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Wynk shut down: Near-term pain, long-term gain

Bharti Airtel's decision to shut down Wynk Music (Wynk), India’s third-largest music OTT
platform in terms of active users, could accelerate the movement of Spotify (market leader)
and JioSaavn (second largest) to a paid-subscription business model. Currently, the three
market leaders are the only pure-play music OTT platforms offering free streaming services,
as the rest of the players have already moved to a completely paywall-driven business model.
While these developments could have an adverse impact on music labels like Saregama in the
near term due to loss of minimum guarantee revenue, from a medium- to long-term
perspective they could immensely benefit from a sharp improvement in monetisation of end-
consumers. This is because music labels on average earn significantly higher yields per stream
from paid music streaming consumers compared to free streaming consumers. To better
factor in the development we lower our near-term music licensing revenue estimates for
Saregama by ~1.5% and marginally raise revenue estimates over the medium to long term.
We maintain ‘BUY’ with a revised DCF-driven TP of INR 580 (implied Sep’26 PER of 40x).

m  Reduced competitive intensity can accelerate industry transition to paid subscriptions:
Music OTT platforms Amazon Music, Apple Music, Gaana, Hungama and Resso offer only
paid music content access to consumers. However, market leaders Spotify, JioSaavn and
Wynk, who together account for ~85% of the active users (refer exhibit 1) in the
industry, allow free streaming of content available on their platform in lieu of intermitent
advertisements being shown to end-consumers, in their quest to support consumer habit
creation as well as to gain market share. But this strategy leads to sub-optimal revenues
for the platforms, as they miss out on paid-subscription revenue, in turn leading to
significant operating losses. The shutdown of Wynk may not only reduce competitive
pressures on Spotify and JioSaavn but could also accelerate their movement to a
completely subscription-based business model.

= Near-term pain but long-term gain: Wynk’s shutdown could mean complete revenue loss
from the platform for music labels like Saregama in 2HFY25, in our opinion. That said,
there exists a possibility that consumers may migrate to competitive platforms, thereby
partly offsetting this revenue loss. On the other hand, if the remaining two market leaders
were to transition to a paid subscription driven business model, it will lead to music labels
moving away from the concept of minimum guarantees and overflows. Instead, the labels
would start earning part of the subscription revenue collected by music OTTs basis their
content usage share. Historically, it has been observed that the average yields per stream
for music labels are far better in subscription revenue compared to INR 0.1 per stream
that they earn in the free streaming model. In fact, the yields are so high that they are
more than able to offset the negative impact of not all free streaming consumers
transitioning to paid subscriptions.

= Reiterate BUY with revised TP of INR 580: We moderate our Consol. Revenue/EBIT/EPS
growth estimates in FY25/26 to factor in the near-term impact of Wynk closure. However,
our long-term estimates have been raised to factor in the benefits of music OTT industry

Financial Summary (INR mn)
Y/E March FY23A FY24A FY25E FY26E FY27E
Net Sales 7,366 8,030 9,632 11,647 14,023
Sales Growth (%) 27.8 9.0 20.0 20.9 20.4
EBITDA 2,210 2,466 2,883 3,705 4,622
EBITDA Margin (%) 30.0 30.7 29.9 31.8 33.0
Adjusted Net Profit 1,853 1,976 1,925 2,478 3,121
Diluted EPS (INR) 9.6 10.2 10.0 12.8 16.2
Diluted EPS Growth (%) 14.2 6.6 2.6 28.7 26.0
ROIC (%) 32.6 23.0 19.1 20.9 235
ROE (%) 13.6 14.1 12.6 14.9 17.1
P/E (x) 54.3 50.9 52.3 40.6 322
P/B (x) 75 6.9 6.4 5.8 5.2
EV/EBITDA (x) 4222 38.2 336 26.1 20.9
Dividend Yield (%) 0.6 0.8 0.8 1.0 1.2

Source: Company data, JM Financial. Note: Valuations as of 30/Aug/2024
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transitioning to paid subscriptions. Overall, we expect Saregama’s Music Licensing
(including Artist Management) revenue to expand at a CAGR of 22% over FY24-27E,
which we believe is conservative, as the management is guiding for 23% CAGR during
this period without factoring in the transition benefits. At a Consol. revenue level, we are
estimating growth of 20% over the next 3 years vs. the management’s guidance of 25-
26%. While new content cost is likely to depress near-term margins, we expect
meaningful expansion over the medium term. We retain ‘BUY’ on Saregama with a
revised DCF-driven (WACC of 12% and Tg of 5%) Sep’25 TP of INR 580 vs. INR 550
earlier (implied PER on TP of 40x vs. 38x earlier).

Exhibit 1. Wynk is the third-largest music OTT platform in India, with ~22% market share within active users in Jul'24

Active users Jul-23 { Aug-23 | Sep-23 { Oct-23 { Nov-23 | Dec-23 { Jan-24 | Feb-24 | Mar24  Apr24 | May24  Jun24

Spotify 36.0%  371%  391%  39.1%  40.2%  39.1%  385%  403%  41.6%  41.6%  423%  425%  43.5%
JioSaavn 243%  245%  237%  23.8%  23.4%  250%  256%  25.1%  24.6%  249%  247%  247%  251%
Wynk 228%  23.0%  22.6%  22.6%  22.6%  232%  23.9%  23.8%  232%  22.2%  22.7%  21.9%  22.4%
Amazon Music 6.2% 6.3% 6.5% 6.3% 6.3% 6.0% 6.0% 5.2% 5.4% 5.6% 4.9% 5.5% 5.1%
Gaana 4.9% 4.3% 4.2% 4.8% 4.2% 3.9% 3.5% 3.6% 3.1% 3.7% 3.5% 3.5% 3.2%
Resso 5.2% 4.2% 3.4% 3.0% 2.8% 2.3% 1.8% 1.2% 1.0% 0.8% 0.7% 0.6% 0.5%
Hungama 0.5% 0.6% 0.5% 0.5% 0.5% 0.5% 0.7% 0.9% 1.0% 1.1% 1.1% 13% 0.2%
Total 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%

Source: Data.ai, JM Financial. Note: Above figures are aggregate of Android and ios users.

Exhibit 2. Analysis of Spotify India LLP and Airtel Digital Ltd. where respective music OTT
platforms reside suggests significant losses at operating profit level
Particulars (in INR mn) FY20 \ FY21 | FY22 FY23

Spotify India LLP

Revenue 161 396 901 1,669
EBITDA -1,560 -1,776 -4,600 -3,377
Airtel Digital Ltd.

Revenue 5,466 5,533 7,169 na

EBITDA -609 -1,366 24 na

Source: Tracxn, VCC Edge, JM Financial. Note: Airtel Digital Ltd. includes Airtel Thanks, Wynk and Xstream. As per media reports, revenue
for Wynk on a standalone basis in FY23 was ~INR 2.5-3bn.

Different types of music licensing contracts

Music labels typically enter into content licensing contracts of 1-2 years with third-party
digital licensors such as music OTT apps and short video format apps. Such short-duration
contracts safeguard the economic interests of the music labels in case of unforeseen events
and also allow the label to renegotiate the deal with better terms given the strong growth
trends. Broadly, there are three types of contracts: 1) variable deals with minimum guarantee,
2) fixed fee deals and 3) subscription revenue sharing deals.

In the first type of contract, music licensors agree to pay music labels INR 0.1 every time one
of its free users streams the latter's music content. Music labels such as Saregama also tend
to get a guaranteed fixed fee component in lieu of licensing their content irrespective of the
actual times the content IP of licensee is used. Moreover, if the total per stream revenue
during a contracted period exceeds the minimum guaranteed amount paid, the music labels
are entitled to being paid an amount over and above the minimum guarantee. This amount is
commonly referred to as overflows.

Fixed fee deals, as the name suggests, are very straightforward contracts with tenure of
licence and fees decided at the very outset. Contracts with digital streaming apps are typically
variable in nature; short form video format players typically prefer the latter.

In subscription revenue sharing deals, the music label is entitled to a certain share of the
revenue earned by the licensor from end-consumers of music. Revenue sharing percentage is
decided basis the streaming market share of the music label amongst all songs streamed by

JM Financial Institutional Securities Limited Page 2
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paid consumers during a particular period. For example, if a music OTT app is charging INR
100 per month for paid subscription, it would distribute half of the total subscription amount
collected, i.e., INR 50 (in this example) amongst various music labels, basis the respective
streaming market share of the music labels in that month.

Factors that go into contract negotiations include the size and quality of the catalogue. While
Saregama’s largely retro content provides scale advantage, investments in fresh content,
which is considered superior quality due to higher monetisation potential, can likely give it an
edge during contract negotiations.

Exhibit 3. Types of music licensing contracts with third-party distributors
Platforms Monetisation Note
Audio OTT - Without Subscription INR 0.1 per stream v’ 1-2 year minimum guarantee
contracts
v" Amount collected up-front
v Provision for overflows

Proportionate share of subscription

Audio OTT — Subscription
revenue based on user usage share

Advertising revenue shared in 55 : 45

YouTub . .

outube ratio between Music label and YouTube
Small format video platforms 1-2 years fixed-fee licenses

) Fixed fee licenses with Program
Video OTT (excl. YouTube) X : Wi 9

Producers
Television Channels 1-2 years fixed-fee licenses
Brands Customised licenses
PubI‘ic places (gvents, .shov‘vs, Public Performance Licensing (PPL) v Revgnue shared quglly between
parties, commercial premises like ) music label and Lyricist /
Society

hotels, pubs, shops, malls etc.) Composer

Source: Company, JM Financial

Why Music OTT subscriptions could be a key growth driver for music label revenues?

According to EY FICCI, 185mn people in India streamed music online in 2023 on a monthly
basis, while there were only about 7.5mn paid streaming subscriptions (~4.1% of the total
streaming app user base). The numbers are low even though paid subscriptions generally get
sold as a bundled package with telco data packs (e.g., Wynk and JioSaavn) and other forms
of digital services (e.g., Amazon Prime). While insignificant currently, paid subscriptions base
is expected to be 2-2.5x its current volume in 3 years (15mn) and 4-5x in 5 years (35mn-
40mn). We do note that the audio OTT industry is ripe for consolidation as there are already
around 15 domestic and international players. Moreover, the growing focus of private
investors on profitability could force audio OTT platforms to limit free streaming access for
their consumers. We see significant upside potential to paid subscriptions growth if any of
these two scenarios were to play out. This, in turn, could lead to a sharp increase in revenue
for music labels as our analysis suggests that each paid subscriber generates meaningfully
more revenue compared to a free streamer.

Exhibit 4. Comparison of revenue generation potential for music Exhibit 5. Sensitivity analysis of potential revenue that a music label
can generate per month from a paid subscription

labels from a free streaming and paid subscription consumer

Monthly subscription fee charged by Music OTT's (INR)
Assumed no. of monthly streams per consumer (A) 100 25 50 75 100
Assumed Saregama's streaming share for the consumer (B) 25% :\a 25% 3.1 6.3 9.4 12.5
Saregama's number of streams (C=A*B) 25 ) E} 30% 38 7.5 11.3 15.0
Revenue potential from free music streaming for Saregama %; g 35% 4.4 8.8 13.1 17.5
Yield per stream in INR (D) 0.1 § e 40% 5.0 10.0 15.0 20.0
Saregama's revenue (E=C*D) 2.5 = % 45% 5.6 11.3 16.9 22.5
Revenue potential from paid music streaming for Saregama = 50% 6.3 12.5 18.8 25.0
Assumed monthly subscription fees per consumer in INR (F) 50
Max. revenue shared by OTT platform with music labels (G) 50% Source: Company, JM Financial
Saregama's revenue from the consumer in INR (H=F*G*B) 6.25
Yield per stream in INR (I=H/C) 0.25
Paid versus free revenue for Saregama
Revenue (J=H/E) 2.5x
Yield per stream (K=I/D) 2.5x

Source: Company, JM Financial
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We expect recorded music industry revenue mix in India to eventually move towards
subscription streaming inline global trends

While, globally, a large proportion of recorded music industry revenue is generated through
paid subscriptions, the Indian market is primarily dependent on advertising revenue. This is
because pure-play music OTT platforms in India, especially the market leaders, continue to
provide free streaming services to local consumers in the hope of habit creation and market
share gains. The ongoing consolidation trends and growing focus on sustainable profitability,
will eventually lead to platforms pushing end-consumers towards paid subscriptions, in our
opinion.

Exhibit 6. Indian recorded music revenue by segment (CY23) Exhibit 7. Global recorded music revenue by segment (CY23)

Ad-supported

streams, Physical,
18.5% 17.8%
Subscription
streaming,
14.5%
Ad-supported
streams, Performance
72.5% Performance rights, 9.5%
rights, 8.0%
o Downloads
Synchronisatio and other
n, 4.0% digital, 3.2%
Physical, 1.0% - foat
Y ° Subscription Synchronisatio
streaming, n, 2.2%
48.8%
Source: EY FICCI Report, JM Financial. Note: We note that India's subscription revenue is inflated due Source: IFPI, JM Financial

to bundled services on Music OTT Platforms such Wynk, JioSaavn, Amazon Music.
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Saregama: Revenue drivers and management guidance

Exhibit 8. Saregama: Release-year-wise breakup of FY24 Count of Exhibit 9. The company plans to invest ~INR 10bn in new music
songs and Revenue content over the next 3-3.5 years
m2021-2024 ©2001-2020 m1981-2000 m1961-1980 mTill 1960 Investment in New Content (INR mn)
~10,000mn
f l
1,949
19%
Count of songs Revenue FY19  FY20 FY21 FY22 FY23 FY24 FY25E FY26E FY27E
Source: Company, JM Financial Source: Company, JM Financial
Exhibit 10. P&L impact of new music content investment
An lllustration =
Revenue generation for 60-80 yrs
Content charged in P&Lin 10 years
i 1
70 Payback in 5 years 91%  91%  91%  91%  91%  91%  91%  91% o1% o1%  100%

60

| 80%
50

40 54%  54% 60%

90 40%
20

20%
10

| [ | | - - - - m u ] | |

1 2 3 4 5 6 7 8 9 10 11 12 A3 1A : [ [ AP 18 194220

Total Revenue of New Content  mmmTotal Expenses =———Margin

New Music generates IRR of ~26%. Once the cost is fully charged off, the margins move up to ~90%

Source: Company

Exhibit 11. Company guidance for the next 3 years

Music : Licensing + Artiste Mgt Video
FY24 : 544 CR FY24 : 116 CR
23% CAGR 25-30% CAGR
Margins will improve with | Margin improvement with
Leadership (revenue) & Scale (cost) Scale & Library
Company
Revenue : 25-26% CAGR
Adj EBITDA . Exceeding Revenue Growth Rate
PBT . Growth accelerates FY26 onwards

Source: Company
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Maintain BUY; TP increased to INR 580

Exhibit 12. What has changed in our forecast and assumptions?

All numbers are in INR mn

Revenue 9,711 11,744 13,956 9,632 11,647 14,023 -0.8% -0.8% 0.5%
Change YoY 20.9% 20.9% 18.8% 20.0% 20.9% 20.4% -98bps -1bps 155bps
EBIT 2,350 3,095 3,852 2,312 3,048 3,884 -1.6% -1.5% 0.8%
EBIT margin 24.2% 26.4% 27.6% 24.0% 26.2% 27.7% -20bps -18bps 10bps
PAT 1,953 2,513 3,099 1,924 2,477 3,120 -1.5% -1.4% 0.7%
Diluted EPS (INR) 10.13 13.04 16.07 9.98 12.85 16.19 -1.4% -1.4% 0.7%

Source: JM Financial

Key Risks

= Key Upside risk: 1) Faster-than-expected audio OTT subscriptions growth. 2) Maturity of
short format video apps leading variable licensing deals for music labels.

= Key downside risk: 1) Irrational rise in competitive intensity inflates new content cost. 2)
Need for incremental investments to support Carvaan/TV & Films businesses. 3) Industry
consolidation. 4) Revenue losses to piracy. 5) Slower-than-expected digital penetration.

Exhibit 13. NTM PER Chart — 1 year Exhibit 14. NTM PER Chart — 5 year
e PER (X) Mean —emmmmm 1 SD e -1 SD 60 1 e PER () Mean +15D 15D
60 -
50 |
51.5x
55 - 407X 51.4X
40
50 |
45.5x

45 4 JA"l 30 k 26.4%

N A |
NAY N, 38.3x 20 |
v v

35 - W W 12.2%

31.0x 10 -

30 -

25 . . . 0 o S P
T /RN IIIILYN T222222RRRAAAAFIRITSS
< &5 4 £ 2 U & b £ L L L L g 3 55 3 %8 5 3 ®8 5 3 m® 5308 53830835 3 m o
2 3883388282523 £$§=253=23=383322=325=2¢%°

Source: Company, JM Financial, Bloomberg Source: Company, JM Financial, Bloomberg
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Financial Tables (Consolidated)

Income Statement (INR mn) Balance Sheet (INR mn)
Y/E March FY23A FY24A FY25E FY26E FY27E Y/E March FY23A FY24A FY25E FY26E FY27E
Net Sales 7,366 8,030 9,632 11,647 14,023 Shareholders’ Fund 13,421 14,691 15,846 17,333 19,205
Sales Growth 27.8% 9.0% 20.0% 20.9% 20.4% Share Capital 193 193 193 193 193
Other Operating Income 0 0 0 0 0 Reserves & Surplus 13,228 14,498 15,653 17,140 19,012
Total Revenue 7,366 8,030 9,632 11,647 14,023 Preference Share Capital 0 0 0 0 0
Cost of Goods Sold/Op. Exp 2,250 2,320 2,938 3,494 4,207 Minority Interest 34 35 34 34 33
Personnel Cost 750 932 1,137 1,307 1,503 Total Loans 0 17 17 17 17
Other Expenses 2,156 2,313 2,675 3,142 3,691 Def. Tax Liab. / Assets (-) 464 474 474 474 474
EBITDA 2,210 2,466 2,883 3,705 4,622 Total - Equity & Liab. 13,919 15,217 16,371 17,857 19,729
EBITDA Margin 30.0% 30.7% 29.9% 31.8% 33.0% Net Fixed Assets 3,396 7,457 8,020 8,610 9,256
EBITDA Growth 11.1% 11.6% 16.9% 28.5% 24.8% Gross Fixed Assets 2,343 2,736 3,477 4,314 5,268
Depn. & Amort. 208 362 571 656 738 Intangible Assets 1,568 5,570 6,332 7,171 8,093
EBIT 2,002 2,104 2,312 3,048 3,884 Less: Depn. & Amort. 521 883 1,823 2,908 4,138
Other Income 536 637 275 277 301 Capital WIP 7 34 34 34 34
Finance Cost 57 32 14 14 14 Investments 7,854 6,222 4,822 4,822 4,822
PBT before Excep. & Forex 2,481 2,708 2,573 3,312 4,172 Current Assets 5,791 6,659 8,914 10,904 13,443
Excep. & Forex Inc./Loss(-) 0 0 0 0 0 Inventories 1,643 2,393 3,018 3,590 4,322
PBT 2,481 2,708 2,573 3,312 4172 Sundry Debtors 1,480 1,587 1,900 2,298 2,766
Taxes 630 732 648 835 1,051 Cash & Bank Balances 167 569 893 926 1,267
Extraordinary Inc./Loss(-) 0 0 0 0 0 Loans & Advances 262 221 221 221 221
Assoc. Profit/Min. Int.(-) -3 0 0 0 -1 Other Current Assets 2,239 1,889 2,881 3,869 4,866
Reported Net Profit 1,853 1,976 1,925 2,478 3,121 Current Liab. & Prov. 3,122 5,121 5,384 6,479 7,792
Adjusted Net Profit 1,853 1,976 1,925 2,478 3,121 Current Liabilities 703 934 1,207 1,436 1,729
Net Margin 252% 24.6% 20.0% 21.3% 22.3% Provisions & Others 2,420 4,188 4,177 5,043 6,063
Diluted Share Cap. (mn) 192.8 192.8 192.8 192.8 192.8 Net Current Assets 2,668 1,538 3,530 4,425 5,651
Diluted EPS (INR) 9.6 10.2 10.0 12.8 16.2 Total — Assets 13,919 15,217 16,371 17,857 19,729
Diluted EPS Growth 14.2% 6.6% -2.6% 28.7% 26.0% Source: Company, JM Financial

Total Dividend + Tax 578 771 770 991 1,248

Dividend Per Share (INR) 3.0 4.0 4.0 5.1 6.5

Source: Company, JM Financial

Cash Flow Statement (INR mn) -

Dupont Analysis
Y/E March FY23A FY24A FY25E FY26E FY27E

Y/E March FY23A FY24A FY25E FY26E FY27E
Profit before Tax 2,481 2,708 2,573 3,312 4,172 -

Net Margin 252% 24.6% 20.0% 21.3% 22.3%
Depn. & Amort. 208 362 571 656 738

Asset Turnover (x) 0.5 0.6 0.6 0.7 0.7
Net Interest Exp. / Inc. (-) -238 -377 -261 -263 -287

. L F 1. 1. 1. 1. 1.

Inc (-/ Dec in WCap. -447 -862 41,668 -863 -884 everage Factor () 0 0 0 0 0
Others 402 385 0 0 0 RoE 13.6% 14.1% 12.6% 14.9% 17.1%
Taxes Paid -668 -514 -648 -835 -1,051
Operating Cash Flow 934 933 567 2,008 2,687 Key Ratios
Capex -1,031 923 41,134 1,247 1,384 Y/E March FY23A FY24A FY25E FY26E FY27E
Free Cash Flow -97 10 -567 761 1,303 BV/Share (INR) 69.6 76.2 82.2 89.9 99.6
Inc (-) / Dec in Investments 0 -1,662 -1,600 0 0 ROIC 32.6% 23.0% 19.1% 20.9% 23.5%
Others -450 2,751 3,275 277 301 ROE 13.6% 14.1% 12.6% 14.9% 17.1%
Investing Cash Flow -1,481 166 541 -970 -1,083 Net Debt/Equity (x) -0.6 -0.4 -0.2 -0.2 -0.2
Inc / Dec (-) in Capital 0 0 0 0 0 P/E (x) 54.3 50.9 52.3 40.6 32.2
Dividend + Tax thereon -578 =771 -770 -991 -1,248 P/B (x) 7.5 6.9 6.4 58 52
Inc / Dec (-) in Loans 0 -14 0 0 0 EV/EBITDA (x) 42.2 38.2 33.6 26.1 20.9
Others -234 -60 -14 -14 -14 EV/Sales (x) 12.7 1.7 10.1 83 6.9
Financing Cash Flow -812 -845 -784 -1,005 -1,262 Debtor days 73 72 72 72 72
Inc / Dec (-) in Cash -1,360 254 324 33 341 Inventory days 81 109 114 113 113
Opening Cash Balance 1,526 167 569 893 926 Creditor days 50 61 65 66 67
Closing Cash Balance 167 420 893 926 1,267 Source: Company, JM Financial

Source: Company, JM Financial
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