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Entertainment One
2019: Year of the (Peppa) Pig

Entertainment One’s interims are in line with expectations. Our FY19 and
FY20 revenue forecasts are trimmed but we have lifted expected margins,
leaving EBITDA and EPS broadly unchanged. This reflects the further mix
shift to Family & Brands, where good momentum continues behind Peppa
Pig and PJ Masks, especially in China. Film & TV is part-way through its
transition from distribution to content production, with divisional EBITDA
also impacted by an H2-weighted release schedule. The net effect was a
group EBITDA margin of 14.8% (H118: 13.3%). Changing consumption
patterns provide a strong backdrop to high-quality content providers such
as eOne. We regard the shares as attractively priced on earnings and with
regard to the portfolio valuation of $2.0bn.

Year Revenue EBITDA PBT EPS DPS PIE Yield
end (Em) (Em) (Em) (p) (p) (x) (%)
0317 1,082.7 160.2 129.9 20.0 1.3 19.7 0.3
03/18 1,044.5 177.3 1444 219 14 18.0 0.4
03/19% 1,135.0 195.0 159.5 245 15 16.0 0.4
03/20e 1,250.0 215.0 183.0 279 1.6 141 0.4

Note: *PBT and EPS are normalised, excluding amortisation of acquired intangibles,
exceptional items and share-based payments.

Family in the front seat

H119 Family & Brands revenue was up 29%, on maintained EBITDA margins. The
outlook is good through H219 and FY20e, buoyed by new and renewed SVOD
(streaming video on demand) deals for Peppa Pig in China, along with a growing
licensing and merchandising programme, a movie slated for release in early 2019
and an experiential offering with Merlin Entertainments. PJ Masks is following in the
slipstream in China, having established a strong position in a short time frame in
the US and UK. Ricky Zoom should launch by summer 2019, with licensing and
merchandising to follow. In Film & TV, the shift to content production from lower-
margin distribution continues, with less investment in acquired content. There were
fewer film theatrical releases in the period, with total FY19 output now guided to
120 from 140. Film & TV revenues were down 7% on prior year, with EBITDA down
25%, with management guiding to a heavier revenue and EBITDA weighting to H2.

Debt management

Total planned investment in Film & TV content for FY19e is now £460m, from
£524m, split 30%:70% Film: TV. H119 working capital outflows were higher than
prior year due to timing in SVOD deals and film and, coupled with the impact of the
Mark Gordon transaction, net debt at the half year was £433m. Our modelling
indicates a year-end figure of £346m. The group’s senior secured notes, due 2022,
may be refinanced, which would reduce the interest charges.

Valuation: Family boost

Higher market multiples and the shift in mix lifts our sum-of-the-parts valuation,
since children’s content stocks are (at the moment) more highly valued by the
markets, with quality content in limited supply. Our implied valuation at 495p is 15%
ahead of our previous indications and 26% of the current market price.

Interim results

Media

20 November 2018

Net debt (£m) at 30 Sep 18 433
Shares in issue 463.4m
Free float 95.4%
Code ETO
Primary exchange LSE (FTSE 250)
Secondary exchange N/A

Share price performance

450 e
425

400 -

375 -
350
325
300
275
250

% m 3m 12m
Abs (14.1) 79 32.6
Rel (local) (13.4) 16.9 40.0
52-week high/low 447 6p 268.0p

Business description

Entertainment One is a global independent studio
that specialises in the development, acquisition,
production, financing, distribution and sales of
entertainment content. Its rights library, valued at
US$2.0bn, is exploited across all media formats,
and includes more than 80,000 hours of film and
television content and approximately 40,000 music
tracks.

Next events

Y[E trading update Apr 19
Full year results May 19
Analysts

Fiona Orford- +44 (0)20 3077 5739

Williams

Russell Pointon +44 (0)20 3077 5740

Entertainment One is a
research client of Edison
Investment Research Limited


http://www.edisoninvestmentresearch.co.uk/

EDISON

Family power

The flat H119 revenue, 10% uplift in underlying EBITDA (with consequent uplift in EBITDA margin)
and broadly maintained forecasts are a reflection of the changing mix of the business as it shifts
towards higher margin premium content. The Family & Brands division continued to perform
particularly strongly with its strong character portfolio and associated licensing and merchandising
offering. The change in the business is most pronounced in Film & TV as the focus on eOne
developing its own exclusive content takes full hold.

Adjustments to forecasts — lower revenue, higher margins

While the statement indicates that the interim figures are in line with management expectations, we
have revisited our forecasts in light of the change in mix and the guidance on spend on acquired
and produced content. As a result, we have reduced our revenue expectations (FY19e: -6%;
FY20e: -8%) but increased our EBITDA margin assumptions, from 16.0% up to 17.2% for FY19e
and maintained the following year (was 15.9%). Minor changes to interest charges leave our EPS
estimates unchanged. We have also edged up our expected year-end net debt number to £346m
from £315m, which represents leverage of 1.8x EBITDA, as per management guidance.

Family & Brands: China power

Exhibit 1: H119 Family revenue split
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Source: Company accounts

Key points from the interim statement are:
Revenues up by 29%
Increased volume of (high-margin) SVOD deals
EBITDA margin maintained

Retail revenues from Family brands increased from $1.2bn to $1.3bn

The new disclosures on revenue, described in more detail in , Clearly demonstrate
just how important the licensing and merchandising are for the division. Good distribution of the
content is self-evidently key to driving retail demand and the TVOD and AVOD (ad-supported video
on demand) channels remain crucial due to their heavier marketing spend to gain traction with their
audiences.

The Chinese market is rapidly gaining in global importance, although still secondary to the US, and
eOne continues to make impressive headway with terrestrial and SVOD deals, with the licensing
and merchandising following in the wake. New and renewed SVOD deals are in place for Peppa
Pig with Tencent, Youku, iQlYl and Mango TV and these four also all now carry PJ Masks.
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Peppa Pig is now a genuinely global and is certainly one of the highest-profile pre-school licensed
brands. It accounted for 57% of divisional revenues, growing by 18% over H118 as China increases
in the mix, although the brand is still strong in its more mature UK and US markets. New content is
being delivered, with 117 further episodes set to air from Spring 2019 through to 2023, as well as a
feature film co-produced with Alibaba which is also being released in Spring 2019. The Chinese
New Year, starting 5" February 2019, is the Year of the Pig, which may give an additional boost.

PJ Masks is developing nicely and has built to 41% of divisional revenue as the licensing and
merchandising rolls out. Again, the Chinese market is a major focus and two further seasons, one in
production and one in development, should ensure that momentum is maintained. There were
1.4bn SVOD views of PJ Masks in China over its first five months.

Ricky Zoom (see ) airs for the first time next spring/summer, while a new
series of Cupcake & Dino is scheduled for Netflix in H219. There are eight other projects currently
in earlier development phases.

TV outshines Film for now

Exhibit 2: H119 Film & TV revenue split
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Source: Company accounts

Both TV and Film are expected to have a much stronger H2 as projects air. In H119, broadcast &
licensing revenues were ahead by 20%, while production revenues declined 26% as the timing of
releases played out. For the full year, the group still expects to deliver over 1,000 half hours of
acquired or produced content, accounting for 74% of the anticipated margin, and has 16 TV
projects in development with networks or platforms. Acquired spend for the year is guided at an
unchanged £45m, while TV production spend is guided at £275m is down from £309m, reflecting
the higher element of non-scripted series’ in the mix and the shorter 10-episode third series of
Designated Survivor for Netflix. Non-scripted series will tend to sell at a lower value than scripted
TV, but at an attractive margin.

Film production spend is also guided lower — from £70m to £50m as a result of the timing of
releases, while the group’s spend on acquired content is down 10% to £90m as the business model
shifts in line with management’s strategy.

The market remains good for high quality product - very much where eOne has set out its stall. The
proliferation of distribution channels and competition between the major players (and new entrants)
is driving them towards flagship series’, which are then extended through commissioning of further
episodes to maximise return from the brand franchise.

eOne has strong relationships with content creators and has the distinct advantage when
competing for their output of being an independent player.
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The costs savings from merging the TV and Film operations, for example by utilising a single global
sales team, are set to deliver the expected £13-15m of annualised benefit, with around half that
level in FY19. This is built into our forecasts.

Valuation

As previously, we have separated out the Film & TV and Family & Brands valuations for our peer-
based valuation. This shows a valuation of £4.95 based on FY19e, 26% ahead of the current
market price and an uplift of 15% from our £4.30 indication at the time or our last note in
September. This reflects three factors:
Increase in the share prices of comparators, expanding the current year multiple. When this
exercise was carried out in September, Family stocks were on 13.7x current year EV/EBITDA
(now 16.1x), while Film & TV multiples have expanded from 12.6x to 13.7x.

a slight rebalancing of EBITDA toward the Family division;
the market premium that family entertainment peers are accorded over more general (but
relevant) film and TV entertainment stocks.

Exhibit 3: Peer multiple valuation

£m 2018 2019 2020e
Film & TV - EBITDA 107 100 108
Family & Brands - EBITDA 82 107 121
Group costs and depreciation -16 -17 -19
Multiples:

Entertainment multiple (x) 13.1 13.7 121
Family multiple (x) 14.3 16.1 14.9
Film & TV EV 1403 1370 1305
Family & Brands EV 174 1723 1805
Group costs -215 -253 -257
Total EV 2363 2840 2853
Minorities -165 -199 -200
corporate debt 315 346 278
Group equity 1883 2296 2375
shares in issue (m) 460.7 463.9 469.4
Implied value per share (£) 4.09 4.95 5.06
Implied value if PF is also treated as debt (£) 3.84 4.70 4.82

Source: Edison, I/B/E/S. Note: Prices at 19 November 2018
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Exhibit 3: Financial summary

Year end 31 March

PROFIT & LOSS

Revenue

Cost of Sales

Gross Profit

EBITDA

Operating Profit (before amort. and except.)
Amortisation of intangibles

Exceptional items

Share based payment charge

JV tax, finance costs, dep'n

Operating Profit

Net Interest

Exceptional finance items

Profit Before Tax (norm)

Profit Before Tax (FRS 3)

Tax (reported)

Tax (adjustment for normalised earnings)
Profit After Tax (before non-controlling interests) (norm)
Profit After Tax (before non-controlling interests) (FRS3)
Non-controlling interests

Average Number of Shares Outstanding (m)
EPS - normalised (p)

EPS - FRS 3 (p)

Dividend per share (p)

Gross Margin (%)
EBITDA Margin (%)
Operating Margin (before GW and except) (%)

BALANCE SHEET
Non-current Assets
Intangible Assets (incl Investment in programmes)
Tangible Assets

Deferred tax/Investments
Current Assets

Stocks

Investment in content rights
Debtors

Cash

Current Liabilities

Creditors

Short term borrowings
Long Term Liabilities

Long term borrowings
Other long term liabilities
Net Assets

CASH FLOW

Operating Cash Flow

Net Interest

Tax

Capex

Acquisitions/disposals

Investment in content rights and TV programmes
Proceeds on issue of shares
Dividends

Net Cash Flow

Opening net debt/(cash)
Movements in exchangeable notes
Other including forex

Closing IFRS debt/(cash)
ANALYSIS OF NET DEBT

Production finance
Net debt

Source: Company accounts, Edison Investment Research
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£m

2017
IFRS

1,082.7
(822.9)
259.8
1602
1553
(419)
(40.8)
(5.0)
0.0
676
(25.4)
6.3)
1299
359
(12.3)
(14.8)
102.8
236
(11.9)

4327

2019e
IFRS

1,135.0
(862.6)
2724
195.0
1905
(37.0)
(7.0)
(13.5)
0.0
1330
(31.0)
0.0
1595
102.0
(23.5)
(7.6)
1284
785
(10.5)

480.9
24.5
14.7

15
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This report has been commissioned by Entertainment One and prepared and issued by Edison, in consideration of a fee payable by Entertainment One. Edison Investment Research standard fees are £49,500 pa for the
production and broad dissemination of a detailed note (Outlook) following by regular (typically quarterly) update notes. Fees are paid upfront in cash without recourse. Edison may seek additional fees for the provision of
roadshows and related IR services for the client but does not get remunerated for any investment banking services. We never take payment in stock, options or warrants for any of our services.

Accuracy of content: All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of
this report and have not sought for this information to be independently verified. Opinions contained in this report represent those of the Edison analyst at the time of publication. Forward-looking information or statements

in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks, uncertainties and other factors which
may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.

Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in
connection with the access to, use of or reliance on any information contained on this note.

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, the information provided by us should not be construed by any subscriber or
prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of
investors.

in securities ioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. Edison Group does not conduct any investment business and, accordingly, does not itself hold any
positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report, subject to
Edison's policies on personal dealing and conflicts of interest.

Copyright: Copyright 2018 Edison Investment Research Limited (Edison). All rights reserved FTSE International Limited (‘FTSE”) © FTSE 2018. “FTSE®” is a trade mark of the London Stock Exchange Group companies
and is used by FTSE International Limited under license. All rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors accept any liability for any errors or omissions in
the FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE's express written consent.

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Representative (1252501) of Myonlineadvisers Pty Ltd who holds an Australian Financial
Services Licence (Number: 427484). This research is issued in Australia by Edison AU and any access to it, is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice
given by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having
regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like
instrument.

The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the
purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the
topic of this document. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in
relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is
intended only as a “class service” provided by Edison within the meaning of the FAA (i.e. without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making
an investment decision.

Neither this document and associated email (together, the "Communication") constitutes or form part of any offer for sale or subscription of, or solicitation of any offer to buy or subscribe for, any securities, nor shall it or any
part of it form the basis of, or be relied on in connection with, any contract or commitment whatsoever. Any decision to purchase shares in the Company in the proposed placing should be made solely on the basis of the
information to be contained in the admission document to be published in connection therewith.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPQ") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49
of the FPO and (iii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this document be
distributed or passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this document (nor will
such persons be able to purchase shares in the placing).

This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person.

Neither this Communication nor any copy (physical or electronic) of it may be (i) taken or transmitted into the United States of America, (ii) distributed, directly or indirectly, in the United States of America or to any US
person (within the meaning of regulations Regulation S made under the US Securities Act 1933, as amended), (iii) taken or transmitted into or distributed in Canada, Australia, the Republic of Ireland or the Republic of
South Africa or to any resident thereof, except in compliance with applicable securities laws, (iv) taken or transmitted into or distributed in Japan or to any resident thereof for the purpose of solicitation or subscription or
offer for sale of any securities or in the context where the distribution thereof may be construed as such solicitation or offer, or (v) or taken or transmitted into any EEA state other than the United Kingdom. Any failure to
comply with these restrictions may constitute a violation of the securities laws or the laws of any such jurisdiction. The distribution of this Communication in or into other jurisdictions may be restricted by law and the persons
into whose possession this document comes should inform themselves about, and observe, any such restrictions.
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