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Valuation and risks

We have factored in net subseriber additions in FY168/FY17 of 1.4/1.4mn. We
now factor in B%/10% content-cost increases in FY16/FY17. Our estimates are
conservative compared to management guidance of mid-single-digit growth
for content cost for FY16.

We set our target price at an exit EV/EBITDA of 11x September 2016E,

DCF valuation

The key assumptions of our three-stage FCFF (free cash flow to firm)

methodology are:

=  Risk-free rate of 7%, market risk premium of 7.1% (we apply a
standard estimated risk-free rate and market-risk premium to all the
Indian companies we cover), and beta of 1 |{Bloomberg Finance LP),

implying a cost of equity of 14.1%;

= 12% cost of debt and stable state tax rate of 33%, implying a WACC of

13.1%; and

=  Growth in the stable phase of 4% (which is the long-term growth rate

for the number of households in India).

Figure 8: DCF valuation table
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