
   

www.progressive-research.com   
This publication should not be seen as an inducement under MiFID II regulations. 

 Please refer to important disclosures at the end of the document. 

 

24 February 2021 

ZOO DIGITAL 

SOFTWARE & COMPUTER SERVICES 
 

 

ZOO.L 

 92.5p 

Market Cap: £69.1m 
 

SHARE PRICE (p) 

 
12m high/low 122p/32p 

Source: LSE Data 

 

KEY DATA 

Net (Debt)/Cash $(6.3)m (at 30/09/20) 

Enterprise value £76.7m 

Index/market AIM 

Next news FY 21E update, Apr 2021 

Shares in Issue (m) 74.7 

Chairman Gillian Wilmot 

Chief Executive Stuart Green 

Finance Director Phillip Blundell 

 

COMPANY DESCRIPTION 
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technology and services to producers of TV 
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Market developments – more positive news 

ZOO Digital is continuing to benefit from a number of positive trends and 
industry shifts, such as the launch of Disney’s “Disney+ Star” channels across 
multiple geographies, which UK-based investors will see available this 
week.  This note contains commentary on Disney and Netflix – two of the 
largest market participants – as well as detail on the way the supplier base 
is evolving (further consolidation is under way).  We also consider the likely 
“way out” for the industry as lockdowns ease globally and the significant 
backlog of content is released into production.  

▪ Streaming content on the rise – Global demand for streaming video grew 
strongly in 2020, as reflected by Netflix adding 36.6m subscribers during 
the year to reach 203.7m global subscriptions, and Disney+ adding 68.4m, 
taking its total subscribers to 94.9m at the year-end. 

▪ Supplier consolidation – The last two years have seen a consolidation of 
leading media localisation service providers looking to provide a broader 
global offering, most recently Iyuno Media Group acquiring SDI Media. 
While this may strengthen ZOO Digital’s competition, new opportunities 
may also be created as clients seek to maintain supplier diversification. 

▪ Two lasting legacies of lockdown – Subscription video-on-demand (SVoD) 
viewing time saw a significant rise during the UK’s pandemic-related 
lockdowns in 2020, with analysis suggesting that the ongoing switch from 
broadcast to streaming video consumption has been accelerated. 
Lockdown restrictions have also led major media owners and video 
streaming broadcasters to evaluate cloud dubbing, resulting in an increase 
in its acceptance as a viable alternative to traditional dubbing studio use. 

▪ The road back to normal – The desire to create new video content has not 
diminished, with companies committing greater investment to original 
content creation as a differentiator for their platforms. We see potential 
for a deluge of new content to go into production as facilities open up, 
subject to regional variations in the timing of lockdowns being lifted. 

The home entertainment industry dynamics outlined above suggest to us an 
increasingly positive environment is developing for ZOO Digital, with the 
streaming video market seeing strong, sustainable growth in both supply 
and demand, while consolidation of media localisation service providers 
appears less of a threat and more of an opportunity for ZOO Digital to 
exploit, along with greater acceptance of cloud-based service providers. 
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FYE MAR ($M) 2018 2019 2020 2021E 2022E 

Revenue 28.6 28.8 29.8 38.5 44.2 

Adj EBITDA 2.4 0.4 2.1 4.7 5.1 

Fully Adj PBT 0.5 -1.4 -1.0 1.2 1.7 

Fully Adj EPS (c) 0.9 -1.7 -1.2 1.2 1.8 

EV/Sales (x) 3.4x 3.4x 3.3x 2.5x 2.2x 

EV/EBITDA (x) 40.7x 240.5x 45.6x 20.6x 19.2x 

PER (x) 125.7x N/A N/A 96.8x 64.8x 

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

Streaming content dominates growth in video viewing 

Streaming content is currently dominating growth in video viewing, and this is expected to 
continue, with more companies launching streaming services. Netflix, Amazon Prime Video 
and Disney+ are leading the way as global providers of streaming video on demand, with 
AppleTV+, WarnerMedia’s HBO Max, and NBCUniversal’s Peacock streaming services all 
launched in the last 18 months. New market entrants include Discovery, which recently 
launched its streaming service, and ViacomCBS is expected to unveil its plans for 
Paramount+ in 2021. 

2020 saw strong growth in demand for streaming video on demand services worldwide, 
reflected in the growth in subscriber numbers for Netflix, with 36.6m added during the year 
to reach 203.7m total global subscriptions, while Disney+ added 68.4m paid subscribers, 
taking its total subscribers to 94.9m at the end of 2020. Relevant to ZOO Digital is the fact 
that increasing localisation of content is required as streaming services become more 
global. Netflix reported that 83% of its 2020 net subscriber additions came from outside 
UCAN (USA and Canada), with 41% from EMEA, 25% from APAC and 17% from LATAM. 

The rapid growth in Disney+ subscribers follows its November 2019 launch in North 
America and Australasia, with growth also coming from its roll out to Europe and Latin 
America during the course of 2020. On 23 February 2021, there was a major expansion of 
its available content with the launch of Disney+ Star, designed to appeal to more mature 
audiences. The launch of Star has doubled the content available on Disney+ with the 
addition of 75 new series, more than 270 movies and four exclusive new shows, and it is 
planned that new titles will be added every month. 

Highlighted by the Disney+ Star launch is that a large amount of back-catalogue content is 
being made available for streaming and, due to the global distribution of the video content, 
much of this will have been re-localised, primarily with subtitling but also, to a degree, with 
dubbing, potentially for a wide range of regional audiences. For ZOO, depending on the 
extent to which it has been published previously in multiple languages, back-catalogue 
content can generate a potentially high volume of subtitling and dubbing work as it is 
released in new countries, even while there are restrictions over the production of new 
content, as there have been over the past year due to COVID-19 related lockdowns. 

In addition, media services are required to bring back-catalogue content up to the quality 
expectations and technical format requirements of modern streaming services, and this 
work can be quite significant for content produced more than a few years ago. ZOO 
operates as an end-to-end vendor, and so is able to provide the full range of services 
required to prepare entertainment content, both new and back-catalogue, for digital 
distribution on any platform and in any language. Consequently, ZOO is well placed to 
support its clients with the migration of large back catalogues of content over a period that 
could span many years. 

Looking ahead, recent comments from Netflix suggest growing opportunities could exist to 
re-localise new original video content. In its Q420 Shareholder Letter in January 2021, 
Netflix highlights that it continues to ramp up its local original content slate, noting that 
while designed to be very impactful in the home country, it sees many cases of its local 
originals traveling more broadly, giving the example of Lupin, an adrenalin-filled French 
language heist series released in early January 2021, which hit number 2 in the Netflix US 
Top 10 list and ranked number 1 in many other countries including Brazil, Argentina, 
Germany, Italy, Spain, Poland, Vietnam and the Philippines. Netflix projects that 70 million 
member-households will choose to watch Lupin in its first 28 days of release. 
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ZOO Digital lists Amazon Prime Video, Netflix and Disney among its customers, which 
include the ‘Big Five’ Hollywood studios, leading online retailers, the world's largest 
broadcasters, independent distributors and brand agencies. With Netflix and Disney both 
customers, we believe that ZOO Digital is likely to have benefited from a high volume of 
back-catalogue media services and some re-localisation driven by the increasing global 
distribution of the streaming services and, in particular, the launch of Disney+ Star, while 
Netflix’s drive to produce new, original content and maximise distribution to regional 
audiences suggests demand for the subtitling and dubbing services provided by ZOO Digital 
should remain strong. 

Supplier reaction – ongoing consolidation 

There has been a fair amount of change in the competitive landscape for subtitling and 
dubbing service providers over the last couple of years, contributed to, we believe, by the 
rapid development of the video streaming market, being led by Netflix, with the major 
content producers and owners needing time to adapt to the new streaming landscape. 

2019 saw Deluxe Entertainment Services file for Chapter 11 bankruptcy protection, the 
merger of BTI and IYUNO, and a partnership between SDI Media and Pixelogic. In January 
2021, Iyuno Media Group entered into an agreement to acquire SDI Media. We see this 
trend for consolidation being driven by service providers seeking to offer a global service 
to content owners and distributors, in line with the increasingly global distribution of 
streaming video content. 

While this consolidation may create larger and more global localisation service providers 
that represent greater competition, ZOO Digital already has relationships with many larger 
content producers, owners and distributors, and we believe that these customers will want 
to maintain a degree of supplier diversification for pricing and risk purposes. Additionally, 
customer focus on supplier diversification could mean consolidation potentially leads to 
further project and relationship opportunities for ZOO Digital. 

We note that on its preferred fulfilment partners list, as well as ZOO Digital, Netflix lists 
Iyuno Media Group – EMEA and Iyuno Media Group – APAC, Pixelogic EMEA, Deluxe Los 
Angeles, Deluxe London, Deluxe Spain and Deluxe APAC. As well as highlighting the number 
of partners that distributors can work with, to us, this suggests that these companies may 
not yet have developed a fully integrated global distribution offering. 

In our view, the threat to ZOO presented by market consolidation and larger scale 
competitors may not be as significant as might be initially perceived, more indicating the 
current fragmentation of the market and the increasing need for localisation service 
providers to have a global distribution offering. We believe that ZOO Digital is well placed 
to benefit from the anticipated growth in the video streaming market, given the existing 
relationships that it has built with Hollywood studios, major broadcasters and distributors. 
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Two lasting legacies of lockdown 

1. Increased consumption of TV/video content 

In its Media Nations report published in August 2020, Ofcom reviewed COVID-19 
media trends as well as wider market dynamics. A key finding was that changing 
consumer behaviour during the pandemic appeared to be accelerating the growth of 
online video, particularly subscription services such as Netflix and Disney+. 

Ofcom reports that, in April 2019, when the UK was in full lockdown, the average time 
spent watching audiovisual content increased by an hour and a half from the 2019 
average to 6 hours 25 minutes per person per day, with 3 hours 46 minutes on 
broadcaster television, up by 32 minutes, mostly due to news viewing. However, the 
greatest growth was in subscription video-on-demand (SVoD) services, with average 
daily viewing rising by 37 minutes to 1 hour 11 minutes, and young adults (aged 16-
34) watching for an average 2 hours per day. 

Importantly, as lockdown measures in the UK eased, Ofcom found that broadcast TV 
viewing fell, but TV set viewing of SVoD and other non-broadcaster content (including 
YouTube and video games) retained much of its lockdown uplift and was up 71% year-
on-year in the last week of June.  

Ofcom estimates that 12 million adults in the UK gained access to a new SVoD 
subscription during lockdown, around 3 million for the first time, including older age 
groups with typically higher broadcast TV consumption. 32% of 55-64-year-olds used 
SVoD services in the early lockdown period, up from 25% pre-lockdown, while 15% of 
over-64s used them (up from 12%). 

While, in our view, it seems likely that viewing figures will abate as lockdowns ease, 
there are signs that SVoD viewing is likely to persist at levels above the pre-pandemic 
starting point, with the ongoing switch away from broadcast towards streaming 
accelerated. 

2. Adoption of cloud-based / home dubbing 

As highlighted by ZOO Digital’s CEO Stuart Green in the company’s 2020 Annual 
Report, in an industry that is traditionally conservative and reluctant to adopt change, 
the continuing lockdown restrictions in response to the COVID-19 pandemic have had 
a positive effect for the company in two ways: 

- Firstly, a definite acceleration has been witnessed in the willingness of many major 
media owners and video streaming broadcasters to evaluate cloud dubbing as an 
effective solution. This is evidenced by the increased levels of client enquiries that 
ZOO Digital has experienced during the lockdown period, when traditional dubbing 
services providers have been unable to operate. 

- Secondly, traditional dubbing service providers, who were previously detractors of 
remote dubbing, started to promote their own alternative remote solutions, serving 
to strengthen the credibility of off-premises recording, effectively indirectly 
endorsing ZOO Digital’s cloud-based dubbing services offering. 

In our view, the acceptance and adoption of cloud-based dubbing services is unlikely 
to reverse once pandemic-related restrictions are lifted and we believe it is likely to be 
considered a viable alternative to traditional dubbing studio use when dubbing actors 
are unable to attend the studio. 
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For ZOO Digital, the engagement it has had with existing and new clients, catalysed by 
the pandemic lockdown restrictions, has provided the opportunity to demonstrate the 
benefits of its proposition as an effective solution for both business continuity and 
“business as usual”, given its high quality, good security and lower price points. The 
company’s end-to-end service capability positions it well to adapt to the changing 
customer requirements and focus that has been seen during the pandemic. We believe 
that ZOO Digital could see its cloud-based services gain more traction with these 
clients once its services have been evaluated and potentially accepted as a result of 
this initial engagement. 

The road back to normal – reopening of economies will allow 
production to resume 

The difficulties in assembling a cast and technical crew in the same location due to social 
distancing restrictions continue to affect the entertainment industry’s ability to create new, 
original content. However, the desire to create new content has not diminished, with 
companies committing greater levels of investment to original content creation to act as a 
differentiator for their platform. This is highlighted by Netflix’s comments in its Q420 
Shareholder Letter published in January 2021, which states that its productions are back 
up and running in most regions, with over 500 titles currently in post-production or 
preparing to launch and plans to release at least one new original film every week in 2021. 

With no pandemic-imposed constraints on the writing of new content, we see potential for 
a deluge of new content going into production as soon as facilities open up fully, although 
on a global level, this may depend on regional variations in the timing of lockdowns being 
lifted. However, with the significant level of content already written – everything that was 
“ready” or under way when production was halted during 2020, plus additional content 
written during lockdown, we do not expect there to be a shortage of new, original video 
content being created and released, particularly given the intensifying competition likely 
to exist between newly-launched rival video-on-demand streaming services.  

Conclusion 

Drawing together the themes presented above, in our view, there is clearly a significant 
backlog of new original content that will go into production as soon as facilities open, while 
new streaming services are likely to boost available content through the reformatting and 
re-localisation of back-catalogues, with competitive pressures driving greater production 
of new video content and increasing re-localisation to maximise distribution. In conjunction 
with the growing supply of streaming video-on-demand, consumer behaviour suggests that 
the pandemic-related lockdowns have accelerated the shift from broadcast to streaming 
video consumption that was already underway, thus increasing demand for content. This 
suggests an increasingly positive environment for end-to-end video content localisation 
service providers such as ZOO Digital, while the consolidation of suppliers in conjunction 
with the greater acceptance of cloud-based providers prompted by the pandemic-related 
lockdowns appears less of a threat and more of an opportunity for ZOO Digital to exploit. 
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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  38.5  44.2  
Adj EBITDA 2.4  0.4  2.1  4.7  5.1  
Adj EBIT 1.9  (1.1) (0.3) 2.3  2.6  
Reported PBT (5.0) 1.1  0.0  0.9  1.5  
Fully Adj PBT 0.5  (1.4) (1.0) 1.2  1.7  
NOPAT 2.9  2.0  (0.3) 2.0  2.2  
Reported EPS (c) (6.8) 2.2  0.4  1.0  0.0  
Fully Adj EPS (c) 0.9  (1.7) (1.2) 1.2  1.8  
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  2.7  3.4  
Free Cash flow 0.1  0.6  0.1  0.8  1.6  
FCF per share (c) 0.1  0.9  0.2  1.1  2.1  
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) 0.8  1.6  
Overdrafts / borrowings 0.0  0.0  (0.5) (1.4) (1.4) 
Cash & equivalents 2.4  1.8  1.2  2.0  3.6  
Net (Debt)/Cash 2.4  1.8  0.7  0.6  2.2  

      
NAV AND RETURNS 2018 2019 2020 2021E 2022E 
Net asset value 2.6  4.7  5.3  8.1  14.5  
NAV/share (c) 3.7  6.3  7.1  10.9  18.1  
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  8.0  14.4  
Post-tax ROE (%) (132.1%) 32.0% 6.0% 9.1% 8.3% 

      
METRICS 2018 2019 2020 2021E 2022E 
Revenue growth 73.2% 0.9% 3.5% 29.1% 14.8% 
Adj EBITDA growth 34.6% (83.1%) 427.9% 121.3% 7.3% 
Adj EBIT growth 279.3% (154.1%) (71.6%) (882.5%) 11.9% 
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%) 6.1% 5.9% 

      
VALUATION 2018 2019 2020 2021E 2022E 
EV/Sales (x) 3.4 3.4 3.3 2.5 2.2 
EV/EBITDA (x) 40.7 240.5 45.6 20.6 19.2 
EV/NOPAT (x) 33.3 48.7 -325.8 49.0 43.8 
PER (x) 125.7 N/A N/A 96.8 64.8 
Dividend yield N/A N/A N/A N/A N/A 
FCF yield 0.1% 0.7% 0.2% 0.9% 1.8% 

 

Source: Company information and Progressive Equity Research estimates 

 



 

24 February 2021 

 

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 

Disclaimers and Disclosures 

Copyright 2021 Progressive Equity Research Limited (“PERL”).  All rights reserved.  Progressive’s research is commissioned by the subject 
company under contract and is freely available to the public and all institutional investors.  Progressive does not offer investors the ability to 
trade securities.  Our publications should not, therefore, be considered an inducement under MiFID II regulations.  PERL provides professional 
equity research services, and the companies researched pay a fee in order for this research to be made available.  This report has been 
commissioned by the subject company and prepared and issued by PERL for publication in the United Kingdom only.  All information used in 
the publication of this report has been compiled from publicly available sources that are believed to be reliable; however, PERL does not 
guarantee the accuracy or completeness of this report.  Opinions contained in this report represent those of the research department of 
PERL at the time of publication, and any estimates are those of PERL and not of the companies concerned unless specifically sourced 
otherwise.  PERL is authorised and regulated by the Financial Conduct Authority (FCA) of the United Kingdom (registration number 697355). 

This document is provided for information purposes only, and is not a solicitation or inducement to buy, sell, subscribe, or underwrite 
securities or units.  Investors should seek advice from an Independent Financial Adviser or regulated stockbroker before making any 
investment decisions.  PERL does not make investment recommendations.  Any valuation given in a research note is the theoretical result of 
a study of a range of possible outcomes, and not a forecast of a likely share price.  PERL does not undertake to provide updates to any 
opinions or views expressed in this document. 

This document has not been approved for the purposes of Section 21(2) of the Financial Services & Markets Act 2000 of the United Kingdom.  
It has not been prepared in accordance with the legal requirements designed to promote the independence of investment research.  It is not 
subject to any prohibition on dealing ahead of the dissemination of investment research. 

PERL does not hold any positions in the securities mentioned in this report.  However, PERL’s directors, officers, employees and contractors 
may have a position in any or related securities mentioned in this report.  PERL or its affiliates may perform services or solicit business from 
any of the companies mentioned in this report. 

The value of securities mentioned in this report can fall as well as rise and may be subject to large and sudden swings.  In addition, the level 
of marketability of the shares mentioned in this report may result in significant trading spreads and sometimes may lead to difficulties in 
opening and/or closing positions.  It may be difficult to obtain accurate information about the value of securities mentioned in this report.  
Past performance is not necessarily a guide to future performance. 

 

 

 

 


