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Thriving while customers battle 
ZOO has announced a trading update for the full year to 31 March 2022. 
Good momentum has continued since the previous update, with what we 
understand to have been a strong performance from all areas of the group.  
The full year is now expected to be ahead of previous guidance, and we 
upgrade FY22 estimates.  This note also provides some comment around 
recent subscriber challenges for Netflix.  We see these as a positive for ZOO, 
whose content-related services are likely to experience increased demand 
as streaming-platform customers battle each other to produce premium 
content in the right geographies and languages.  

▪ Strong organic revenue growth of 78% expected for FY22E, with 
management guiding to c.$70m (FY21: $39.5m). Adjusted EBITDA is also 
expected to grow 78%, to c.$8.0m (FY21: $4.5m). Net cash as at 31 March 
2022 was $5.4m (FY21: $2.9m), reflecting strong cash generation despite 
significant investment in capacity.  This growth is being driven by the rapid 
international roll-out of streaming services by ZOO’s customers, as well as 
good underlying demand for subtitling and, increasingly, dubbing services. 

▪ Upgrades to FY22 to reflect revised guidance. We upgrade our FY22E 
estimates to reflect the RNS comment on what has been achieved.  Risks 
to our outer-year forecasts are clearly to the upside, although given the 
RNS comment that the group will update on the FY23 outlook with results 
in July, we await that further detail before adjusting estimates.  The 
market is clearly in a rapid-development phase, with major customers 
only really beginning multi-geography rollouts; ZOO should be a major 
beneficiary of these programmes, and we will revisit our forecasts once 
more information is available.  

▪ Comment on streaming service competition. Given the major drop in 
Netflix shares last week on the back of weaker-than-expected subscriber 
figures, we comment overleaf on the landscape. Note that ZOO sells its 
services to almost all the major platforms, so competition between them 
can be a positive for ZOO.  Quality subtitling and dubbing is part of quality 
content – and the platforms are vying ever more aggressively to provide 
the best content and win subscriber loyalty. 

ZOO has delivered an even stronger FY22 than we had expected.  We hope 
that coming months will see both greater clarity on customer rollout plans, 
and potentially the extension of existing client relationships.  Given these 
positive dynamics, ZOO’s medium-term target of $100m revenue appears 
to be easily achievable, in our view.  
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FYE MAR ($M) 2020 2021 2022E 2023E 2024E 

Revenue 29.8 39.5 70.4 71.6 80.3 

Adj EBITDA 2.1 4.5 8.0 8.0 9.9 

Fully Adj PBT -1.0 0.9 3.7 4.0 7.2 

Fully Adj EPS (c) -1.2 1.0 3.3 3.1 6.3 

EV/Sales (x) 4.5x 3.4x 1.9x 1.9x 1.7x 

EV/EBITDA (x) 63.4x 29.9x 17.0x 16.9x 13.7x 

PER (x) N/A 151.3x 47.8x 50.8x 25.0x 

Source: Company Information and Progressive Equity Research estimates. 
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Streaming market dynamics – competition for 
subscriber bases leads to focus on content 

The past week has seen a major focus on the disappointment from Netflix – seeing 
subscriber numbers shrinking in the face of a mature North American market, and following 
the arrival of the large number of now-credible competing streaming platforms.  We would 
make the following comments: 

▪ Quality content remains critical.  There is an emerging battle between streaming 
providers such as Netflix, Disney+, Peacock, HBO Max, Paramount+, Amazon Prime and 
others.  These players are jostling for position in subscribers’ minds to be the ‘must 
have’ subscription, and to be the least likely victim of cost-cutting whenever consumers 
look to reduce monthly outgoings.  In this environment, platforms will look for all 
mechanisms to generate value; Netflix has implemented material price rises in North 
America, is aiming to reduce free-riding password sharing, and is considering a cheaper 
ad-funded alternative.  But one thing seems clear to all – the quality of content is 
paramount.  Consider two comments from Netflix last week around its reaction to 
current subscriber-number pressures:  

“Our plan is to reaccelerate our viewing and revenue growth by continuing 
to improve all aspects of Netflix — in particular the quality of our 
programming and recommendations, which is what our members value 
most.” 

“On the content side, we’re doubling down on story development and 
creative excellence.” 

▪ ZOO sells to almost all the main players.  The group has been established for many 
years, and provides highly scalable delivery of subtitling, dubbing and media services.  
This ‘end-to-end’ provision and capability puts ZOO in a relatively small group of 
competitors whose services are becoming increasingly prized by the streaming 
providers, which generally lack the required in-house capabilities and scale.  So, despite 
the high-profile battles between ZOO’s customers for subscriber wallet share, ZOO itself 
can continue to benefit from the ongoing (and increasing) focus on provision of high-
quality content – in the right geographies (see below) and in the right languages.  The 
good (or bad) fortunes from time to time of certain customers should not have a major 
impact on ZOO’s long-term growth potential.  

▪ New geographies (and therefore languages) are a key driver of growth.  The North 
American market has been the main focus of most (if not all) the streaming providers – 
it is a large customer base, with well-understood dynamics and a common language.  
English-language content into North America has been the obvious and easy first step.  
Now, however, as this market is approaching (or may have reached) saturation, the 
streaming providers are increasingly focused on other territories.  This involves creation 
or acquisition of new content for the new markets, and the translation (subtitling or 
dubbing) of existing English-language content for the new geographies.  Finally, there 
is an increasing level of interest in English-speaking locations for content originally 
produced in other languages and countries; consider the strength of many Scandinavian 
crime-drama series, and the Korean ‘Squid Game’ series.  As many streaming customers 
now focus on new markets, ZOO is arguably ahead of the curve, with its roll-out of 
regional launches to date including ZOO Turkey, ZOO Korea, ZOO India and ZOO 
Denmark. 
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▪ ZOO is one of a small number of capable providers.  High-volume localisation service 
provision lies in the hands of a very small number of global players, since much of this 
work historically was provided by country-specific language specialists.  Recent years 
have seen the growth of a small number of genuinely global providers that can offer 
large numbers of ‘language pairs’ for translation, plus the associated services of 
workflow and project management, and significant levels of technical expertise 
required for high-quality subtitling, media ‘packaging’ and preparation for streaming 
delivery.   

▪ The supplier landscape is consolidating.  Two such providers that compete with ZOO, 
BTI and IYUNO, merged in 2019, and this group was then merged with SDI in early 2022.  
The combined group is likely to have annual revenues of around $400-450m. As 
described in a previous note (Storm Clouds Clearing, November 2019), other players 
include the remnants of the Deluxe business and Pixelogic (part of the Imagica group).  
In this environment, with most large streaming providers contemplating international 
rollouts, we would not be surprised to see (a) further customers adopt the ZOO 
platform as a chosen partner for management and control of all services of this type, 
and (b) streaming providers keen to secure ZOO’s capacity and delivery capabilities by 
committing to certain quantities of work.  Either or both of these developments would 
be material positives for ZOO.  

 
Changes to estimates – and risks to the upside 

Given the trading update comment on FY22 performance, we upgrade our estimates to 
reflect the detail given.  We leave FY23 and FY24 profit forecasts unchanged but process 
some modest adjustments to reflect likely capital investments and working capital 
requirements.  
 

 
ZOO Digital – Estimate changes 

  

Source: Progressive Equity Research estimates 

 
 
Our decision to leave FY23 and FY24 revenue and profit expectations unchanged is based 
on the fact that the group is operating in a fast-changing environment, where customer 
rollouts of new territories can lead to material projects without much notice or lead time.  
ZOO has commented that it will update the FY23 outlook at the time of its results on 6 July, 
and we expect to revisit our FY23 and FY24 estimates at that time. In the meantime, 
however, risks to the forecasts remain clearly balanced to the upside.  
 
  

$m unless stated Old New Change (%) Old New Change (%) Old New Change (%)

Revenue 65.0 70.4 8% 71.6 71.6 na 80.3 80.3 na

Adj EBITDA 6.8 8.0 17% 8.0 8.0 na 9.9 9.9 na

Fully adj PBT 2.6 3.7 44% 4.0 4.0 na 7.2 7.2 na

Fully adj EPS (c) 2.3 3.3 45% 3.1 3.1 na 6.3 6.3 na

FY22E FY23E FY24E

https://progressive-research.com/research/storm-clouds-clearing/
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Financial Summary: Zoo Digital 

Year end: March (US$m unless shown)      
      
PROFIT & LOSS 2020 2021 2022E 2023E 2024E 
Revenue 29.8  39.5  70.4  71.6  80.3  
Adj EBITDA 2.1  4.5  8.0  8.0  9.9  
Adj EBIT (0.3) 1.6  3.5  4.3  6.2  
Reported PBT 0.0  (3.6) 2.1  4.0  7.2  
Fully Adj PBT (1.0) 0.9  3.7  4.0  7.2  
NOPAT (0.3) 1.4  3.0  3.7  5.3  
Reported EPS (c) 0.4  (4.2) 3.1  5.1  6.5  
Fully Adj EPS (c) (1.2) 1.0  3.3  3.1  6.3  
Dividend per share (c) 0.0  0.0  0.0  0.0  0.0  

      
CASH FLOW & BALANCE SHEET 2020 2021 2022E 2023E 2024E 
Operating cash flow 1.0  6.3  6.7  7.1  5.4  
Free Cash flow 0.3  4.1  3.2  5.2  4.3  
FCF per share (c) 0.4  5.4  3.6  5.9  4.9  
Acquisitions 0.0  0.0  (5.0) (2.0) (1.0) 
Disposals 0.0  0.0  0.0  0.0  0.0  
Shares issued 0.0  0.1  10.2  0.0  0.0  
Net cash flow (0.9) 2.8  4.4  1.7  1.8  
Overdrafts / borrowings N/A N/A N/A N/A N/A 
Cash & equivalents N/A N/A N/A N/A N/A 
Net (Debt)/Cash (6.8) (8.3) 5.4  7.1  9.6  

      
NAV AND RETURNS 2020 2021 2022E 2023E 2024E 
Net asset value 5.3  2.8  24.7  29.2  36.2  
NAV/share (c) 7.1  3.8  28.2  33.3  41.3  
Net Tangible Asset Value 3.6  4.4  9.8  11.6  11.6  
NTAV/share (c) 4.9  5.8  11.1  13.2  13.3  
Average equity 5.3  2.8  24.7  29.2  36.2  
Post-tax ROE (%) 6.0% (111.4%) 8.0% 15.2% 19.4% 

      
METRICS 2020 2021 2022E 2023E 2024E 
Revenue growth 3.4% 32.7% 78.0% 1.8% 12.1% 
Adj EBITDA growth 427.9% 112.1% 75.4% 1.2% 22.8% 
Adj EBIT growth (71.6%) (638.8%) 117.4% 24.0% 42.3% 
Adj PBT growth N/A N/A N/A N/A N/A 
Adj EPS growth N/A N/A N/A N/A N/A 
Dividend growth N/A N/A N/A N/A N/A 
Adj EBIT margins (1.0%) 4.1% 5.0% 6.1% 7.7% 

      
VALUATION 2020 2021 2022E 2023E 2024E 
EV/Sales (x) 4.5 3.4 1.9 1.9 1.7 
EV/EBITDA (x) 63.4 29.9 17.0 16.9 13.7 
EV/NOPAT (x) -453.3 99.0 45.2 36.5 25.7 
PER (x) N/A 151.3 47.8 50.8 25.0 
Dividend yield N/A N/A N/A N/A N/A 
FCF yield 0.2% 3.5% 2.3% 3.8% 3.1% 

 

Source: Company information and Progressive Equity Research estimates 
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To arrange a meeting with the management team, or for further information about Progressive, please contact: 
Keith Hodgskiss 
+44 (0) 20 7781 5300 
khodgskiss@progressive-research.com 
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