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Economy News
 The budget session of Parliament will commence on 23 February and

conclude on 8 May with a month-long recess in between. While the
budget will be presented on 28 February, the Economic Survey will be
tabled on 27 February and the Railway budget on 26 February. (Livemint)

 The government will not auction any more 3G spectrum in 2015 apart
from the 5 Mhz that was approved to be sold. That's despite the Cabinet
clearing the swap of airwaves between the telecom department and
defence ministry, thus freeing up an additional 15 Mhz of high-speed
broadband bandwidth for commercial use. (ET)

 The government has begun reallocating cancelled coal blocks. Today, 36
blocks will be allocated to Public Sector Enterprises. (BL)

 The government may consider the demand of banks to make fixed
deposits for three years and more tax-free instead of the five-year lock-
in period at present, providing these lenders a level-playing field with
mutual funds and tax-free bonds that have been weaning away a large
chunk of investors. (ET)

 The government may raise the limit on foreign holding of Indian
corporate bonds as it believes that the existing $51 billion cap could be
exhausted given the surging demand for Indian fixed income securities.
(ET)

Corporate News
 Zomato is likely to raise fresh funding of up to $80 million as it aims to

recruit more people and expand business in two continents. The fresh
infusion of capital from both new and existing investors will top up the
$60 million from majority owner Info Edge, Sequoia Capital and Vy
Capital in November. (ET)

 Riding high on e-commerce wave, textiles and apparels company Arvind
Ltd is readying to foray into the Rs 300bn Indian footwear market in a
big way. The company will launch its own footwear brand in coming days.
(TOI)

 Apollo Hospitals Enterprise (AHEL) plans to add another 2,000 beds
over the next two financial years, at a cost of around Rs 15bn, Prathap C
Reddy, founder and executive chairman told. (BS)

 The government has hardened its position in a $1 billion dispute over the
Panna Mukta and Tapti oil and gas fields, alleging the contractors
(Reliance Industries and BG) presented arbitrators with financial
statements different from audited accounts, and indulged in heavy
exaggeration of tax payments which reduces the state's share of profit.
(ET)

 Government has sought expression of interest from reputed merchant
bankers for divesting 10 per cent stake in iron ore miner NMDC that
could fetch about Rs 55bn to the exchequer. (ET)

 State-run Gujarat State Fertilizers and Chemicals Ltd (GSFC) plans to
spend over Rs 12bn towards capacity expansions this year. The company
announced investments for the ongoing and future expansions in the
Fertilizers and Nylon-6 manufacturing among others. (BL)

Equity
% Chg

21 Jan 15 1 Day 1 Mth 3 Mths

Indian Indices
SENSEX Index  28,889  0.4  5.5  8.7
NIFTY Index  8,730  0.4  6.1  10.1
BANKEX Index  22,721  0.4  7.5  20.9
BSET Index  11,141  1.0  5.5  10.6
BSETCG INDEX  16,607  0.9  7.9  12.6
BSEOIL INDEX  9,955  (0.1)  (0.3)  (6.7)
CNXMcap Index  12,962  0.1  6.3  14.5
BSESMCAP INDEX  11,423  (0.2)  4.6  10.0

World Indices
Dow Jones  17,554  0.2  (2.3)  6.6
Nasdaq  4,667  0.3  (2.4)  6.5
FTSE  6,728  1.6  2.3  5.1
NIKKEI  17,280  (0.5)  (2.1)  13.6
HANGSENG  24,353  1.7  4.8  4.9

Value traded (Rs cr)
21 Jan 15 % Chg - Day

Cash BSE  4,427  36.3
Cash NSE  20,413  12.6
Derivatives  267,242  (7.9)

Net inflows (Rs cr)
20 Jan 15 % Chg MTD YTD

FII  1,320  217  1,325  1,325
Mutual Fund  (37)  (117)  1,838  1,838

FII open interest (Rs cr)
20 Jan 15 % Chg

FII Index Futures  21,038  6.8
FII Index Options  74,997  3.7
FII Stock Futures  54,454  0.8
FII Stock Options  3,579  4.0

Advances / Declines (BSE)
21 Jan 15 A B T Total % total

Advances 125 835 232  1,192 40
Declines  172  1,253  257  1,682 57
Unchanged  3  64 23  90 3

Commodity % Chg

21 Jan 15 1 Day 1 Mth 3 Mths

Crude (NYMEX)  (US$/BBL)  47.5  (0.6)  (14.1)  (41.0)
Gold   (US$/OZ)  1,292.5  (0.1)  9.4  3.8
Silver  (US$/OZ)  18.2  1.6  15.6  5.4

Debt / forex market
21 Jan 15 1 Day 1 Mth 3 Mths

10 yr G-Sec yield %  7.7  7.7  8.0  8.4
Re/US$  61.6  61.7  63.2  61.3

Sensex

Source: ET = Economic Times, BS = Business Standard, FE = Financial Express,

BL = Business Line,  ToI: Times of India, BSE = Bombay Stock Exchange
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BLUE STAR LTD

PRICE: RS.345 RECOMMENDATION: REDUCE
TARGET PRICE: RS.360 FY16E P/E: 23.8X

Blue Star's numbers were lower than our estimates primarily on account of
higher "Other expenditure" as the company provided for cost escalations for
legacy projects. Order intake has been subdued as reflected by the 19% drop
in order backlog. Having said that, the "Cooling Products" division has done
well on the revenue side though margins were lower sequentially due to
seasonal factors. The company has proposed to transfer its "Professional
Electronics and Industrial Systems" division to wholly owned subsidiary, a
move which would lower standalone profits but may result in some tax
savings, we opine. We have made reductions to our earnings on account of
the above factors. Downgrade to REDUCE in view of minor upside.

Quarterly financials

(Rs mn) Q3FY15 Q3FY14 YoY (%)

Net Sales 5867 5411 8.4

Commission 41 48 -15.6

Raw material costs 3196 3294 -3.0

Staff costs 634 544 16.7

Purchase of Stock in Trade 800 522 53.3

Other expenditure 1254 950 32.0

Total Expenditure 5885 5310 10.8

PBDIT 23 149 -84.7

Other income 86 91 -4.5

Depreciation 103 85 21.2

EBIT 6 154 -96.2

Interest 105 126 -16.6

PBT -99 28 -453.4

Tax 21 0

PAT -120 28 -528.1

Extraordinary gain 183 0

EPS Rs per share  (1.3)   0.3

PBDIT (%) -0.3 1.9

Raw material cost to sales (%) 68.1 70.5

Other expenditure to sales (%) 21.4 17.6

Staff costs to sales (%) 10.8 10.0

Tax rate (%) -21.1 0.0

Source: Company

Revenue growth came in line. "Cooling products" segment (room
ACs) continues to post a strong show.
In a seasonally weak quarter, Blue Star Limited reported revenues of Rs 5.8 bn for
Q3FY15, up 8% on a yoy basis.

The Electro Mechanical Projects and Packaged Airconditioning Systems business,
accounting for 60% of the total revenues in the quarter, grew a modest 2% yoy,
reflecting the challenging business scenario in commercial real estate characterized
by tight liquidity and elevated interest rates.

Summary table

(Rs mn) FY14 FY15E FY16E

Sales 27,704 30,325 32,381
Growth (%) 0.1 9.5 6.8
EBITDA 1,058 1,151 1,706
EBITDA margin (%)  3.8  3.8  5.3
PBT  759  900  1,451
PAT  759  799  1,306
EPS (Rs) 8.4 8.9 14.5
Growth (%) 49.4 5.3 63.3
CEPS 12.3 13.2 19.1
BV (Rs/share) 56.9 61.1 71.0
Dividend / share (Rs) 4.0 4.0 4.0
ROE (%)  14.8  14.6  21.3
ROCE (%)  13.7  12.1  17.2
Net cash (debt) -3,837 -3,629 -2,668
NW Capital (Days) 46.8 37.3 33.1
EV/Sales (x) 1.3 1.1 1.0
EV/EBITDA (x) 33.0 30.1 19.7
P/E (x) 40.9 38.8 23.8
P/Cash Earnings  28.0 26.2 18.0
P/BV (x)  5.9 5.5 4.7

Source: Company, Kotak Securities - Private
Client Research

Price chart

Source: Bloomberg

RESULT UPDATE

Sanjeev Zarbade
sanjeev.zarbade@kotak.com
+91 22 6621 6305
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Cooling Products revenue comprised 33% of the total revenues of the Company
during the quarter. The segment registered a growth of 26% yoy driven by en-
hanced sales of room airconditioners and refrigeration products. The room AC indus-
try is witnessing improved demand after almost consecutive two years of decline.
Demand is being led by enhanced consumer sentiment and improving standards of
living (more rooms per household).

In so far as the room AC segment is concerned, Blue Star has traditionally focused
on the B to B segment (institutional) of the market. It changed its stance around
three years back when it started targeting the retail segment as well for room ACs.
Since then, the company has strengthened its market share and is now one of the
top 5-6 players in the market. The company has effectively leveraged its image as a
focused AC manufacturing company which is showing in its overall improvement in
market positioning.

The company has also made gains in terms of market penetration and now almost
50% of its sales are contributed by Tier 3/4/5 cities.

The Professional Electronics and Industrial Systems business reported 11% decline in
revenue during the quarter mainly due to muted industrial activity in the economy.

Segment Revenue

(Rs mn) Q3FY15 Q3FY14 YoY (%)

Central AC (MEP) 3571 3488 2%

Cooling products 1965 1554 26%

Professional electronics 372 417 -11%

Source: Company

EBITDA margin contraction attributed to drop in Central AC (MEP)
segment. Cooling products segment performed well.
Segment-wise, MEP margins have dipped sharply from 5% in Q3FY14 to 0.8% in
Q3FY15.

Consequently, overall EBITDA margins were subdued due to a significant correction
in the estimates of specific legacy projects based on revised quantity estimates
coupled with higher debtor provisioning.

We are surprised by the extent of sharp drop in margins and would be seeking fur-
ther clarification into its cause.

"Cooling products" margins improved to 5.1% vs 2.9% in Q3FY14 mainly due to
higher manufacturing capacity utilization, Cenvat benefits, higher indigenisation,
stable foreign exchange and higher price realisation.

"Other expenditure" rose 32% yoy to Rs 1.25 bn which we believe could be on
account of 1) higher marketing and advertising expenses 2) project cost related pro-
visions

Segment margins

(%) Q3FY15 Q3FY14

Central AC (MEP) 0.8% 5.2%

Cooling products 5.1% 2.9%

Professional electronics 18.8% 20.6%

Source: Company
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Decline in order backlog
Order backlog at the end of Q3FY15 stood at Rs 14.1 bn, down 19% and 5% on a
y-o-y and sequential basis.

The areas that are seeing greater investment interest include IT SEZ, Hospitals and
Metro projects.

The order inflow continues to be poor and the company has been struggling to close
jobs, which has affected revenue recognition. The legacy jobs continue to be a bur-
den on the Company.

Business Restructing
The company has decided to transfer of the Professional Electronics & Industrial Sys-
tems business of the Company to Blue Star Electro-Mechanical Limited (BSEML), a
wholly owned subsidiary of the Company, before the end of this Financial Year on a
"going concern". The fair value as determined by an independent valuer is esti-
mated at about Rs 1.1 bn. BSEML will discharge the consideration for the said trans-
fer by issue and allotment of fully paid up equity shares to the Company.

The company sees improving growth opportunities in the areas (Industrial Products
and Systems, Material Testing Equipment and Systems (Destructive/Non-Destruc-
tive), Data Communication Products & Services, Testing and Measuring Instruments
and Healthcare Systems) that are serviced by the like Professional Electronics & In-
dustrial Systems segment and hence perceived the need to provide a separate iden-
tity to this segment vis a vis blue star which is mainly a Air Conditioning and Refrig-
eration brand.

The Company intends to stay invested for a long term and grow this business. Fur-
ther, BSEML will be suitably renamed to reflect the nature of its business.

We have suitably given effect to this restructuring in our standalone estimates for
FY15 and FY16. This segment accounted for around Rs 300-320 mn profit at EBIT
level.

BSEML had a negative net worth of Rs 192 mn and reported loss of Rs 132 mn at
the PBT level.

There may be a possibility of tax savings arising out of the proposed transfer of the
Professional Electronics & Industrial Systems business to BSEML.

Earnings Revision
Earnings revised downwards due to a combination of weak profitability in the MEP
segment partly offset by improved margins in the "cooling products" segment and
effect of the transfer of the "Professional Electronics & Industrial Systems business"
to BSEML.

Earnings estimates

FY15  FY16
(Rs mn)  Earlier  Revised  Earlier  Revised

Revenue 30,404 30,325 35,181 32,381

EBITDA (%) 5.6 3.8 6.5 5.3

EPS  (Rs)  13.9  8.9  17.30  14.5

% change -36.0 -15.0

Source: Kotak Securities - Private Client Research
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Stock has underperformed in the past quarter on back of weak
margins in MEP segment and delay in recovery in order backlog.
In the Q3FY15, the "Blue Star" stock has underperformed the Sensex on account of
close to full valuations and delay in recovery of the MEP projects segment.

In Blue Star's case, while the room airconditioner part of the business is on a robust
footing and is growing well, the MEP business has been a drag on the margins as
well as cash flow. The problem is with the legacy projects which basically slow-mov-
ing projects and have suffered massive cost escalations.

The management has been struggling to close these legacy projects. We would seek
further details relating to the quantum of the legacy projects and possibility of further
provisions in the future quarters.

In our view, traction in order intake in MEP segment remains the most the critical
variable. Fresh order intake at improved margins needs to crowd out the legacy and
low margin orders, thereby leading to improved margin mix.

We share the management's optimism that the commercial construction cycle is
likely to revive in FY16, which should provide the much needed traction to order
intake.

Given the corporate restructuring, we now value the company on a SOTP method.
We ascribe value of Rs 342 per share to the standalone business (23x FY16 earnings)
and add Rs 18 per share to the demerged business of PE&I.

We recommend REDUCE with a target price of Rs 360 per share (Rs 390 earlier).

We recommend REDUCE on
Blue Star Ltd with a price

target of Rs.360
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ITC LTD

PRICE: RS.353 RECOMMENDATION: SELL
TARGET PRICE: RS.346 FY16E P/E: 25.5X

ITC's reported EBITDA underperformed our estimates 6%, as cigarette
volumes declined more sharply than expected. All else remaining equal,
cigarette volumes tend to recover over 2-3 quarters; however, near-term, ITC
faces the threat of a further round of punitive excise duty action on
cigarettes, which will be difficult to pass on. Over the medium-term, ITC
needs to deal with: 1/ changes in regulations for warnings on cigarette
packs (effective April, 2015), and 2/ potential changes in the COTPA, which
could deal a significant blow to the cigarette industry. We downgrade the
stock to SELL, with a target price of Rs 346 (from Rs 361 earlier).

Results Summary

Rs mn, FY Ends Mar Q3FY14 Q4FY14 Q1FY15 Q2FY15 Q3FY15

Net Sales 86,231 91,451 91,644 89,303 88,002

 - o/w Cigarettes 41,161 40,788 42,011 42,509 41,419

 - o/w Non-Cigarette FMCG 20,778 23,145 19,346 21,960 23,141

 - o/w Hotels 3,154 3,205 2,487 2,616 3,303

 - o/w Agri Business 17,864 20,042 32,961 20,587 15,979

 - o/w Paper and Paperboard 12,574 12,612 12,885 12,841 11,988

Expenses

 - Raw Material Expenses 34,394 38,696 39,776 35,552 34,776

 Gross Profit 51,837 52,755 51,869 53,752 53,227

 Gross Margins 60.1 57.7 56.6 60.2 60.5

 - Employee Expenses 4,008 4,108 5,087 3,979 4,191

 - Other Expenses 16,024 17,547 14,845 15,821 15,817

EBITDA 31,806 31,100 31,937 33,952 33,218

Margin 36.9 34.0 34.8 38.0 37.7

Depreciation 2,259 2,378 2,313 2,432 2376

EBIT 29,546 28,722 29,624 31,520 30,842

Other Income 4,948 3,601 3,184 4,496 7,244

Interest Expneses 91 95 152 184 84

PBT 34,403 32,227 32,657 35,833 38,002

Provision for Tax 10,550 9,447 10,793 11,581 11,652

PAT 23,853 22,780 21,864 24,252 26,350

Source: Company Reports

 ITC's revenues came in below estimates, with underperformance across most
segments of the company. Cigarette segment registered 0.6% growth in net
sales, underperforming our estimates by 2.5%. We believe the cigarette volume
de-growth was in lower double digits. We note that price hikes in the quarter are
likely to be 15-17%.

 Other FMCG segment net sales registered 11.4% y/y growth. The company's
release indicates that ITC registered stronger growth in staples, spices, and
ready-to-eat foods, as also snack foods and instant noodles and pasta. The Ho-
tels segment continued to register weak growth on account of weak growth in
pricing. The Agri business degrew 10% - the company has cited lower trading
opportunities as the prime cause. The Paper and Paperboards segment also wit-
nessed a decline of 5% in the face of weakness in demand for FMCG and ciga-
rettes.

Summary table

(Rs mn) FY14 FY15E FY16E

Sales  328,826  366,044  406,887
Growth (%) 11.1 11.3 11.2
EBITDA  120,988  134,912  151,595
EBITDA margin (%)  36.8  36.9  37.3
PBT  126,591  143,024  163,922
Net profit  87,852  97,256  109,828
EPS (Rs)  11.1  12.3  13.8
Growth (%)  16.7  10.7  12.9
CEPS (Rs)  12.2  13.4  15.0
BV (Rs/share)  29.3  34.0  40.2
Dividend / share (Rs)  6.0  6.5  6.5
ROE (%)  40.5  38.7  37.3
ROCE (%)  32.5  31.4  31.0
Net cash (debt)  33,458  58,343  90,540
NW Capital (Days) 186 207 230
P/E (x)  31.9  28.8  25.5
P/BV (x)  12.0  10.4  8.8
EV/Sales (x)  8.4  7.5  6.7
EV/EBITDA (x)  22.9  20.3  17.9

Source: Company, Kotak Securities - Private
Client Research

Price chart

Source: Bloomberg

RESULT UPDATE

Ritwik Rai
ritwik.rai@kotak.com
+91 22 6621 6310
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 Gross margins registered a modest expansion, and the other expenses of the
company were held in check. Even so, the margins expanded only 80 bps, and
the company's reported EBITDA came in 6% lower than our estimates.

 The cigarette segment (over 85% of segment profits) continued to register higher
margins, with margins (segment PBIT/ net sales) expanding 5.2 ppt. Even so, on
account of weak growth in sales, the company witnessed only 7% y/y growth in
segment profits. We note that this is the first instance of single - digit profit
growth in cigarette segment in over six years.

 Non-cigarette FMCG came back into the black, but registered modest profits of
Rs 115mn. In Hotels, segment profit was hit by higher depreciation along with
soft growth in sales. Agri-business profitability improved on higher realizations
from leaf tobacco. Paper and paperboard profits were weaker on lower utiliza-
tion.

Segment Revenues

(Rs mn) Q3FY14 Q4FY14 Q1FY15 Q2FY15 Q3FY15

Segment Revenues

 - o/w Cigarettes 41,161 40,788 42,011 42,509 41,419

 - o/w Non-Cigarette FMCG 20,778 23,145 19,346 21,960 23,141

 - o/w Hotels 3,154 3,205 2,487 2,616 3,303

 - o/w Agri Business 17,864 20,042 32,961 20,587 15,979

 - o/w Paper and Paperboard 12,574 12,612 12,885 12,841 11,988

Revenue Growth

 - o/w Cigarettes 12.5% 12.6% 18.8% 14.2% 0.6%

 - o/w Non-Cigarette FMCG 16.6% 13.7% 10.9% 11.9% 11.4%

 - o/w Hotels 1.9% 1.6% -0.5% 5.9% 4.7%

 - o/w Agri Business 9.5% 8.1% 50.6% 16.1% -10.6%

 - o/w Paper and Paperboard 18.5% 19.3% 10.8% 8.9% -4.7%

Revenue Contribution

 - o/w Cigarettes 47.7% 44.6% 45.8% 47.6% 47.1%

 - o/w Non-Cigarette FMCG 24.1% 25.3% 21.1% 24.6% 26.3%

 - o/w Hotels 3.7% 3.5% 2.7% 2.9% 3.8%

 - o/w Agri Business 20.7% 21.9% 36.0% 23.1% 18.2%

 - o/w Paper and Paperboard 14.6% 13.8% 14.1% 14.4% 13.6%

Source: Company Reports

Segment Profits

Rs mn, FY Ends Mar Q3FY14 Q4FY14 Q1FY15 Q2FY15 Q3FY15

Segmental Profit 31,623 29,888 31,714 34,026 33,792

 - o/w Cigarettes 26,526 25,519 27,218 28,821 28,863

 - o/w Non-Cigarette FMCG 104 431 -156 -103 115

 - o/w Hotels 622 599 -121 -96 287

 - o/w Agri Business 2,054 1,455 2,025 2,983 2,388

 - o/w Paper and Paperboard 2,317 1,884 2,749 2,421 2,139

Contribution to Segment Profits

 Cigarettes 83.9% 85.4% 85.8% 84.7% 85.4%

 Non-Cigarette FMCG 0.3% 1.4% -0.5% -0.3% 0.3%

 Hotels 2.0% 2.0% -0.4% -0.3% 0.8%

 Agri-Business 6.5% 4.9% 6.4% 8.8% 7.1%

 Paper and Paperboard 7.3% 6.3% 8.7% 7.1% 6.3%

Source: Company Reports
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 The company registered a strong growth in other income, due to which the miss
on PAT was relatively modest.

Outlook and Investment View
 The results serve as a reminder that cigarette demand is not price inelastic; con-

sistent hikes can and shall have an impact.

 Given that the Union Budget is only a month away, we believe these results shall
generate some fear among investors. ITC may not have the liberty of raising
prices sufficiently to offset hikes in excise duties/ VAT hikes that may follow.

 Usually, declines in cigarette volumes wear off after 2-3 quarters. Assuming no
further hikes, we would expect cigarette volumes to recover in 2-3 quarters.

 Also, there are potential non-tax regulatory threats that ITC faces: 1/ from April,
2015, the size of warnings on cigarettes should be raised to 85% (40% pres-
ently), and 2/ there could be a series of changes to the COTPA, which include
ban on sale of loose cigarettes, that could affect the company in the medium -
term.

 We choose to value ITC conservatively, given regulatory threats that the com-
pany faces. We value ITC at 25X FY16E PER, and downgrade the stock to SELL.

 Key risks to our investment view include: a/ mild hikes (6% or less) in the excise
duty and containment of VAT, b/ no action/ little action on the proposed changes
in COTPA.

We recommend SELL on
ITC Ltd with a price

target of Rs.346



Kotak Securities - Private Client Research Please see the disclaimer on the last page For Private Circulation 9

MORNING  INSIGHT January  22,  2015

Kotak Securities Limited has two independent equity research groups: Institutional Equities and Private Client Group. This report has been pre-
pared by the Private Client Group. The views and opinions expressed in this document may or may not match or may be contrary with the views,
estimates, rating, target price of the Institutional Equities Research Group of Kotak Securities Limited.

Price chart

Source: Bloomberg

RESULT UPDATE

Ritwik Rai
ritwik.rai@kotak.com
+91 22 6621 6310

ZEE ENTERTAINMENT

PRICE: RS.382 RECOMMENDATION: ACCUMULATE
TARGET PRICE: RS.421 FY16E P/E: 31.8X

Zee Entertainment's 2QFY15 results surprised positively on the topline;
operating profits came in marginally lower than our estimates, on higher
one-off expenses in the quarter. The company's competitiveness remains
intact/ improving, while industry developments have raised visibility in
terms of advertising and subscription revenues. We are confident that ZEEL
management shall be prudent in management of long-term value erosion in
the new channel (likely to launch in 4QFY15/1QFY16), and we think that
declines in the stock, if any, precipitated by the launch, shall be an
opportunity to buy. Maintain ACCUMULATE, with price target of Rs 421.

Results Summary

ZEEL, Rs mn (FY Ends Mar) 3QFY15 3QFY14 % chg. y/y 2QFY15 % chg. q/q

Revenues: 13,637 11,884 14.8 11,178 22.0

 - Advertising Revenues 7,426 6,843 8.5 6,259 18.6

 - Subscription Revenues 4,461 4,565 -2.3 4,245 5.1

   - Domestic Subn. 3,455 3,322 4.0 3,373 2.4

  - International Subn. 1,007 1,243 -19.0 872 15.5

 -Other Revenues 1,750 476 267.6 674 159.5

Expenses 10,104 8,977 12.6 7,974 26.7

 - Content and Programming 6,456 6,095 5.9 4,703 37.3

 - SG&A Expenses 2,556 1,923 32.9 2,191 16.6

 - Employee Expenses 1,093 959 13.9 1,080 1.2

EBITDA 3,533 2,907 21.5 3,205 10.3

Margin (%) 25.9 24.5 1.4ppt 28.7 -2.8ppt

Depreciation and Amortization 170 135 25.7 134 26.8

EBIT 3,364 2,772 21.3 3,071 9.5

Interest Expenses 28 32 -11.9 23 23.7

Other Income 802 380 111.0 522 53.6

PBT 4,137 3,120 32.6 3,570 15.9

Provision for Taxes 1,072 985 8.8 1,300 -17.5

Effective Tax Rate 0 0 NM 0 NM

PAT before Minority Interest 3,065 2,135 43.6 2,270 35.0

Associate/ Minority Interest -21 0 NM -6 280.0

Profit After Tax 3,086 2,135 44.5 2,276 35.6

Source: Company Reports

 ZEEL's revenues came in ahead of our estimates, on account of: 1/ stronger ad-
vertising as well as subscription revenues, and 2/ strong growth in other operat-
ing revenues (syndication revenues, a large part is likely to be one-off in nature).

 The company reported 8.5% y/y growth in advertising revenues, which were led
by non-sports advertising revenue growth in high-teens, as per management.
Domestic subscription revenues registered 2.5% q/q growth, modestly ahead of
expectations. International subscription revenues have, as per management, reg-
istered a "like-to-like" basis growth in double digits.

 In the quarter, the company has  registered significant revenues from syndication
of certain sports and non-live events, which has helped the other revenues regis-
ter a strong growth. Management has indicated that the growth is EBITDA neu-
tral.

Summary table

(Rs mn) FY14 FY15E FY16E

Sales  44,217  46,255  54,509
Growth (%) 19.5 4.6 17.8
EBITDA  12,043  13,201  16,446
EBITDA margin (%)  27.2  28.5  30.2
PBT  13,190  14,266  17,971
Net profit  8,921  9,170  11,541
EPS (Rs)  9.3  9.5  12.0
Growth (%)  23.2  2.8  25.9
CEPS (Rs)  9.8  10.4  12.9
BV (Rs/share)  47.4  53.5  62.1
Dividend / share (Rs)  2.0  2.0  2.0
ROE (%)  21.1  18.9  20.8
ROCE (%)  21.3  19.0  20.8
Net cash (debt)  6,509  12,541  17,422
NW Capital (Days) 160 149 155
P/E (x)  41.1  40.0  31.8
P/BV (x)  8.1  7.1  6.2
EV/Sales (x)  7.3  6.9  5.8
EV/EBITDA (x)  27.0  24.1  19.1

Source: Company, Kotak Securities - Private
Client Research
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 Content and Programming expenses have registered a 27% q/q growth on ac-
count of: 1/ higher costs on the "other income" discussed above, 2/ higher origi-
nal programming hours on Zee TV, and 3/ impairment costs on certain assets.

 The company's SG&A expenses have registered 33% y/y growth, we think on
the following counts: 1/ placement  of new channels, 2/ provisions relating to
subscription revenues, 3/ Zee TV makeover costs, 4/ costs related to CSR initia-
tives taken by the company, in addition to the usual inflation that should be seen
in the line item.

 Reported EBITDA, Rs 3533 mn, is 2% below our estimates, on account of higher
expenses on programming as well as higher SG&A expenses.

 The company has reported a sharp rise in other income in the quarter, which is
on account of tax write-backs, which has also affected effective tax rate posi-
tively. As a results, reported PAT is 24% higher than our estimates.

 On the conference call the management said that the industry outlook has im-
proved, which has helped strong advertising revenue growth for the company.
The management indicated that its efforts in marketing "Zee Zindagi" as a
channel which has stronger presence in higher income groups than what is indi-
cated by ratings, is bearing fruit. Management expressed hope that advertising
revenue growth for the industry shall be stronger in the coming quarters, as: 1/
FMCG companies are likely to spend more aggressively, as gross margins provide
greater room, 2/ certain new categories are emerging, notably e-commerce, as
significant advertisers on TV, which will help growth.

 On the potential for a-la-carte pricing of its channels (similar to what Star India
has done), the company said it is evaluating its options and may have something
to share in the next 1-2 months.

 Zee Entertainment is ready to launch its new Hindi GEC. The management did
not share any details of the extent of expenses that might be incurred in the
venture; however the management said that the launch will be a full-scale
launch, and will entail significant expenses. The management noted that while
carriage and placement costs have declined considerably from 2-3 years ago,
there would still be significant carriage expenses as 50% of the viewership is
analogue.

Outlook and Investment View
 Several industry drivers have changed meaningfully since our last update which

we take note of: 1/ there is a potential for a significant re-set in the cable value
chain, started off by Star India, which could affect positively the broadcasting
industry, 2/ advertising environment is likely to improve significantly going for-
ward, with - a/ strong growth in FMCG gross profits expected from declines in
commodity prices, and b/ from categories such as e-commerce, which are flush
with funds and need to raise brand awareness. In addition, we believe that cat-
egories such as banking and financial services, which have been relatively inac-
tive in recent past are likely to pick up meaningfully.

 Backed by these, we think there is significant visibility in growth for Zee Enter-
tainment. Also, given that Zee Entertainment is amongst the few listed broad-
casters with a strong enough bouquet to claim gains from all the above noted
trends, we think the stock is likely to see strong demand. Valuations are likely to
remain rich.

 The launch of Zee Entertainment's new channel is a threat as well as an oppor-
tunity; further, we are confident, given the track record of Zee Entertainment,
that the channel's losses shall be kept in check over the medium/ long-term.

 We value Zee Entertainment at 35X FY16E PER, or Rs 421. We maintain ACCU-
MULATE. Key risks to our investment view arise from: 1/ advertising environ-
ment weaker than expectations, 2/ weakening of competitiveness (viewership).

We maintain ACCUMULATE
rating on Zee Entertainment
with a price target of Rs.421
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Bulk deals

Forthcoming events Company/Market
Date Event

22-Jan Alembic, Biocon, Cairn India, Dish TV, HCL Infosys, Mastek, Polaris, Zee Media
earnings expected

23-Jan BEL, Colgate Palmolive, Koltepatil, Omax auto, Ultratech Cement earnings
expected

Source: BSE

Trade details of bulk deals

Date Scrip name Name of client Buy/ Quantity Avg.
Sell of shares price

(Rs)

21-Jan AHLUCONT General Electric Invest Corp

A/C. General Electric Pen B  799,791  220.0

21-Jan AHLUCONT Pushpa Rani S  740,100  220.0

21-Jan ANKUSHFI Rajeev Rajkumar Niroola B  30,700  4.9

21-Jan DELTALTD Anil Kumar B  77,662  61.6

21-Jan GODAVARI Tanvi Financial Services Pvt Ltd S  60,000  70.1

21-Jan GOODLUC Sushil Kumar & Sons S  167,585  80.5

21-Jan GUJAUTO Naresh Kothari S  15,000  340.1

21-Jan HANSUGAR Santosh Gajander Singh S  198,460  2.2

21-Jan KHAITANLTD Annudeep Credit Cons Pvt Ltd S  24,300  9.0

21-Jan LINCOPH Chemfar Laboratories S  100,000  103.6

21-Jan LOOKS Saumil Arvindbhai Bhavnagari S  38,000  129.7

21-Jan M3GLOBAL Mehul Shantilal Sancheti B  22,500  30.7

21-Jan MAHINDCIE India Value Fund Iii - A S  7,010,000  235.0

21-Jan MAHINDCIE Icici Prudential Mutual Fund B  4,000,000  235.0

21-Jan MAHINDCIE Gic - Government Of Singapore B  3,000,000  235.0

21-Jan MANJUSHREE Pramod Kumar Drolia B  120,000  428.0

21-Jan MANJUSHREE Vimal Kedia S  730,000  428.0

21-Jan MANJUSHREE Rajat Kedia B  730,000  428.0

21-Jan MAVENSBIO Chanda Devi Surana B  1,050,000  0.6

21-Jan PRERINFRA Vijay Shah S  40,935  20.4

21-Jan PRISMMEDI Leocadia Peter Fernandes B  25,000  24.6

21-Jan PRISMMEDI Rajesh Shankar Ayare S  10,000  24.2

21-Jan PRISMMEDI Shah Sanjay S  10,000  24.2

21-Jan PRISMMEDI Allen Cyprian Rebello B  10,000  24.5

21-Jan RCRL Ajitkumar Chordia S  78,000  14.3

21-Jan RCRL Goutam Chand B B  84,000  14.3

21-Jan SCANPGEOM Shaival Mayurbhai Desai B  196,302  29.0

21-Jan SCANPGEOM Rameshchandra K. Sojitra (Huf) S  200,000  29.0

21-Jan SHEMAROO Copthall Mauritius Investment Ltd B  243,321  230.4

21-Jan VMS Elan Capital Advisors Pvt Ltd S  300,000  19.9

21-Jan VMS Shiv Shakti Agrifoods Pvt Ltd B  100,000  19.9

21-Jan VMS Nisha Jitendrakumar Gaur B  100,000  19.9

21-Jan VMS Ketan Anand B  100,000  19.9

Source: BSE
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Gainers & Losers Nifty Gainers & Losers
Price (Rs) chg (%) Index points Volume (mn)

Gainers

Hindustan Unilever  942  5.2  NA 4.1

Bharti Airtel  369  4.0  NA 4.6

Bank of Baroda  1,128  3.8  NA 2.7

Losers

ITC  353  (5.0)  NA  21.6

Cipla  643  (2.8)  NA  1.5

Zee Ent  382  (2.3)  NA  7.7

Source: Bloomberg
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