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ARPUs to be tad lower; costs drop lead to margin surprise
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Top takeaways from Q2FY16

x  ARPU misses our estimates for the second quarter in a row — this time the culprit was

increase in service tax to 14% from 12.36%
Content-cost fell qoq on rollback of the ~28% increase in wholesale tariff
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v
v EBITDA margins higher than estimates on lower employee and content costs &/:RSI?E/:RCE:P('{II;:)BN) : 12?2
x  Interest expense was more than foreseen on higher proportion of rupee-denominated  markeT cap (USDBN) : 1.8
loan, which has higher interest cost 52 - WK HI/LO (RS) : 122 /54
% Added 338,000 net subscribers — marginally lower than our estimate of 350,000 LIQUIDITY 3M (USDMN) : 126
<& Churn higher than estimates, but lower than industry PAR VALUE (RS) : !
< Subscriber acquisition cost was in line with estimate SHARE HOLDING PATTERN, %
Jun15 Mar15 Dec14
Key highlights: Dish TV missed our revenue estimates by 1.3% on lower ARPU (which fell by =~ PROMOTERS: 64.5 64.5 64.5
Rs 2 goq). However, thanks to lower content/employee costs (down 4%/15% qoq), EBITDA FIL/NRI: 28 131 135
. . . . FI/ MF : 3.7 3.4 3.2
was 3% higher than our expectations and up 57% yoy. EBITDA margins at 33.9% (life-time | J\ oro - a8 a1 38
hlgh) exceeded our estimates by 130bp$ PUBLIC & OTHERS : 8.2 7.0 71
Conference call takeaways: Key Financials
x  Management has lowered ARPU growth guidance to 4.5-6.0% (from 6-7%) on increased ES:"S"I ZGFZ:: 3F1Yz11§; 3F6YZZ§
service tax. DishTV is also seeing higher subscriber addition from phase 3/4 markets and E;DfAes 7:331 9:974 12:203
these are slightly ARPU dilutive Net Profit 31 2478 4281
% Proportion of HD subscribers in the net additions fell (to 20.5% from 23-25%) on lower  gps gs 0.0 23 4.0
sports-related events in Q2. However, these should increase to normalcy in the  peR x 3,662.7 46.4 26.9
upcoming festival season EV/EBIDTA, x 17.1 12,5 9.9
& The company maintained its net subscriber addition guidance of 1.6-1.7mn for FY16 ROE, % NM NM - 116.8
v Since content-cost-sharing arrangements with broadcasters are locked until Q3FY17,  Debt/Equity (%) NM NM 1853
they are unlikely to see any sharp upticks — this will enable further margin expansion BLM Cons EPS, Rs 0.0 2.0 3.6
CHANGE IN ESTIMATES
Outlook and valuation: We have marginally lowered our FY16 PAT estimate on lower ARPU __Revised Est. _ __ % Revision__
assumption. We maintain our BUY rating with a DCF-based PT of Rs 127 (unchanged) as we  Rsbn FY16E FY17E FY16E FY17E
believe that operating and financial performance will improve driven by underlying  Revenue 31,499 36,443 -0.9% -0.9%
structural changes in the industry, revival of pricing power, and moderating content-cost ~ EBITDA 9,974 12,203 -1.0%  0.2%
inflation. At our target price, the stock will trade at 14x/12x FY16/17 EV/EBITDA. Core PAT 2478 4,281 -3.7%  0.1%
EPS (Rs) 2.3 40 -3.0% 0.5%
Manoj Behera
(in Rs mn) Q2FY16 Q2FY15 yoy QIFY16 qoq vs. expectations Comments
growth % %
growth %
ARPU(in Rs) 171 166 3% 173 -1% -2% Service tax increase resulted in ARPU decline
Net adds(in '000s) 338 378 -11% 390 -13% -3% Below estimate on seasonality
Churn(%) 0.80% 0.70% 0.70%
SAC(Rs) 1725 1650 5% 1750 -1% -1% In line with estimates
Subscription revenue 6926 5945 17% 6828 1% -2% Lower ARPU led to the miss
Lease rental revenue 110 190 -42% 120 -8% 10%
Bandwidth charges 270 180 50% 230 17% 8%
Advt. and other operating revenue 165 20 725% 100 65% 10%
Total consolidated Revenue 7524 6724 12% 7367 2% -1%
EBITDA 2550 1624 57% 2368 8% 3% Surpassed on lower content and employee costs
EBIDTA (%) 33.9% 24.1% 32.1%
Depreciation costs 1330 1519 -12% 1598 -17% -19%
EBIT 1220 104 1070% 771 58% 44%
PAT 870 -151 NM 542 60% 53%
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Quarterly results review

% change
(in Rs mn) Q2FY16 Q2FY16E Q2FY15 Q1FY16 vs. est yoy qoq
Revenue 7524 7624 6499 7367 -1.3% 15.8% 2.1%
Operating cost 3587 3748 3399 3623 -4.3% 5.5% -1.0%
Programming/content costs 2035 2184 1929 2120 -6.8% 5.5% -4.0%
as a % of revenue 27.1% 28.6% 29.7% 28.8% -159bps -263bps -173bps
Other operating costs 1551 1565 1470 1503 -0.9% 5.5% 3.2%
S&D cost 681 683 920 663 -0.4% -26.0% 2.6%
Employee cost 296 350 253 347 -15.5% 17.1% -14.7%
Admn and Other Cost 411 358 307 365 14.9% 33.7% 12.6%
Total cost 4974 5140 4879 4998 -3.2% 2.0% -0.5%
EBITDA 2550 2485 1620.3 2368.4 2.6% 57.4% 7.7%
EBIDTAM 33.9% 32.6% 24.9% 32.1% 130bps 896bps 174bps
Depreciation 1330 1638 1519.4 1597.9 -18.8% -12.4% -16.7%
EBIT 1220 847 100.9 770.5 44.0% 1108.9% 58.3%
Finance charges (net) 548 480 425 479.6 14.2% 28.8% 14.2%
Other income 197 200 192.7 262.2 -1.3% 2.4% -24.7%
Exceptional items/Others - - - -
PBT 870 567 -132 553 53.3% -761.3% 57.2%
Tax expense - - 10 11
Tax rate - - -7.2% 2.0%
PAT 870 567 -141 542 53.3% -716.7% 60.4%

Source: Company, PhillipCapital India Research
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Financials
Income Statement Cash Flow
Y/E Mar, Rs mn FY14 FY15e FYl6e FY17e FY14 FY15e FY16e FY17e
Net sales 23,261 26,865 31,499 36,443 Pre-tax profit -1,576 74 2,608 4,757
Growth, % 7 15 17 16 Depreciation 5974 6,138 6,498 6,733
Total income 23,261 26,865 31,499 36,443 Chg in working capital 1,440 462 855 972
Raw material expenses -75 0 0 0 Total tax paid & others -1 -42 -130 -476
Employee expenses -79 -83 -87 -91 Cash flow from operating activities 5,778 6,631 9,831 11,986
Other Operating expenses -17,762 -19,451 -21,437 -24,149 Capital expenditure -2,895 -6,907 -8,801 -8,459
EBITDA (Core) 5346 7,331 9,974 12,203 Chg in marketable securities 2,282 500 0 0
Growth, % (7.7) 37.1 36.1 22.3 Cash flow from investing activities -613 -6,407 -8,801 -8,459
Margin, % 23.0 27.3 31.7 33.5 Free cash flow 3,721 224 1,029 3,526
Depreciation -5,974 -6,138 -6,498 -6,733 Equity raised/(repaid) 0 0 0 0
EBIT -628 1,193 3,476 5,471 Debt raised/(repaid) -669 1,311 -3,000 -5,615
Growth, % 30.3 (290.0) 1915 57.4 Cash flow from financing activities -669 1,311 -3,000 -5,615
Margin, % (2.7) 4.4 11.0 15.0 Net chg in cash 3,052 1,535 -1,971 -2,088
Interest paid -1,328 -1,754 -1,567 -1,412
Other Non-Operating Income 379 635 699 699
Pre-tax profit -1,576 74 2,608 4,757 Valuation Ratios
Tax provided 1 42 -130 - -476 FY14 FylSe Fylée FY17e
Profit after tax -1,576 31 2,478 4,281
Net Profit -1,576 31 2,478 4,281 Per Share data
Growth, % 138.8 (102.0) 7,791.4 72.8 EPS (INR) (1.5) 0.0 23 40
- i ’ Growth, % NM NM NM 728
e sharee ) Uit noss roes dos  SookNAVstare(n) 29 @9 () 34
Wtd aJ\;/g shares (m) 1’065 11065 1’065 1’065 CEPS (INR) 4.1 >8 84 103
2 . . . CFPS (INR) 3.7 5.6 86 10.6
Return ratios
Return on assets (%) (2.5) 4.0 11.4 16.5
Balance Sheet Return on equity (%) NM NM NM 116.8
Y/E Mar, Rs mn FY14 FY15e FY16e FY17e Return on capital employed (%) (10.2) 20.1 58.0 61.7
Cash & bank 3,426 4,961 2,991 903 Turnover ratios
Marketable securities at cost 500 0 0 0 Asset turnover (x) 3.8 5.7 5.6 5.4
Debtors 415 479 562 650 Sales/Total assets (x) 0.8 0.9 1.0 1.2
Inventory 75 74 86 100 Sales/Net FA (x) 1.2 1.5 1.6 1.7
Loans & advances 3,029 3,498 4,102 4,746 Working capital/Sales (x) (0.8) (0.8) (0.6) (0.4)
Other current assets 6 0 0 0 Working capital days (289.5) (274.8) (232.7) (154.6)
Total current assets 7,451 9,012 7,741 6,398 Liquidity ratios
Gross fixed assets 40,989 43,905 44,844 47,185 Current ratio (x) 0.3 0.4 0.3 0.3
Less: Depreciation -27,418 -29,566 -28,623 -29,703 Quick ratio (x) 0.3 0.4 0.3 0.3
Add: Capital WIP 4,226 4,226 4,648 5113 Interest cover (x) (0.5) 0.7 2.2 3.9
Net fixed assets 17,797 18,566 20,869 22,596 Total debt/Equity (%) NM NM NM  185.3
Total assets 27,702 30,032 31,064 31,448 Net debt/Equity (%) NM NM NM  160.7
Current liabilities 21,976 24,276 24,829 20,932 Valuation
Total current liabilities 21,976 24,276 24,829 20,932 PER (x) (73.0) 3,662.7 464  26.9
Non-current liabilities 8851 8851 6,851 6,851 Price/Book (x) NM NM NM - 314
Total liabilities 30,828 33,127 31,680 27,783 EV/Net sales (x) 5.4 4.7 4.0 33
Reserves & surplus 3,126 -3,095 -617 3,665 EV/EBITDA (x) 234 171 1255 9.9
Shareholders’ equity 3,126  -3,095  -617 3,665 EV/EBIT (x) (199.5) 105.2 358 221
Total equity & liabilities 27,702 30,032 31,064 31,448

Source: Company, PhillipCapital India Research Estimates
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Stock Price, Price Target and Rating History
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Rating Methodology

We rate stock on absolute return basis. Our target price for the stocks has an investment horizon of one
year.

Rating Criteria Definition

BUY >= +15% Target price is equal to or more than 15% of current market price

NEUTRAL -15% > to < +15% Target price is less than +15% but more than -15%

SELL <=-15% Target price is less than or equal to -15%.
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Disclosures and Disclaimers

PhillipCapital (India) Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equity Derivatives, and Private Client Group.
This report has been prepared by Institutional Equities Group. The views and opinions expressed in this document may, may not match, or may be contrary at
times with the views, estimates, rating, and target price of the other equity research groups of PhillipCapital (India) Pvt. Ltd.

This report is issued by PhillipCapital (India) Pvt. Ltd., which is regulated by the SEBI. PhillipCapital (India) Pvt. Ltd. is a subsidiary of Phillip (Mauritius) Pvt. Ltd.
References to "PCIPL" in this report shall mean PhillipCapital (India) Pvt. Ltd unless otherwise stated. This report is prepared and distributed by PCIPL for
information purposes only, and neither the information contained herein, nor any opinion expressed should be construed or deemed to be construed as
solicitation or as offering advice for the purposes of the purchase or sale of any security, investment, or derivatives. The information and opinions contained in
the report were considered by PCIPL to be valid when published. The report also contains information provided to PCIPL by third parties. The source of such
information will usually be disclosed in the report. Whilst PCIPL has taken all reasonable steps to ensure that this information is correct, PCIPL does not offer
any warranty as to the accuracy or completeness of such information. Any person placing reliance on the report to undertake trading does so entirely at his or
her own risk and PCIPL does not accept any liability as a result. Securities and Derivatives markets may be subject to rapid and unexpected price movements
and past performance is not necessarily an indication of future performance.

This report does not regard the specific investment objectives, financial situation, and the particular needs of any specific person who may receive this report.
Investors must undertake independent analysis with their own legal, tax, and financial advisors and reach their own conclusions regarding the appropriateness
of investing in any securities or investment strategies discussed or recommended in this report and should understand that statements regarding future
prospects may not be realised. Under no circumstances can it be used or considered as an offer to sell or as a solicitation of any offer to buy or sell the
securities mentioned within it. The information contained in the research reports may have been taken from trade and statistical services and other sources,
which PCIL believe is reliable. PhillipCapital (India) Pvt. Ltd. or any of its group/associate/affiliate companies do not guarantee that such information is accurate
or complete and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice.

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research
report is subject to all aspects of these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is
available on request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the
research analyst’s personal views about all of the subject issuers and/or securities, that the analyst(s) have no known conflict of interest and no part of the
research analyst’s compensation was, is, or will be, directly or indirectly, related to the specific views or recommendations contained in this research report.

Additional Disclosures of Interest:

Unless specifically mentioned in Point No. 9 below:

1. The Research Analyst(s), PCIL, or its associates or relatives of the Research Analyst does not have any financial interest in the company(ies) covered in
this report.

2. The Research Analyst, PCIL or its associates or relatives of the Research Analyst affiliates collectively do not hold more than 1% of the securities of the
company (ies)covered in this report as of the end of the month immediately preceding the distribution of the research report.

3. The Research Analyst, his/her associate, his/her relative, and PCIL, do not have any other material conflict of interest at the time of publication of this
research report.

4.  The Research Analyst, PCIL, and its associates have not received compensation for investment banking or merchant banking or brokerage services or for
any other products or services from the company(ies) covered in this report, in the past twelve months.

5.  The Research Analyst, PCIL or its associates have not managed or co-managed in the previous twelve months, a private or public offering of securities for
the company (ies) covered in this report.

6.  PCIL or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party, in
connection with the research report.

7.  The Research Analyst has not served as an Officer, Director, or employee of the company (ies) covered in the Research report.

8.  The Research Analyst and PCIL has not been engaged in market making activity for the company(ies) covered in the Research report.
9.  Details of PCIL, Research Analyst and its associates pertaining to the companies covered in the Research report:
Sr.no. | Particulars Yes/No
1 Whether compensation has been received from the company(ies) covered in the Research report in the past 12 months for No
investment banking transaction by PCIL
2 Whether Research Analyst, PCIL or its associates or relatives of the Research Analyst affiliates collectively hold more than 1% of the No
company(ies) covered in the Research report
3 Whether compensation has been received by PCIL or its associates from the company(ies) covered in the Research report No
4 PCIL or its affiliates have managed or co-managed in the previous twelve months a private or public offering of securities for the No
company(ies) covered in the Research report
5 Research Analyst, his associate, PCIL or its associates have received compensation for investment banking or merchant banking or No
brokerage services or for any other products or services from the company(ies) covered in the Research report, in the last twelve
months

Independence: PhillipCapital (India) Pvt. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment
banking services from, the subject issuers in the past twelve (12) months, and PhillipCapital (India) Pvt. Ltd does not anticipate receiving or intend to seek
compensation for investment banking services from the subject issuers in the next three (3) months. PhillipCapital (India) Pvt. Ltd is not a market maker in the
securities mentioned in this research report, although it, or its affiliates/employees, may have positions in, purchase or sell, or be materially interested in any
of the securities covered in the report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or
particular requirements of any individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors.
Each investor must make its own determination as to the appropriateness of any securities referred to in this research report based upon the legal, tax and
accounting considerations applicable to such investor and its own investment objectives or strategy, its financial situation and its investing experience. The
value of any security may be positively or adversely affected by changes in foreign exchange or interest rates, as well as by other financial, economic, or
political factors. Past performance is not necessarily indicative of future performance or results.
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Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that PCIPL and the research analyst believe to be
reliable, but neither PCIPL nor the research analyst represents or guarantees that the information contained herein is accurate or complete and it should not
be relied upon as such. Opinions expressed herein are current opinions as of the date appearing on this material, and are subject to change without notice.
Furthermore, PCIPL is under no obligation to update or keep the information current.Without limiting any of the foregoing, in no event shall PCIL, any of its
affiliates/employees or any third party involved in, or related to computing or compiling the information have any liability for any damages of any kind
including but not limited to any direct or consequential loss or damage, however arising, from the use of this document.

Copyright: The copyright in this research report belongs exclusively to PCIPL. All rights are reserved. Any unauthorised use or disclosure is prohibited. No
reprinting or reproduction, in whole or in part, is permitted without the PCIPL’s prior consent, except that a recipient may reprint it for internal circulation only
and only if it is reprinted in its entirety.

Caution: Risk of loss in trading/investment can be substantial and even more than the amount / margin given by you. The recipient should carefully consider
whether trading/investment is appropriate for the recipient in light of the recipient’s experience, objectives, financial resources and other relevant
circumstances. PCIPL and any of its employees, directors, associates, group entities, or affiliates shall not be liable for losses, if any, incurred by the recipient.
The recipient is further cautioned that trading/investments in financial markets are subject to market risks and are advised to seek trading/investment advice
before investing. There is no guarantee/assurance as to returns or profits or capital protection or appreciation. PCIPL and any of its employees, directors,
associates, group entities, affiliates are not inducing the recipient for trading/investing in the financial market(s). Trading/Investment decision is the sole
responsibility of the recipient.

For U.S. persons only: This research report is a product of PhillipCapital (India) Pvt Ltd., which is the employer of the research analyst(s) who has prepared the
research report. The research analyst(s) preparing the research report is/are resident outside the United States (U.S.) and are not associated persons of any
U.S.-regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are not required to satisfy the
regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among other things, communications with
a subject company, public appearances, and trading securities held by a research analyst account.

This report is intended for distribution by PhillipCapital (India) Pvt Ltd. only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S.
Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by the U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a
6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon this report and return the same to the
sender. Further, this report may not be copied, duplicated, and/or transmitted onward to any U.S. person, which is not a Major Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain
business with Major Institutional Investors, PhillipCapital (India) Pvt Ltd. has entered into an agreement with a U.S. registered broker-dealer, Marco Polo
Securities Inc. ("Marco Polo"). Transactions in securities discussed in this research report should be effected through Marco Polo or another U.S. registered
broker dealer
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