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Digital media maintains growth trajectory

Healthy revenue growth coupled with stable margin

Shemaroo Entertainment (SHEM IN) posted healthy revenue growth of
11.7% YoY to INR 1,322mn vs our estimates of INR 1,389mn), slightly
lower than our estimates, due to muted growth in the traditional media
segment. EBITDA margin was consistent at 31% YoY despite
investments in the new OTT platform, Shemaroo Me. PAT grew 10% YoY
to INR 206mn, in line with our estimates.

Recovery in YouTube drives growth in digital media

Revenue from digital media surged 31.6% YoY to INR 448mn, and it now
contributes 34% of total revenue as on Q4FY19. The digital media
segment was led primarily by the growing YouTube subscriber base to
21mn+ for Filmy Gaane and 15mn+ for ShemarooENT.

Muted ad growth spend on TV drags traditional media

The traditional media segment reported revenue growth of 4.4% YoY in
Q4FY19 to INR 874mn, which was slightly lower on lower ad spend,
due to the TRAI tariff order. Further, growth of video consumption on
OTT platforms and subscription-based models had dragged revenue.

Valuation: reiterate Buy with a revised TP of INR 500

There has been a sharp fall in impressions of the movie genre at 54%
MoM over January-April 2019 on TRAI order implementation; this has
dragged ad revenue growth in the traditional media segment. Hindi
movie genre contributes ~5% of TV ad spend, and ad growth is likely to
be muted in the traditional segment until HIFY19, due to the TRAI
order. Movie consumption also would continue to grow on OTT and
digital, as consumers view movies as per their convenience, and not on
prime time. SHEM already has a strong presence in the digital segment,
as it has tied up with various content platforms, including Reliance Jio,
and focused on niche genres, such as children, regional, religious and
general content, enhancing depth to its offerings. It would need to
ramp up investments in renewals and buy new movie content, which
will negatively affect working capital and free cashflow; further,
investments in platform and digital offerings would add to margin woes.
The large content catalogue, a mix of perpetual and aggregated
content, is the only advantage SHEM holds. We cut our FY21E earnings
by 6.9% assuming a lower margin; we reiterate Buy and lower our TP to
INR 500 from INR 550 as we rollover to March 2020E. Our new TP is on
11x (from 12x) one-year forward P/E.

Rating: Buy

Target Price: INR 500

Upside: 36%

CMP: INR 369 (as on 14 May 2019)

Key data
Bloomberg /Reuters Code SHEM IN /SHEM.BO
Current /Dil. Shares O/S (mn) 27/27
Mkt Cap (INR bn/USD mn) 10/143
Daily Vol (3M NSE Avg) 741
Face Value (INR) 10
1 USD =INR 70.4
Note: *as on 14 May 2019; Source: Bloomberg
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Source: Bloomberg

Shareholding (%) QI1FY19 Q2FY19 Q3FY19 Q4FY19

Promoter 65.8 65.8 65.8 65.8
Institutional Investors 16.8 16.8 18.4 18.6
Other Investors 57 57 5.1 52
General Public 11.7 11.7 10.7 10.4
Source: BSE

Price performance (%) 3M 6M 12M
Sensex 4.0 6.2 5.0
Shemaroo Entertainment 6.3 (20.8) (18.6)
Zee Entertainment (20.1)  (204)  (40.1)

Source: Bloomberg

{INR mn) Q4FY19 Q3FY19 QoQ (%) Q4FY18 YoY (%)
Revenue 1,322 1,496 (11.7) 1,184 1.7
EBIT 396 345 14.6 355 11.6
EBITDA 410 360 14.0 368 11.6
Net Profit 206 203 1.7 187 10.0
EPS (INR) 7.7 7.2 6.7 6.9 11.5
Margin (%)
EBIT Margin 299 23.1 30.0
EBITDA Margin 31.0 24.0 31.1
Net Margin 15.6 13.5 15.8
Key Financials
YE Revenue YoY EBITDA EBITDA Adj PAT YoY  Fully DEPS RoE RoCE P/E EV/EBITDA
March (INR mn) (%)  (INNmn) margin (%)  (INRmn) (%) (INR) (%) (%) (x) (x)
FY18 4,886 14.8 1,421 29.1 712 16.5 22.1 15.5 29.0 16.7 7.1
FY19 5,678 16.2 1,578 27.8 827 16.0 30.5 15.5 283 12.1 6.4
FY20E 6,674 17.5 1,886 28.3 1,018 22.7 37.4 16.4 29.1 9.9 5.1
FY21E 7,827 17.3 2,195 28.0 1,219 19.8 44.8 16.6 28.7 8.2 4.5

Note: pricing as on 14 May 2019; Source: Company, Elara Securities Estimate

Karan Taurani ® karan.taurani@elaracapital.com® +91 22 6164 8513
Viren Deshpande ° viren.deshpande@elaracapital.com ® +91 226164 8565
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Consolidated Financials (YE March)

Income Statement (INR mn) FYi8 FY19 FY20E FY21E Revenue & margin growth trend
Net Revenues 4886 5678 6674 7,827 10,000 1 501 30
EBITDA 1,421 1,578 1,886 2,195
Add:- Non operating Income 0 0 0 0 8,000 1 29
OPBIDTA 1,421 1,578 1,886 2,195 £ 6000 - 83 o2 _
Less - Depreciation & Amortization 51 56 66 83 £ 4000 - 7.8 g =
EBIT 1,370 1,522 1,820 2,112 -
2,000 - 28

Less:- Interest Expenses 290 238 278 265
PBT 1,080 1,284 1,542 1,847 0 T T T 27
Less - Taxes 368 457 524 628 FY18 Y19 FY20E FY2IE
Adjusted PAT 712 827 1,018 1,219 Net Revenues —&— EBITDA margin
Add/Less: - Extra-ordinaries 0 0 0 0 Source: Company, Elara Securities Estimate
Reported PAT 712 827 1,018 1,219
Balance Sheet (INR mn) FY18 FY19 FY20E FY21E
Share Capital 272 272 272 272 Adjusted profit growth trend
Reserves 4,692 5,445 6,460 7,655
Minority Interest (32) (42) (42) (42) 1200 227 [ %
Borrowings 73 70 60 79 F 23
Deferred Tax (Net) 0 0 0 0 = 1,000 1 198 | 21
Total Liabilities 5,005 5,745 6,750 7,964 E g
Net Block 333 317 441 589 £ 500 - "
Add:- Capital work in progress 0 0 0 0 165 16, P17
Investments 101 65 65 65 0 . . . 15
Net Working Capital 4,537 5,302 6,181 7,247 FY18 FY19 FY20E FY2IE
Other Assets 34 62 62 62 Adjusted PAT —&— PAT growth
Total Assets 5,005 5,745 6750 7,964 Source: Company, Elara Securities Estimate
Cash Flow Statement (INR mn) FY18 FY19 FY20E FYZ21E
Cash profit adjusted for non cash items 936 865 1,064 1,275
Add/Less : Working Capital Changes 389 (762) (435) (1,249) Return ratios
Operating Cash Flow 1,325 104 629 26
Less:- Capex (36) (125) (147) (172) 40 4
Free Cash Flow 1,289 (21) 482 (146) w0l A N .
Financing Cash Flow (1,188) 24 (37) (37) - T - -

: _ 29.0 283 29.1 28.7
Investing Cash Flow (143) (125) (147) (172) & 20 -
Net change in Cash (6) 3 446 (183) ¢ ¢ ¢ *
Ratio Analysis FY18  FY19  FY20E  FY2IE 01 155155 le4Teb
Income Statement Ratios (%) 0 . . . )
Revenue Growth 14.8 16.2 17.5 17.3 FY18 FY19 FY20E FYZ21E
EBITDA Growth 11.4 11.1 19.5 16.3 —&— ROE —&— ROCE
PAT Growth 16.5 16.0 227 19.8 — -
EBITDA Margin 291 278 283 28.0 Source: Company, Elara Securities Estimate
Net Margin 14.6 14.6 15.2 15.6
Return & Liquidity Ratios
Net Debt/Equity (x) 0.0 0.0 (0.1) (0.0)
ROE (%) 15.5 15.5 16.4 16.6
ROCE (%) 29.0 28.3 29.1 28.7
Per Share data & Valuation Ratios
Diluted EPS (INR/Share) 22.1 30.5 37.4 44.8
EPS Growth (%) 0.0 38.0 22.7 19.8
DPS (INR/Share) 1.6 1.7 1.7 1.7
P/E Ratio (x) 16.7 12.1 9.9 8.2
EV/EBITDA (x) 7.1 6.4 5.1 4.5
EV/Sales (x) 2.1 1.8 1.4 1.3
BVPS (INR) 183.2 2103 247.7 291.6
Price/Book (x) 2.0 1.8 1.5 1.3
Dividend Yield (%) 0.4 0.4 0.4 0.4

Note: pricing as on 14 May 2019; Source: Company, Elara Securities Estimate
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Conference call key takeaways
YouTuberevenue

= The company has continued to grow its YouTube
subscriber base to 21mn+ for Filmy Gaane and
15mn+ for ShemarooENT

= YouTube views crossed the 1.25bn mark in this
quarter, which made an overall count of 40mn views
per day

= Management is confident digital ad spend will go up
and YouTube will capture a good share of it, which
will result in consistent revenue growth for YouTube
since main content consumption happens via it

ShemarooMe platform and its prospects

= ShemarooMe platform is live with a website & app
showcasing content, including movies such as Vodka
Diaries and Sharato Lagu. Management has guided
for more regional content in its pipeline, along with
devotional & astrology content with the acquisition of
Dominique Productions

= Strategy on ShemarooMe

e The core strategy remains catering to mostly
business-to-business (B2B) and business-to-
consumer (B2C) platforms

e The platform will be subscription-based and will
offer varied content from Bollywood to regional,
devotional and children’s content. Several
categories, including astrology, will be added in the
subsequent quarters, to attract different audiences

e The ShemarooMe subscription is the range of INR
49/month to INR 999/year, depending on user
preference and content subscription

e The company has partnered with Vodafone Idea
to offer ShemarooMe content library to its users

e Ithas made this strategic move and plans to focus
on distribution of this OTT platform in FYZ20.
Management has guided for revenue on this
platform for the upcoming year

e The company does not intend to create new
fictional content for the OTT-like web series and
rather focus on non-fiction content, such as
interviews, classic, regional and comedy content,
which can be acquired or created for the Netflix,
Amazon Prime or Zee5 platforms

e Management guides the company has a primary
focus on old Bollywood movies and devotional
coupled with astrology content on its platform
which happens to be its area of forte and will be
able to distinguish itself from peers

Elara Securities (India) Private Limited

Dominique Productions 50% stake acquisition

= The company has acquired Dominique Productions,
which is a leader in the astrology space to diversify
content and enter the astrology market

= The deal was completed for ~INR 90mn for a 50%
stake in the entity

= Management observes synergies with this acquisition
being an extension to the devotional content

= The acquisition will help the company expand
geographically by improving its distribution channel

Profitability headwinds and future outlook

= EBITDA margin sustained in Q4FY19, due to the
ShemarooMe app launch expenses, and brand
refreshment expenses, which have been included as
a part of operating expenses, and not been
capitalized. Management has guided for 26-33% of
margin for FY20

= The company has been invested heavily in
appointing quality people in digital media as well as
the traditional media teams to have an edge over
competitors

= The traditional media segment has grown at 10% for
FY19vs 9% in FY18; the company plans to outperform
the industry average by 200bp in the upcoming year

= Thecompany sees a good syndication opportunity on
the back of growing video consumption

= Traditional media slowdown in 2H was due to the
TRAI tariff order, which affected the entire industry,
including broadcasters & distributors and cable
operators. Management expects this to be a transition
and will be back in a couple of quarters

Other highlights

= Management expects the syndication & the new OTT
platform of ShemarooMe to lift revenue

= The company has entered into an agreement for
digital rights for the content and agreement period
for those on the OTT platform in the range of 3-7
years while for those on DTH platforms, such as
Tatasky Bollywood Premiere, will be for 5-10 years
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Exhibit 1: Change in estimates

(INR mn) Earlier Current Change (%)

FY20E FY21E FY20E FY21E FY20E FY21E
Revenue 6,831 8,083 6,674 7,827 (2.3) (3.2)
EBITDA 1,965 2,355 1,886 2,195 (4.0) (6.8)
Pre Tax Profit 1,624 1,983 1,542 1,847 (5.0) (6.9)
Net Profit 1,072 1,309 1,018 1,219 (5.0) (6.9)
Target Price (INR) 550 500 (9)

Source: Elara Securities Estimate

Elara Securities (India) Private Limited
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14-May-2019 Buy INR 500 INR 369 8

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 Securities (India) Private Limited 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 Securities (India) Private Limited 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 Securities (India) Private
Limited 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 Securities (India) Private Limited 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 Securities (India) Private Limited 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 Securities (India) Private
Limited is under no obligation to update or keep the information current. Neither Elara Securities (India) Private Limited 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 wats, 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.

Elara Securities (India) Private Limited was incorporated in July 2007 as a subsidiary of Elara Capital (India) Private Limited.

Elara Securities (India) Private Limited is a SEBI registered Stock Broker in the Capital Market and Futures & Options Segments of National Stock Exchange of India
Limited [NSE], in the Capital Market Segment of BSE Limited [BSE] and a Depository Participant registered with Central Depository Services (India) Limited [CDSL].

Elara Securities (India) Private Limited’s business, amongst other things, is to undertake all associated activities relating to its broking business.

The activities of Elara Securities (India) Private Limited were neither suspended nor has it defaulted with any stock exchange authority with whom it is registered in
last five years. However, during the routine course of inspection and based on observations, the exchanges have issued advise letters or levied minor penalties on
Elara Securities (India) Private Limited for minor operational deviations in certain cases. Elara Securities (India) Private Limited has not been debarred from doing
business by any Stock Exchange / SEBI or any other authorities; nor has the certificate of registration been cancelled by SEBI at any point of time.

Elara Securities (India) Private Limited offers research services primarily to institutional investors and their employees, directors, fund managers, advisors who are
registered or proposed to be registered.

Details of Associates of Elara Securities (India) Private Limited are available on group company website www.elaracapital.com
Elara Securities (India) Private Limited is maintaining arms-length relationship with its associate entities.

Research Analyst or his/her relative(s) may have financial interest in the subject company. Elara Securities (India) Private Limited does not have any financial interest
in the subject company, whereas its associate entities may have financial interest. Research Analyst or his/her relative does not have actual/beneficial ownership of
1% or more securities of the subject company at the end of the month immediately preceding the date of publication of Research Report. Elara Securities (India)
Private Limited does not have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date
of publication of Research Report. Associate entities of Elara Securities (India) Private Limited may have actual/beneficial ownership of 1% or more securities of the
subject company at the end of the month immediately preceding the date of publication of Research Report. Research Analyst or his/her relative or Elara Securities
(India) Private Limited or its associate entities does not have any other material conflict of interest at the time of publication of the Research Report.

Research Analyst or his/her relative(s) has not served as an officer, director or employee of the subject company.

Research analyst or Elara Securities (India) Private Limited have not received any compensation from the subject company in the past twelve months. Associate
entities of Elara Securities (India) Private Limited may have received compensation from the subject company in the past twelve months. Research analyst or Elara
Securities (India) Private Limited or its associate entities have not managed or co-managed public offering of securities for the subject company in the past twelve
months. Research analyst or Elara Securities (India) Private Limited or its associates have not received any compensation for investment banking or merchant banking
or brokerage services from the subject company in the past twelve months. Research analyst or Elara Securities (India) Private Limited or its associate entities may
have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject company or
third party in connection with the Research Report in the past twelve months.
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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.

Disclosures for U.S. Investors

The research analyst did not receive compensation from Shemaroo Entertainment Limited.

Elara Capital Inc.’s affiliate did not manage an offering for Shemaroo Entertainment Limited.

Elara Capital Inc.’s affiliate did not receive compensation from Shemaroo Entertainment Limited in the last 12 months.

Elara Capital Inc.’s affiliate does not expect to receive compensation from Shemaroo Entertainment 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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