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COMPANY DESCRIPTION 

ZOO Digital provides subtitling and dubbing 
technology and services to producers of TV 
series and feature films 

www.zoodigital.com 
 

Reinstating estimates 

ZOO has delivered FY20 materially in line with the May update, and appears 
to have started FY21 on a strong footing.  A number of industry dynamics 
(some COVID-19 related, and some not) are moving in the right direction for 
ZOO, and the group is beginning to see traction with its dubbing offering.  
Given the improved market visibility, we take management’s cue and are 
pleased to reinstate forecasts, for both FY21 and FY22.  

▪ FY20 results  Revenue was roughly flat on the prior year ($29.8m vs 
$28.8m) but the Adjusted EBITDA result was $2.1m compared to the 2019 
outcome of $0.4m – a material improvement, driven by a higher mix of 
strong gross margin sales and also benefiting to the tune of c.$1m from 
the adoption of IFRS16.  Net cash (pre the convertible loan) was some 
$0.7m, impacted by a new divisional relationship with an existing 
customer leading to some payment delays – the RNS explains that this 
abnormal working capital position has now “unwound” post the year-end. 

▪ Convertible loan extension  The term of the convertible loan notes 
($3.2m) has been extended by one year, to October 2021.  This provides 
additional comfort around the group’s near-term cash position as it 
invests for growth, and shows good support from the lender group. 

▪ Return to forecasts  Having withdrawn our forecasts on ZOO, along with 
estimates for a number of other clients, as the COVID-19 pandemic took 
hold in late Spring, we now reinstate estimates for both FY21E and FY22E.  
The new forecasts are shown below and at the end of this document – for 
FY21E, we assume a continuation of the 15% year-on-year growth 
currently being achieved (both for Q1 revenues and in terms of the current 
order book), and we apply a hopefully-cautious slightly slower rate of 
expansion to FY22E.   

We are delighted to be reinstating estimates, and management’s clear 
signal is based on increased visibility across the customer base - the group 
now enjoys more-numerous and more-mature relationships with top tier 
clients.  Ironically, ZOO’s visibility is set against an industry which remains 
in flux, with COVID-19 disrupting new content creation just as a number of 
platforms (Disney+, Apple TV+, HBO max and others) are vying for 
customers and attempting to compete with Netflix.  This, in our opinion, 
makes ZOO’s position and confidence all the more impressive – hopefully as 
the industry returns to a degree of normality, ZOO can continue to build on 
this strength.  
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FYE MAR ($M) 2018 2019 2020 2021E 2022E 

Revenue 28.6 28.8 29.8 34.3 38.7 

Adj EBITDA 2.4 0.4 2.1 2.9 3.9 

Fully Adj PBT 0.5 -1.4 -1.0 -0.2 0.7 

Fully Adj EPS (c) 0.9 -1.7 -1.2 -0.2 0.8 

EV/Sales (x) 2.3x 2.3x 2.2x 2.0x 1.7x 

EV/EBITDA (x) 28.0x 165.5x 31.3x 23.0x 17.3x 

PER (x) 92.4x N/A N/A N/A 112.0x 

Source: Company Information and Progressive Equity Research estimates 
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FY20 additional commentary 

The FY20 result is the combination of a number of highly-divergent trends within the 
business (and across the market for content localisation).  Some of the key points include: 

▪ Subtitling – a curate’s egg, (very) good in parts  Stable performance (although we 
suspect not dramatic growth) from the Subtitling business, for many years the bedrock 
of growth for ZOO, but previously disrupted by changes in procurement processes at a 
large customer we believe to be Netflix.  The RNS describes this unit (ZOOsubs) as 
serving “all major Hollywood studios and all leading OTT providers during the year”, so 
Subtitling performance is driven less by customer wins, and more by overall market 
activity and project wins within client portfolios.  The RNS describes one major 
customer (that we believe to be Netflix) “changing its strategy for procurement of 
localisation services” but that this was offset by a 42% growth from other customers.  
This could bode well for better delivery during 2021 and beyond, as the individual 
customer down-draught is unlikely to be repeated, but growth from other clients could 
continue (subject to a major COVID-19 caveat as described below).  

▪ Dubbing – market moving in ZOO’s direction  The ZOO offering (ZOOdubs) is entirely 
predicated on Cloud-based delivery of dubbing, to supplement or in some cases replace 
the traditional studio-based processes.  Having had some early wins, ZOOdubs has been 
through a period of pressure as the industry at large was slow to adopt this ground-
breaking approach.  The change in procurement from the client we believe to be Netflix 
affected dubbing as well as subtitling, but again, the business was able to grow other 
client activities, with 29 clients by the period end, up from 23 a year earlier.  As 
described below, we believe that COVID-19 is accelerating the industry’s realisation 
that remote Cloud-delivered dubbing is not only possible, but desirable.  

▪ Operations management platform  ZOOstudio is the group’s technology platform for 
managing high volumes of localisation and associated workflows.  The system has its 
first major client win during the year, and is now installed at the heart of operations 
within a major OTT provider.  A useful revenue stream in its own right, the clear 
importance of this platform relates to helping ZOO retain its position at the centre of 
the industry’s activity, literally embedded within client infrastructure.  

▪ Digital packaging  We believe that digital packaging (and its high gross margins) may 
have helped with the group’s strong margin performance across FY20; with revenues 
up c3%, but EBITDA expanded by a factor of 5x, it is likely that the group’s expertise in 
digital packaging helped it win significant business from newly-launching OTT providers.  
We see no reason to expect a change to this strong performance, although again a 
COVID-19 risk obviously remains.  

Current trading and outlook 

The group has described Q1 trading as likely to show 15% y/y revenue growth, which is 
“reflected in similar underlying growth in current order books…”.  This provides the basis 
for our newly-reinstated estimates for FY21E, and we take a slightly more cautious view on 
growth for FY22E.  

This performance is clearly highly reassuring, although the market overall is still undergoing 
a significant level of change, with COVID-19 adding an additional layer of disruption and 
risk.  Nevertheless, it is clear that ZOO is enjoying a good level of current and near-term 
visibility, which hopefully will only improve further as markets stabilise more generally.  
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Market dynamics and COVID-19 impact 

The market for video content localisation (and digital packaging) remains dominated by the 
major Hollywood studios and the nascent Over-The-Top (OTT) providers, whose new 
offerings are shown in the diagram below that we have previously used to describe 
development in the sector.  

 OTT MARKET AS STUDIOS MOVE TO COMPETE WITH NETFLIX 

 

Source: Company information, Progressive Equity Research Limited 

 
All other things being equal, this should have been driving a major growth in new-content 
creation (to lure consumer audiences to the new platforms).  There has clearly been 
disruption (with Netflix procurement, but also more broadly) as large organisations such as 
Disney, Warner and NBC/Universal adapt to OTT delivery and workflows.  Unfortunately, 
just as many of these groups attempted to ramp up production of new “owned” content 
to attract customers, the main impact of COVID-19 on the industry (apart from boosting 
consumption of all TV services) was to slow or stop TV and film studio production for a 
number of months.  Slowly, these studios are attempting to resume production, but costs 
are higher to allow for social distancing and COVID-19 safety measures.  Volumes of 
subtitling therefore remain under pressure, although the closure of dubbing studios (which 
are just as affected as recording studios) has allowed ZOO to push hard to accelerate 
uptake of its remote home-working Cloud-based ZOOdubs offering.  

Conclusion 

Overall, ZOO has delivered FY20 in line with expectations, and appears well set for FY21, 
enjoying more-numerous and more-mature relationships with major customers in an 
exciting market segment.  There have been a number of recent (and current) disruptions, 
driven by both COVID-19 and the launch of so many OTT platforms – as these logjams 
hopefully clear, we look forward to ZOO delivering strongly in FY21 and beyond.   
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Financial Summary: Zoo Digital 

Year end: March (US$m unless shown)      
      
PROFIT & LOSS 2018 2019 2020 2021E 2022E 
Revenue 28.6  28.8  29.8  34.3  38.7  
Adj EBITDA 2.4  0.4  2.1  2.9  3.9  
Adj EBIT 1.9  (1.1) (0.3) 0.5  1.4  
Reported PBT (5.0) 1.1  0.0  (0.4) 0.5  
Fully Adj PBT 0.5  (1.4) (1.0) (0.2) 0.7  
NOPAT 2.9  2.0  (0.3) 0.4  1.2  
Reported EPS (c) (6.8) 2.2  0.4  (0.4) 0.0  
Fully Adj EPS (c) 0.9  (1.7) (1.2) (0.2) 0.8  
Dividend per share (c) 0.0  0.0  0.0  0.0  0.0  

      
CASH FLOW & BALANCE SHEET 2018 2019 2020 2021E 2022E 
Operating cash flow 0.5  0.9  0.8  1.6  3.1  
Free Cash flow 0.1  0.6  0.1  0.4  1.7  
FCF per share (c) 0.1  0.9  0.2  0.5  2.2  
Acquisitions 0.0  0.0  0.0  0.0  0.0  
Disposals 0.0  0.0  0.0  0.0  0.0  
Shares issued 3.0  0.0  0.0  0.0  0.0  
Net cash flow 3.1  (0.4) (1.0) 0.4  1.7  
Overdrafts / borrowings 0.0  0.0  (0.5) (0.5) (0.5) 
Cash & equivalents 2.4  1.8  1.2  1.6  3.3  
Net (Debt)/Cash 2.4  1.8  0.7  1.1  2.8  

      
NAV AND RETURNS 2018 2019 2020 2021E 2022E 
Net asset value 2.6  4.7  5.3  7.9  13.5  
NAV/share (c) 3.7  6.3  7.1  10.7  16.9  
Net Tangible Asset Value 0.9  0.9  3.6  3.7  3.8  
NTAV/share (c) 1.3  1.3  4.9  5.0  4.8  
Average equity 3.6  4.7  5.3  7.0  12.5  
Post-tax ROE (%) (132.1%) 32.0% 6.0% (4.8%) 3.1% 

      
METRICS 2018 2019 2020 2021E 2022E 
Revenue growth 73.2% 0.9% 3.5% 15.0% 13.0% 
Adj EBITDA growth 34.6% (83.1%) 427.9% 36.2% 32.9% 
Adj EBIT growth 279.3% (154.1%) (71.6%) (274.4%) 170.6% 
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 6.8% (3.7%) (1.0%) 1.5% 3.6% 

      
VALUATION 2018 2019 2020 2021E 2022E 
EV/Sales (x) 2.3 2.3 2.2 2.0 1.7 
EV/EBITDA (x) 28.0 165.5 31.3 23.0 17.3 
EV/NOPAT (x) 22.9 33.5 -224.2 151.2 55.9 
PER (x) 92.4 N/A N/A N/A 112.0 
Dividend yield N/A N/A N/A N/A N/A 
FCF yield 0.1% 1.0% 0.2% 0.6% 2.6% 

 

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: 
Emily Ritchie 
+44 (0) 20 7781 5311 
eritchie@progressive-research.com 
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