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Source: LSE Data 

 

KEY DATA 

Net (Debt)/Cash $0.7m (at 31/03/20) 

Enterprise value £43.5m 

Index/market AIM 

Next news Interims, Nov 2020 

Shares in Issue (m) 74.5 

Chairman Gillian Wilmot 

Chief Executive Stuart Green 

Finance Director Phillip Blundell 

 

COMPANY DESCRIPTION 

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

www.zoodigital.com 
 

Increasing confidence 

ZOO’s H1 FY21 included a tumultuous few months as COVID-19 effectively 
shut off work on new media content production which impacted subtitling 
projects, but studios rapidly adopted Cloud-based dubbing and the group’s 
digital packaging business enjoyed a dramatic rebound in fortunes.  We note 
the positive commentary in today’s RNS and upgrade our FY21E and FY22E 
estimates to reflect the recent performance and, in particular, the 
exceptionally strong H2 trading that the group is enjoying. 

▪ H1 financial performance  The group delivered a performance for H1 that 
appeared reasonably well on track for full-year revenue estimates, ahead 
of both the prior year and H2 FY20.  Profitability was impacted by 
investment in people and technology, but cash was strong (albeit buoyed 
by a higher-than-normal creditor position) – we discuss these overleaf. 

▪ Confidence in Q3 and H2 overall  With the H1 performance 
demonstrating remarkable resilience in the face of COVID-19 lockdowns, 
the business has moved into H2 with a materially-expanded customer 
relationship delivering an extremely high level of near-term visibility.  This 
is driving management’s confidence, and bodes well for additional client 
wins and revenue expansion over time.  

▪ Upgrades to estimates  Based on the strong performance of the business 
over the past six months, and the exceptional level of orders on hand, we 
upgrade FY21 and FY22 – revenue by some 5% and 4% respectively, and 
adjusted EBITDA by 37% and 27%.  Further upgrades may be forthcoming 
if the business continues to trade well, and especially if the industry 
returns to normal levels of new content delivery while retaining some of 
the Cloud-dubbing methodology adopted in the face of COVID-19.  

In our opinion, there are three key facts relevant to ZOO and its positioning.  
Firstly, the business has weathered the pandemic extremely well to date, 
with revenue growth and generation of both cash and profit.  Secondly, ZOO 
is clearly investing (in both people and technology) for the client project 
mentioned above, and more generally for expansion of dubbing capacity. .  
Thirdly, current “record” order books and activity in Q3/H2 strongly point 
to client demand manifesting itself as expected.  The next six months should 
benefit from a gradual return to normality in some areas, as well as the 
major new customer relationship driving near-term revenues.  We look 
forward to H2 FY21 and beyond as ZOO looks to capitalise on this strong 
position.   
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FYE MAR ($M) 2018 2019 2020 2021E 2022E 

Revenue 28.6 28.8 29.8 36.1 40.2 

Adj EBITDA 2.4 0.4 2.1 4.0 4.9 

Fully Adj PBT 0.5 -1.4 -1.0 0.9 1.8 

Fully Adj EPS (c) 0.9 -1.7 -1.2 1.0 1.9 

EV/Sales (x) 1.9x 1.9x 1.9x 1.5x 1.4x 

EV/EBITDA (x) 23.0x 136.3x 25.8x 13.9x 11.2x 

PER (x) 75.4x N/A N/A 74.0x 37.3x 

Source: Company Information and Progressive Equity Research estimates 
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2  Zoo Digital 

Commentary on H1 FY21 

Despite the COVID-19 lockdowns (and the knock-on closures of almost all major studio 
productions of new content), ZOO has managed to deliver growth in revenue year-on-year.  
Analysed further below, the revenue line grew by some 15% to $16.4m during the period, 
as dubbing and digital packaging both grew strongly, offsetting the inevitable and market-
led reduction in subtitling revenues.  

Gross profit declined by some $0.7m y/y ($5.1m from $5.8m) as the group invested to 
prepare for expected growth from customer relationships already won (and announced).  
The “tooling-up” process required a number of additional staff, whose impact on the 
payroll cost is seen in Cost of Sales.   

Adjusted EBITDA followed the downward trend in gross profit, but with the impact 
mitigated partly by reduced operating expenses – mainly a reduction in travel and 
marketing as COVID-19 curtailed these activities.  

The other major element worthy of note within the H1 financials relates to gross cash, 
which ended the period at $2.1m, up from $0.6m in the prior year and $1.2m at the March 
2020 year end.  This gross cash position benefited from an increase in trade creditors, 
which reached $10.0m, up from $8.0m at the year end.  Net cash at the period end was 
some $0.7m, showing the twin effects of increased gross cash and an increased level of 
borrowings ($1.4m up from $0.9m) as the group added technology infrastructure to 
support recent client wins.  

Operational performance 

The main three elements of the business are subtitling, dubbing and digital packaging, and 
the group also makes its ZOOstudio platform available to customers.  

Subtitling and dubbing  – these are reported as a single revenue line (“localisation”) which 
grew from $9.1m to $9.9m between H1 FY20 and H1 FY21.  The RNS narrative describes 
the growth in dubbing of 480%, and states that “many projects were reassigned to [ZOO] 
from other vendors” and that a number of “significant buyers” engaged with the group for 
the first time.  Subtitling business is described as having fallen 34% y/y in H1, which reflects 
the expected reduction in market volumes as new content production effectively ceased.   

Digital packaging – H1 FY21 revenue was up from $4.2m in the prior year to $5.5m.  This 
unit is engaged in helping customers “conform” or prepare media content for delivery 
through different mechanisms, taking the “raw” content and producing specifically-
tailored output for specific platforms.  Initially developed for physical DVD delivery of 
movie and TV content, the unit is now exceptionally busy helping OTT streaming providers 
re-platform existing content for delivery in a modern way through online platforms, user 
interfaces etc.  

ZOOstudio – less well-known than the other revenue streams, ZOOstudio is the group’s 
platform for management and tracking of high-volume content asset production and 
delivery….this was adopted by one major customer, and on the back of this reference 
client, we would hope for additional uptake over time.  
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Changes to forecasts 

ZOO’s RNS describes management as being “confident of achieving increased market 
consensus for the full year”.  Given the strength in the dubbing and digital packaging 
business lines, the recent win of a major customer engagement which ramps up during H2, 
and in anticipation of further gradual reopening of new content production, we choose to 
upgrade our estimates for the full year.  Details are as shown in the table below :  

 
CHANGES TO ESTIMATES 

 

Source: Progressive Equity Research estimates 

 

The high level of drop-down from revenue upgrades to Adjusted EBITDA is based on the 
strong gross margins being achieved on a material part of the new business being won, and 
our view that the group’s cost base is capable of delivering significant additional revenue 
without dramatic increase.  

Overview 

This H1 results announcement contains significant positive commentary, and the detailed 
financials also suggest a business well positioned for the future.   

Firstly, the group has “weathered” the COVID-19 pandemic extremely well, with dubbing 
growth offsetting subtitling pressure, and the industry’s focus on repurposing old content 
providing a major boost to the digital packaging revenue line.  Cash has been generated, 
and the business overall appears well on track to deliver. 

Secondly, there is evidence of increased investment in advance of the previously-
announced customer for the group’s end-to-end proposition.  Gross margins were 
impacted by the inclusion of new staff members in anticipation of this ramp-up, and the 
balance sheet shows the impact (through new loans) of investment in new technology 
infrastructure to handle increased volumes.  These signals suggest a business “gearing up” 
for increased activity. 

Finally, the group describes “orders for delivery in Q3” being at the highest level in the 
group’s history – a very strong signal, and demonstrating that customer activity is as 
growing expected.  Revenue for H2 is expected to grow 20% half-on-half. 

All these factors point to a business that is well positioned for current markets, looking to 
benefit as the industry realigns post-lockdown, and with a product and service portfolio 
that is finding increasing demand within a significant and growing customer base.  We look 
forward to further announcements around customer activity and financial performance 
into H2 any beyond.   

$m unless stated Old New Change (%) Old New Change (%)
Revenue 34.3 36.1 5% 38.7 40.2 4%
Adj EBITDA 2.9 4.0 37% 3.9 4.9 27%
Fully adj PBT (0.2) 0.9 n/m 0.7 1.8 158%
Fully adj EPS (c) (0.2) 1.0 n/m 0.8 1.9 136%

FY21E FY22E
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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  36.1  40.2  
Adj EBITDA 2.4  0.4  2.1  4.0  4.9  
Adj EBIT 1.9  (1.1) (0.3) 1.6  2.5  
Reported PBT (5.0) 1.1  0.0  0.7  1.5  
Fully Adj PBT 0.5  (1.4) (1.0) 0.9  1.8  
NOPAT 2.9  2.0  (0.3) 1.3  2.1  
Reported EPS (c) (6.8) 2.2  0.4  0.7  0.0  
Fully Adj EPS (c) 0.9  (1.7) (1.2) 1.0  1.9  
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  2.7  3.1  
Free Cash flow 0.1  0.6  0.1  1.3  1.6  
FCF per share (c) 0.1  0.9  0.2  1.7  2.0  
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) 1.3  1.6  
Overdrafts / borrowings 0.0  0.0  (0.5) (1.4) (1.4) 
Cash & equivalents 2.4  1.8  1.2  2.5  4.0  
Net (Debt)/Cash 2.4  1.8  0.7  1.1  2.6  

      
NAV AND RETURNS 2018 2019 2020 2021E 2022E 
Net asset value 2.6  4.7  5.3  7.9  14.3  
NAV/share (c) 3.7  6.3  7.1  10.6  17.9  
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  7.8  14.2  
Post-tax ROE (%) (132.1%) 32.0% 6.0% 6.8% 8.8% 

      
METRICS 2018 2019 2020 2021E 2022E 
Revenue growth 73.2% 0.9% 3.5% 21.3% 11.1% 
Adj EBITDA growth 34.6% (83.1%) 427.9% 86.0% 24.2% 
Adj EBIT growth 279.3% (154.1%) (71.6%) (630.0%) 56.4% 
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%) 4.4% 6.2% 

      
VALUATION 2018 2019 2020 2021E 2022E 
EV/Sales (x) 1.9 1.9 1.9 1.5 1.4 
EV/EBITDA (x) 23.0 136.3 25.8 13.9 11.2 
EV/NOPAT (x) 18.9 27.6 -184.6 41.0 26.2 
PER (x) 75.4 N/A N/A 74.0 37.3 
Dividend yield N/A N/A N/A N/A N/A 
FCF yield 0.1% 1.2% 0.3% 2.4% 2.8% 

 

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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