Shemaroo Entertainment Ltd.
CMP:Rs 515.00 (Recommendation BUY)

Target 655.78 (Sector Media)

Busines Overview
Shemaroo Entertainment Limited is a holding company. The
Company is an entertainment company engaged in the business of
motion picture, video and television program distribution activities.
The Company is engaged in the distribution of content for satellite
channels, physical formats and digital technologies, such as the
Mobile, Internet, Broadband, Internet Protocol television and Direct
to Home, among others. Its business activities include content library;
distribution platforms, including broadcast syndication, new media,
home entertainment and other distribution platforms; content
licensing, and other business activities. Its Content Library consists of
over 3,400 titles spanning various Hindi films. The Company also has
non-film content and titles in various other regional languages, such
as Marathi, Gujarati, Punjabi and Bengali, among others.
Overview of Company’s Financial performance: -During the year under
review, the Standalone Revenue from Operations & Other Income
increased to Rs. 41,950 Lakhs as against Rs. 37,694 Lakhs in the previous
year and the Consolidated Revenue from Operations & Other Income
increased to Rs. 42,850 Lakhs as compared to Rs. 37,664 Lakhs in the
previous year. Your Company had a standalone growth with a Net Profit
after tax of Rs. 6,168 Lakhs as compared to the Net Profit after tax of
Rs. 5,543 Lakhs in the previous financial year and a consolidated growth
with a Net Profit after tax of Rs. 6,148 Lakhs as compared to the Net
Profit after tax of Rs. 5,215 Lakhs in the previous financial year. There are
no material changes and commitments affecting the financial position
of your Company which have occurred between the end of the financial
year 2016-17 and the date of this Report.
While diversification into the newer markets will provide scale, it will
also result in improved profitability. We also see SIL as a strong re-rating
candidate, as the expected increase in capacity over the next few years
should help it achieve significant scale benefits.SIL targets to increase
its cement grinding capacity from 4.1mt now to 8.2mt over the next 30
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Valuation Parameter
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Consolidated Financial Statement: The consolidated financial statements of Company for
the financial year 2016-17, are prepared in compliance
with applicable provisions of the Companies Act, 2013
(“the Act”), applicable Accounting Standards and SEBI
(Listing Obligations and Disclosure Requirements) Regulations, 2015 (“SEBI Listing Regulations”). The consolidated financial statements have been prepared based
on audited financial statements of the Company, its subsidiaries and associate companies, as approved by their
respective Board of Directors. Pursuant to the provisions
of Section 136 of the Act, the Financial Statements of the
Company.
Valuation & Recommendation: we expect the company’s sales to grow by 14.67% in FY18E and 16.87% in
FY19E. Management has maintained the guidance of
maintaining inventory for FY18 on similar level or will
have a slight uptick as compared to FY17, which indicates
it’s the end of the investment phase of the company. We
expect operating margins to have an uptick to 31.0% and
33.0% in FY18E & FY19E respectively. Higher profit with
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low capex will generate positive FCFF which we believe to come in at Rs 49.5cr in FY19E from a negative of Rs 83.2
cr in FY17.With higher operating profit, Shemaroo is likely to acquire new content majorly from internal accruals
going forward, so, we expect debt has peaked out and the company will start repaying debt. Higher operating
margins with repayment in debt will lead ROCE to improve to 21.0% in FY19E vs. 17.6% in FY17. Company is likely
to do PAT of Rs 73.5 cr and Rs 95.5 cr in FY18E and FY19E respectively. At CMP, the share is trading at EV/Ebitda of
10.2x and PE of 12.5x FY19E EPS of Rs 35.5.
.

We recommend a Buy on Shemaroo with a target price of Rs 655.78, based on
18x FY19E EPS implying 25-27% return.

Key Consolidated Financial Highlight: -

Senstivity Analysis: -
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SENSITIVITY ANALYSIS
WACC
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Investment Rational
Long term outlook looks Positive
PAT margins depressed by around 144 bps QoQ. At the end of H1FY18 though inventory increased to Rs 561.7cr vs
Rs 500.4 cr at the end of FY17 however, management has indicated that the investment cycle is over and company
is likely to see similar inventory at the end of FY18 as compared to FY17 on segmental front, Traditional business,
which was impacted due to demonetization grew by 12.2% QoQ,
Shemaroo reported mix set of numbers QoQ with decline in Inventory, sustained high growth in new media but
decline in margin.
Net sales came in at Rs 134.4cr in Q2FY18 vs. Rs 103.6 cr in Q1FY18 up by 29.7% % QoQ. Growth was supported by
both growth in the new media business (grew by 42.8% QoQ) & Traditional media business (grew by 12.2% QoQ).
Even with growth in sales, margins dipped. Gross margins dipped by 826.5 bps QoQ &Ebitda margins depressed
by 536.5 bps QoQ to 26.9% in Q2FY18 vs. 32.2% in Q1FY18.
Decline in margins was mainly due to higher content cost and slow rampup in services that were rolled out which
led to higher cost. YoY Revenue grew by 18.3% but Ebitda Margin declined by 111 bps.
Decline in Ebitda margins led to decline in PAT margins to the company.
On digital businesses front, Shemaroo crossed 2 Bn cumulative views on YouTube channel ‘ShemarooENT’ and 5
Mn subscribers on YouTube channel ‘FilmiGaane’.
Although viewership has improved the advertisement revenue have dipped mainly due to some brands have
pulled their advertising out from YouTube since some of their ads were shown next to hateful and offensive content.
As a result, YouTube has implemented stricter brand safety guidelines and therefore stopped monetizing certain
videos. Management expects advertisers to come back to youtube in couple of quaters. Inspite of decline of advertisers on youtube, New Media posted a growth of 42.8%, mainly due to adding new service line.
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Disclaimer:
The contents of this material are general and are neither comprehensive nor appropriate for every individual and are solely
for the informational purposes of the readers. This material does not take into account the specific investment objectives,
financial situation or needs of an individual/s or a Corporate/s or any entity/s. A qualified professional should be consulted
before making an investment decisions or acting on any information contained in this material. All investments involve risk
and past performance does not guarantee future results. Investigate before you invest. You are strongly cautioned to verify any
information before using it for any personal or business purpose.
I, hereby does not guarantee the accuracy, quality or completeness of any information. Much of the information is relevant
only in India. In no event shall I be liable for any damages of any kind, including, but not limited to, indirect, special, incidental,
consequential, punitive, lost profits, or lost opportunity, whether or not I have advised of the possibility of such damages. This
material contains statements that are forward-looking; such statements are based upon the current beliefs and expectations
and are subject to significant risks and uncertainties. Actual results may differ from those set forth in the forward looking
statements. These uncertainties include but are not limited to: the risk of adverse movements or volatility in the securities
markets or in interest or foreign exchange rates or indices; adverse impact from an economic slowdown; downturn in
domestic or foreign securities and trading conditions or markets; increased competition; unfavourable political and diplomatic
developments; change in the governmental or regulatory policies; failure of a corporate event and such others. This is not an
offer to buy or sell or a solicitation of an offer to buy or sell any security or instrument or to participate in any particular trading
strategy. No part of this material may be copied or duplicated in any form by any means or redistributed without the written
consent of me. In no event shall any reader publish, retransmit, redistribute or otherwise reproduce any information provided
by me in any format to anyone.
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