months.

Standalone EPS grows at 10% YoY

Sun TV Network managed to save on operating costs during the
quarter, which led to fall in overall operating expenditure by 7% YoY,
in line with softness in ad revenue growth. However, high
amortization expenditure during the quarter, driven by lackluster
movie business performance, led to muted earnings growth of 7.6%
YoY, as margins fell on both annual and sequential basis.

Valuations

We believe most of the negative impact related to political
developments is already priced in at current levels, and deal with
ARASU cable should provide trigger for stock price performance in the
near term, while sustained performance would return as ad
environment improves. We see near term weakness in the stock as a
good entry point as fundamentals remain robust and political pressure
should ease over time. We continue to recommend ‘Buy’ on the stock,
with a revised price target of INR348.

Rating : Buy

Target Price : INR348

Upside : 22%

CMP : INR286 (as on 4 November 2011)

Key data*
Bloomberg /Reuters Code SUNTV IN/SUTV.BO
Current /Dil. Shares O/S (mn) 394/394
Mkt Cap (INRbn/US$Smn) 114/2,311
Daily Vol. (3M NSE Avg.) 898,321
Face Value (INR) 5
1 US$=INR49.2
Source: Bloomberg ; * As on 4 November 2011
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Source: Bloomberg

Share holding (%) Q3FY11 Q4FY11 Q1FY12 Q2FY12

Promoter 77.0 77.0 77.0 77.0
Institutional Investors 12.8 12.6 15.5 16.0
Other Investors 0.2 0.4 0.7 1.6
General Public 10.0 10.1 6.8 54
Source: BSE

Price performance (%) 3M 6M 12M
Sensex (0.7) (4.9) (15.9)
Sun TV (5.9) (30.8) (44.7)
Zee Entertainment (1.3) (6.2) (15.7)

Source: Bloomberg

Y/E March (INR mn) Q2FY12 QIFY12 Q2FY11 QoQ (%) YoY(%) Q2FY12E Variance (%)
Net Sales 4,513 4,540 4,248 (0.6) 6.2 4,842 (6.8)
Operating Expenses 858 881 925 (2.5) (7.2) 1,038 (17.3)
% of Sales 19.0 19.4 21.8 (2.0) (12.6) 214 (11.3)
EBITDA 3,655 3,659 3,323 (0.1) 10.0 3,804 (3.9)
EBITDA Margins (%) 81.0 80.6 78.2 0.5 35 78.6 3.1
Other Income (Net) 186 173 93 7.7 101.3 187 (0.3)
Interest 8 2 3 230.4 153.3 1 484.6
Depreciation 1,176 1,061 908 10.8 29.6 1,064 10.6
PBT 2,657 2,769 2,505 (4.0) 6.1 2,926 (9.2)
Tax 856 892 830 (4.1) 3.0 977 (12.5)
Effective Tax Rate (%) 322 322 33.1 (0.1) (2.8) 334 (3.6)
Reported PAT 1,802 1,876 1,674 (4.0) 7.6 1,949 (7.6)
NPM (%) 39.9 41.3 39.4 (3.4) 4.8 40.2 (0.8)
Adjusted PAT 1,802 1,876 1,674 (4.0) 7.6 1,949 (7.6)
Source: Company, Elara Securities Estimate

Key Financials

Y/E Mar (INR mn] Rev YoY (%) EBITDA EBITDA (%) Adj PAT YoY (%) Fully DEPS ROE (%)  RoCE (%] P/E (x) EV/EBITDA (x)

FY10 14,528 19.5 10,909 75.1 5,199 12.7 13.2 33.0 59.0 21.8 9.8

FY11 20,135 38.6 15779 78.4 7,698 48.1 19.5 377 522 14.7 6.8

FY12E 20,144 0.0 15092 74.9 7,351 -4.5 18.7 322 45.9 15.4 7.1

FY13E 23,275 155 17,445 75.0 8,560 16.4 21.7 34.2 49.3 13.2 6.1

Source: Company, Elara Securities Estimate

Mohan Lal ®* mohan.lal@elaracapital.com ® +91 22 4062 6802
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Consolidated Financials (Y/E Mar)

Income Statement (INR mn) FY10 FY11 FY12E  FYI3E Revenue & margins growth trend
Revenue 14,528 20,135 20,144 23,275 25 000 784 70
EBITDA 10,909 15779 15092 17,445 ] [

Non operating Income 350 487 580 651 20,000 1 78
OPBITDA 11,258 16266 15672 18,097 £ 15000 1 7
Depreciation & Amortization 3,209 4,805 4,507 5,038 % 10000 | 75 49 750 [ 76 &
EBIT 8,049 11,461 11,165 13,059 = r75
Interest Expenses 49 23 1 1 5000 1 F74
PBT 8,000 11,439 11,163 13,057 0 T T T 73
Taxes 2,991 3,831 3,891 4,565 FY10  FYI1 FYI2E FYI3E
Reported PAT 5,009 7,608 7,272 8,492 Revenues (LHS) ~—&— EBITDA Margin (RHS)
Net Minority Interest (190) (90) (79) (69) Source: Company, Elara Securities Estimates

Adjusted PAT 5,199 7,698 7,351 8,560

Balance Sheet (INR mn] FY10 FY11 FY12E FY13E

Share Capital 1,970 1,970 1,970 1,970 . .

Reserves 16,885 19,972 21,791 24,357 Adjusted profits growth trend

Borrowings 1 1 1 1 9,000 48.1 r 60
Deferred Tax (Net) 339 339 339 339 - 50
Minority Interest 1,249 1,193 1,122 1,061 _ 7000 4 - 40
Total Liabilities 20,445 23,476 25223 27,729 E 5000 | 164 [ 3 =
Gross Block 18,881 23512 28,157 33,293 g - 2 - 20 =
Accumulated Depreciation 9,904 13,769 18,276 23,314 T 3000 - 4.5) r10
Net Block 8978 9742 9,881 9979 0
Capital Work In Progress 3149 3,149 3,149 3,149 1,000 ' ' ' (10
Investments 2280 2280 2280 2280 FY1o. FYIT  FYize FYI3E

Other Non-Current Assets 300 300 300 300 Adjusted PAT{LHS)  —&=PAT Growth (RHS)
Net Working Capital 5738 8,005 9,614 12,022 Source: Company, Elara Securities Estimates
Miscellaneous Expenditure 1 1 1 1

Total Assets 20,445 23,476 25,223 27,729

Cash Flow Statement (INR mn) FY10 FY11  FYI2E  FYI3E Return ratios

Cash profit adjusted for non cash items 8,296 12,412 11,779 13,530 590

Working Capital Changes 1,596 (2,608 274 (693) 60 1 52.2

Operating Cash Flow 9,893 9,804 12,053 12,837 50 - 459 9.3
Capex (5611)  (4,630)  (4,646)  (5,135) 4y

Free Cash Flow 4,282 5,174 7,407 7,701 40 330 322 34.2
Financing Cash Flow (4.164) (4611) (5533) (5994)

Investing Cash Flow (474) - - - 30 1

Net change in Cash (357) 563 1,874 1,707 20 . . .

Ratio Analysis FY10 FY11 FY12E FY13E Fr10 Byl EY12E EY13E
Income Statement Ratios (%) —e—ROE (%) —&— ROCE (%)
Revenue Growth 19.5 38.6 0.0 15.5

EBITDA Growth 233 44.6 (4.4) 15.6 Source: Company, Elara Securities Estimates

PAT Growth 12.7 48.1 (4.5) 16.4

EBITDA Margin 75.1 78.4 74.9 75.0

Net Margin 358 38.2 365 36.8

Return & Liquidity Ratios

Net Debt/Equity (x) (0.2) (0.2) (0.2) (0.2)

ROE (%) 33.0 37.7 32.2 34.2

ROCE (%) 59.0 522 45.9 49.3

Per Share data & Valuation Ratios

Diluted EPS (INR/Share) 13.2 19.5 18.7 21.7

EPS Growth (%) 41.2 48.1 (4.5) 16.4

DPS (INR/Share) 25 7.5 10.0 12.0

P/E (x) 21.8 14.7 15.4 13.2

EV/EBITDA (x) 9.8 6.8 7.1 6.1

EV/Sales (x) 7.4 53 53 46

Price/Book (x) 6.6 6.0 5.2 4.8

Dividend Yield (%) 0.9 2.6 35 42

Source: Company, Elara Securities Estimates

Elara Securities (India) Private Limited
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Tough quarter

Sun TV Network reported muted quarterly performance
for Q2FY12, with topline growth of 6.2% YoY and
standalone EPS growth of 7.6% YoY. Both ad and
subscription revenues saw moderation in the growth
momentum, where while the management expressed
optimism in improving growth in its subscription
revenues, it cut its ad growth guidance to high single
digit in view of pressure on ad spend in the broadcasting
space witnessed currently.

Ad revenue growth sheds momentum, grows 4% YoY

Sun TV Network posted significant deceleration in ad
revenue growth momentum, reporting 2% YoY growth.
While the trend is in line with the performance of its
peers in the media space, most of which saw pressure on
their ad revenues during the quarter, the number is still
below the company’s general trend of reporting double
digit growth even during tough times of H2FY09-
HI1FY10, and despite taking a price hike across its
channels ranging from 9%-33% in April, 2011.

As per the management, the key reason for lower than
expected ad revenue growth was non-acceptance of
rate hike by the advertisers, for its non-GEC channels,
most of which were launched during the last 12-15
months. This resulted in the onus of growth shifting to
the GEC channels, which were running on high
inventory utilisation levels, leaving little scope for volume
aided growth, apart from the price hikes.

Lowers ad growth guidance to high single digit for
FY12E

Sun TV Network would be launching 12 new channels,
mostly in the non GEC space and in the southern
markets, six of which are to become operational in
FY12E. The management guided for ad revenue growth
to rebound from Q2FY12 levels going forward, driven by
contribution from the new channel launches. However,
given HIFY12 performance, it has lowered its ad
revenue growth guidance for FY12E to high single digit
(12%-15% earlier). We have also incorporated 7% ad
revenue growth into our numbers (12% earlier), leading
to a small change in our EPS estimates for FY12E and
FY13E.

Elara Securities (India) Private Limited

Exhibit 1: Ad revenue growth takes a pause
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Subscription revenues growth hit by regulation,
ARSU cable

Subscription revenues for the quarter posted sharp
deceleration in its growth momentum, posting 2% YoY
growth of 2% YoY, led by softness in both DTH and cable
revenue streams. Sun TV's DTH revenues declined by 6%
QoQ due to the recent regulation change in the space,
which ordained broadcasters to charge only 42% of the
non-CAS cable rates for their channels from the DTH
operators, instead of 50% earlier. While most of the
broadcasters have fixed fee agreements with the DTH
operators and thus were not affected by the regulation
change, Sun TV, we believe, still charges as per the
mandated rate cards, from some of the DTH operators,
which led to low DTH revenue levels for the quarter.
However, from here, the company should see growth for
H2FY12E on sequential basis.

Exhibit 2: DTH revenue growth trend
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Cable revenues crash on formation of ARASU cable

Sun TV Networks reported a sequential drop of 16% in its
cable subscription revenues, which till now, had been
posting impressive growth. The drop in revenues was
caused by formation of a new MSO in Tamil Nadu i.e.
ARASU cable, which is backed by the government and
has quickly affiliated significant number of local cable
operators in its network. Sun TV Network bouquet is not
present on the ARASU cable platform, which led to cut in
its cable revenues from Tamil Nadu (as per the
management, the company suffered loss of INR180mn in
last two months due to absence on ARASU platform).

The management pointed out that the negotiations with
ARASU cable for inclusion of Sun TV Networks’ channels
are on and would be concluded in a month or so, post
which it would start receiving subscription revenues
from ARASU for its Tamil Nadu market. However, it
lowered its guidance for subscription revenues, given
possibility of delay in this.

Exhibit 3: Sun TV Network Q4FY 11 revenue break-up

(INR mn) Q2FY12 Q2FYI1 70% QIFY12 0(‘(’}8
Advertising revenue 2,740 2,700 1 2,700 1
International revenue 180 160 13 200 (10)
DTH revenues 790 700 13 840 (6)
Analog cable 470 540 (13) 560 (16)
Total revenues 4,513 4,248 6 4,540 (1)

Source: Company
Standalone EPS grows at 8% YoY

Sun TV Network managed to save on operating costs
during the quarter, which led to fall in overall operating
expenditure by 7% YoY, in line with softness in ad
revenue growth. Lower than expected operating
expenditure level was also driven by absence of
commission costs paid on cable revenues from Tamil
Nadu market, given loss of revenues in that stream
during the quarter. As a result, EBITDA margin for the
quarter expanded by275 bps on a YoY basis despite soft
revenue growth.

However, high amortization expenditure during the
quarter, driven by lackluster ~movie business
performance, led to muted earnings growth. Sun TV
Networks released two movies during Q2FY12, which
caused operational loss for the company, leading to
contraction of EBIT and PAT margins for the quarter.

Exhibit 4: Key Ratios (as % of net sales)

Q2FY12 Q2FYI11 cha:gé QIFY12 cha:gé
Cost of revenues 5.0 5.9 (90.2) 53 (34.9)
Salary expenses 9.2 9.6 (39.9) 9.7 (51.6)
Other Expenditure 4.9 6.3 (145.2) 4.4 48.5
Depreciation 26.1 21.4 468.9 234 268.4
Margins
EBITDA margin 81.0 782 2753 80.6 38.0
EBIT margin 54.9 56.9 (193.6) 57.2 (230.3)
PAT margin 39.9 39.4 50.2 41.3 (140.8)

Source: Company

Valuations

Current valuations of the stock imply strong de-rating of
the P/E assigned to the one year forward EPS, from the
levels of 25-27x one year forward to currently 15x, based
on FY12E EPS. We believe that the P/E multiple may
remain subdued over the near term due to political
overhang. However, we see most of the negative impact
already priced in at current levels which are inexpensive
13x FY13E.

The stock currently trades at identical valuations to Zee
Entertainment, despite having far better margins, cash
generation capabilities and return ratios. We believe near
term weakness in the stock provides good entry point as
fundamentals remain robust and political pressure could
ease over time.

While there does exist significant political risk (issues
related to the promoter and AIADMK's aggressive action
against the company), the stock is likely to find support
as long as these issues do not pose operational risk to the
company. In view of the compelling valuations, we
maintain our ‘Buy’ recommendation on the stock with a
revised price target of INR348.

Exhibit 5: Valuation summary

Valuation Overview FY10 FY11 FY12E FYI3E

Consolidate EPS (INR/share) 13.2 195 18.7 21.7
YoY growth (%) 412 481 (45 164
Target P/E (x) 16.0
FY13E consolidated EPS 21.7
One year forward target price (INR) 348
CMP (INR) 286
Upside (%) 22

Source: Elara Securities Estimates

Elara Securities (India) Private Limited
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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.



ElaraCapital Elara Securities (India) Private Limited

Disclosures for U.S. Investors

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

Elara Capital Inc.’s affiliate does not expect to receive compensation from Sun TV Network 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.
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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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