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tional returns even if the markets
have moved past their initial mo-
mentum. Entertainment Network
India (ENIL) is one such stock
where the disconnect runs deep.

Market in its myopic view is look-
ing at this opportunity as a pure-
play radio business, which it is, but
in the shorter-term. Over the me-
dium to longer term, the business
is undergoing a dramatic transfor-
mation from radio to digital ad-
solutions play.

THE BROAD RATIONALE

Market perceives radio as a fail-
ing industry with declining lis-
tenership and falling advertising
revenues. This is not entirely true
since survey after survey shows
that radio is still relevant for local
advertising and will continue to
constitute 4% to 5% of the overall
advertising pie. More importantly,
listenership has grown during the
lock-down period (See: Listen to
that radio). However, advertising
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f something remains cheap well into the bull market, then one
needs to be wary. Wise words. If past bull cycles are anything
to go by, chasing value well into the bull market is fraught with
risks of one ending up holding value-traps. Unless, there is a
deep disconnect between the market’s perception and the underlying re-
ality in those picks. In such cases, disconnects can give rise to dispropor-

revenues have seen a steep fall in
this period.

Market, in its short-sighted view,
perceives the advertising revenue
challenge in the lockdown period
as a structural issue.

While this disconnect will be cor-
rected when visibility in advertising
revenue returns, the bigger story the
market is missing is the transforma-
tion the company is undergoing.
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*Market data as on March 31, 2021; #TTM, December 31, 2020

OTT originals) to the top-line sig-
nificantly (See: Growing the digital
way). In fact, the management’s
intent is to take the non-radio
share to near 50% in the next three
years. Towards this, the company
is likely to launch a huge re-brand-
ing exercise.

In the stock market, currently,
digital-ad solutions companies
such as Affle India trade at pro-
hibitively high PEs. Against this,
at the current valuation, this op-
portunity is trading at a hugely
attractive 15%¢+ free cash flow
(FCF) yield (FY22E). In addition,
we expect the company to ben-
efit even in the radio business: one

ENIL's valuation at 15%+ free cash flow yield is hugely
attractive compared with digital-ad solutions companies like
Affle India that trade at prohibitively high PEs

Currently, the non-radio revenue
constitutes about 30% of the total.
Significant part of this 30% comes
from low-margin, event-driven,
on-ground activities with only 8%
to 109% coming from digital-adver-
tising solutions. But, the company
is working to grow the share of
digital-ad solutions and content
business (multimedia content and

from the ad-cycle turn in FY22
and two from the market-share
gains from impending consolida-
tion in the radio industry.

One of the big players, that is
Reliance Big FM (ADAG group),
is likely to lose market share over
time on management’s ongo-
ing messy battle (the company
has been in the market for sale
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1t offers integra

platforms, on-ground events, and traditional media

The compelling flavour of Mirchi

ted solutions in terms of multi-mediq content across social

Team size of 300 content cr
with senior hires

eators; focused digital team

Captive social MirchiYoutube: 11.5 mn subs and 50 mn views/month
media D | e T eV e e A
Mirchl online radio: 3.7 mn listeners/month
Captive OTT: MX player 175 mn users
On ground Mirchi music awards: 135 mn viewed last year
events Mirchi top20;' Minzchi cover star; Mirchi rock & dhol; Mirchi
neon runs; Mirchi rock & dhol; Mirchi spell bee
Strong group presence across media segment radio
Traditional gl 30.mn llsteners
media Print (TOI) 15.2 mn readers
Times network: Over 100 mn urban affluent viewers
Group company
Outofhome | | 0T
(OOH) JimesDOH
1.5 mn consumers daily; 1200+ brands served
Publishes audio content across 30+ podcasting platforms
Podcasts Popular mirchi podcasts such as Tech Makhni, Midlifers,
Tenflix, Yoga In the car, Love diet etc
Tele- Has run tele-marketing campaigns for many brands
marketing

pertise. For advertisers, if the same
player can also offer on-ground cov-
er and a reach through traditional
media, it will be icing on the cake.
Advertisers’ wish list does not end

| here. They also want the market-

| ing company to do messaging across
captive social media channels that
has high following. If someone can
offer such an integrated solution,
large advertisers will lap it up and
thank with folded hands.

ENIL sensed this gap way back
in 2017 and started building the

ad-solutions business with rigour
and vigour. Recently it even
dropped ‘radio’ from its Radio
Mirchi logo. Now the company
has planned a huge rebranding
exercise around this brand/logo
and has strengthened its digital
team by forming a separate verti-
cal with senior-level leadership.
As they say, a picture is worth
thousand words (See: The compel-
ling flavour of Mirchi). We can
see how ENIL is well positioned
to offer integrated solutions. Not

many in the industry could op will
match this powerful offering ap
time soon. Y :
So, how does one classify thig o,
portunity? Value or growth play?
Strangely, it is both.
It is a value-cum-growth play, ¢
growth is in digital, value comeg
from its radio business. Together,
it is a growth-at-a-discount oppor.
tunity. Here is why.
For one, adjusted for cash in the
book (41 odd per share), it is trad-
ing at over 4x EV/EBITDA. For an-
other, when the ad-cycle turns in
FY22, their core radio business is
likely to throw 1 billion to 1.2 bil-
lion of FCF. At the current market-
cap of %6.88 billion, it is available
at a FCF yield of over 15%.
Then, ENIL is trading at a dis-
count to its nearest competi-
tor Music Broadcast, in-spite of
having much larger business in
radio, leave alone the ongoing
digital transformation. On price-
to-book, ENIL is available at less
than book while Music Broadcast
is at over 1.3x.
Given the capital light nature
of digital business and no fur-
ther capex plan in radio business,
ENIL is likely to generate signifi-
cant FCF in the coming years. Es-
timates indicate that the annual
FCF could surprise on the upside
of 1.5 billion in couple of years.
Such large accumulation of cash
against the backdrop of an al-
ready cash-rich balance sheetis
likely to lead to large distribution -
either in the form of buy-back
or dividends. As indicated in the
earnings call, management is not. :
averse to returning the existing
cash (241 per share) in the book
to the shareholders. Buy-back
as a near-term trigger can’t be
ruled out.

The pandemic did cause contrac-
tion in its advertising revenue buF
it has since recovered, though pric-
ing pain persists. During Q3FY2l, .

ENILs FCT (free commercial timé).r
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and non-FCT revenues de-
de-grew by ATTRACTIVE VALUATION vides over 69% margin of safety

35.9% and 54.7% y-o-y. Ad-volume
increased 12% y-o-y but yield was
down by ~28-30%. The manage-
ment said that pricing recovery
lagged behind volume recovery
and is expected to reach near nor-
mal by Q2FY22.

Most of the radio risks are in
the price, while the prospects of
digital-ad solutions are yet to be
priced-in. This is 2 classical ‘heads-
you-win-tails—you-don‘t-lose' kind
of opportunity with a significant
rerating potential if radio surprises
even marginally amid potential
surge in digital revenue.

If we consider the management
credentials, ENIL comes out shin-
ing. It is part of the largest media
group in the country. with 11,000
employees and revenue of more
than $1 billion. The group holds
a dominant position in all me-
dia sub-segments and is led by
a passionate and yisionary CEO,
Prashant Panday, who comes with

an enviable industry experience- If

we factor in corporate governance,

we will find no pledged shares,

zero debt, reasonable management
n 10% of the

compensation (less tha _
normalised FCF), 2 reputed aud‘lt
firm in SR Batliboi, and no C?_lplta
mis-allocation history including no
unrelated diversification:

Profitable 'solutions'

higher margins than on-ground events

Marging (%)

ENIL's stock has corrected by
~17%/84% over its one-year/five-
year high of T182/958 respec-
tively. With the business gaining
momentum, we expect 57% earn-
ings CAGR over FY20-FY25E. The
stock is available at a market cap
of 26.88 billion, which is less than
the migration plus new Phase 3
investments of %7.58 billion, with
validity of that licence holding
for another 10 years till 2030.
Operating margins of the solu-
tions business, which increased
by over 30% versus 16% two years
ago, might surprise on the upside
over medium-to-long term, given
the management’s confidence in

further capex plan in radio bu
generate significant FCF, on

igital-solutions
mental revenues
will not increase costs) aided by
decreasing contribution of on-

scaling up its d
revenues (incre

round, event-management busi-

ness (low margins). The margin

trend so far is captured in (See:
Profitable “solutions’)-

ch intrinsic value of ENIL,
based on projected FCF, works out
to be moreé than 3460- This pro-

n the upsid ; .
pside as il accelerates inlo digilal solutions business, which have

Given the capital light nature of digital business and no
siness, ENIL s likely to

the upside of 1.5 hillion

at the current market price of
7144 which was price as on March
31, 2021.

All said and done, even the best
of them come with risks. With
ENIL, the biggest risk lies in ex-
ecution. If the management does
this poorly in the digital business,
they could derail the entire value-
unlocking story. While this is a
serious risk, going by the track
record of digital business over last

few quarters and its over 125%

growth in Q3FY21, and by the pas-

sion of the current management
for digital, the company is likely
to surprise on the upside on its ex-
ecution plans.

The second big risk comes from
any lengthy delay in the turn of
ad cycle for radio business, on re-
surgence of coviDp-19 related lock-
downs. Here, one can draw com-
fort from the third-party industry
estimates that the radio-advertis-

ing revenues would cross the pre-

covID level by QIFY22 and would
start growing in low double digits

from thereon. Oe}
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