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! Second quarter results in line with our expectations  
Balaji Telefilms’ second quarter results are in line with our expectations. The company has reported 
a 23% sequential growth in turnover to INR 489.6 mn. The corresponding YoY growth has been 
107%. Its realisations per hour have improved by 12.1% in the current quarter, while operating 
profits margins have improved from 39.9% to 50.9% YoY. The gains have been made primarily 
due to the continuous price hikes that Balaji has managed from both Star and Sony. In the last 
quarter, Star TV hiked content fees by 24% on four of Balaji’s programmes. The company remains 
one of the strongest content providers of Hindi general entertainment programmes. We believe that 
it will achieve a 60% growth in turnover and double its net profits in FY03.  

! Scalability remains an issue 
Our concerns, however, pertain to sustainability of earnings growth in FY04, given its dependence 
on ‘Kyunki Saas..’, ‘Kahani Ghar Ghar Ki’ and ‘Kkusum’. These are suffering from viewer fatigue 
and stabilising TRPs.  In the current year 41% of Balaji’s turnover and 49% of its operating profits 
are expected to accrue from these programmes. We expect Balaji to replace all these soaps in FY04 
(in a phased manner). Realisations from the new programmes are expected to be at least 50% lower 
than the current realisations. At this level, infact the realisations are 15% lower than the current 
operating profits accruing from these programmes. It will thus need to compensate on the 
production values of the newer programmes to sustain the current profitability levels.  

! Star TV has successfully broadbased its content suppliers 
Balaji would need 11 hours of programming, six hours to replace the three programmes and another 
five hours of fresh programming to maintain FY03 earnings levels. We believe that it would be able 
to do so with its planned two new programmes for Star TV and a third programme for Sahara. 
Balaji’s key client, Star TV, however, seems keen to broadbase its content suppliers and has also 
achieved reasonable success in this endeavour.  

! Stock expected to continue to underperform in the short term 
We expect Balaji Telefilms’ stock price to peak out before growth peaks out and recommend a 
‘Trading Sell’.  We retain our belief in Balaji Telefilms’ ability to generate quality programming 
across genres. Its relationships with the broadcasters and advertisers and its syndication and cost 
management abilities have made it a strong player in the television content business. We, however, 
believe that the stock is likely to underperform in the short term.  

! Valuation 
The stock is trading at 7.6xFY03E earnings and 7.3xFY04E earnings. We estimate an EPS of INR 
11.8 in FY03 on the back of 61% topline growth.  We recommend a Trading Sell which implies 
10-15% decline over the next 3-6 months. 
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FY02 1,102  124 285 5. 2 545 16.3 11.7 13.3  43.6 
FY03E 1,775  61 602  11.8 113 7.6 4.3 4.6  55.8 
FY04E 1,935  9 632  12.3 3.9 7.3 3.1 4.2  40.1 
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