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COMPANY DESCRIPTION 

ZOO Digital provides subtitling and dubbing 
technology and services to producers of TV 
series and feature films 
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A strong first half – upgrades for FY22 and FY23 
ZOO Digital has announced strong H1 results to 30 September 2021. 
Momentum has gathered pace due to new content production, and a 
continuing focus on back catalogues for streaming. Revenue grew by 64% in 
H1 and adjusted EBITDA by an even more impressive 82% to $2.4m, due to 
operational gearing. We are upgrading our FY22E and FY23E forecasts 
accordingly. The conversion of the 7.5% convertible loan stock removed the 
main group borrowings; the cash balance at the period-end was $8.2m, 
benefitting from the $10.3m placing in April. ZOO has a strong order book 
across all service lines with good visibility for H2. Management has 
confirmed it will continue to invest into FY23 to support volume growth, 
which will enable greater levels of profitability in future periods.  

▪ Strong first half and upgrades to forecasts. Revenue was $26.9m (H1 
FY21: $16.4m), with a 142% increase in Media Services driven by two 
major over-the-top (OTT) geographic launches. Localisation revenues 
(including subtitling) increased by 30% as new productions resumed. We 
increase FY22E revenue by 10% to $54.2m and maintain adjusted EBITDA 
at $5.1m, due to the increase in operating expenses resulting from ZOO’s 
investment for growth. For FY23E we increase revenue by 14% to $64.9m 
and adjusted EBITDA by 13% to $7.0m. 

▪ Investing for growth and first phase in its global growth strategy. Direct 
staff grew by 53% to support higher volumes, and operating expenses 
increased 57% to $8.3m. This is in line with ZOO’s strategy to invest in R&D 
and geographic presence. ZOO Turkey was launched post period to 
provide major content creators with an enhanced offering in the MENA 
region.  

▪ Structural tailwinds and long-term growth. ZOO is globally capable of 
delivering end-to-end (E2E) localisation and media services, making it the 
go-to service partner to globalise content across different territories. 
Management is confident of strong growth for the foreseeable future, 
investing in resources to deliver on the medium-term revenue target of 
$100m. 

ZOO is demonstrating strong business momentum, with revenue growth 
driven by the resumption of new production and the increasing demand for 
the migration of back catalogue content for streaming. This is underpinned 
by recent (and ongoing) investment in ZOO’s talent pool and the creation of 
new regional hubs, both of which will help boost profitability and cash 
generation from FY23E. H1 performance points to continued strength in H2 
and beyond, and we upgrade our forecasts to reflect this.  
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FYE MAR ($M) 2019 2020 2021 2022E 2023E 

Revenue 28.8 29.8 39.5 54.2 64.9 

Adj EBITDA 0.4 2.1 4.5 5.1 7.0 

Fully Adj PBT -1.4 -1.0 0.9 1.6 3.0 

Fully Adj EPS (c) -1.7 -1.2 1.0 1.6 2.5 

EV/Sales (x) 5.7x 5.5x 4.2x 3.0x 2.5x 

EV/EBITDA (x) 405.9x 76.9x 36.3x 31.9x 23.4x 

PER (x) N/A N/A 173.4x 115.4x 72.4x 

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

H1 financial performance 

Revenue was $26.9m (H1 FY21: $16.4m), with a 142% increase in Media Services driven by 
ZOO’s support for two major OTT geographic launches. Localisation revenues increased by 
30% as clients resumed new productions. Gross profit increased to $8.6m (H1 FY21: $5.1m) 
due to the growth in revenue and direct staff costs falling 2%, (although in absolute terms 
direct staff grew by 53% to support higher volumes of orders).  

Operating expenses increased 57% to $8.3m (H1 FY21: $5.3m), in line with ZOO’s strategy 
to invest in its geographic presence and Research and Development. We believe that the 
significant investment for growth will be complete by FY23 and expect an untick in 
profitability from this point. The cash balance at the period-end was $8.2m, benefitting 
from the $10.3m placing in April; however, we expect this to decrease in the second half 
due to reinvestment for growth. 

Net cash flow from operating activities was negatively impacted by the delay in the receipt 
of payments from debtors, with an out flow of $0.9m. Net cash flow from investing 
activities was also negative at $2.1m, following the investment in both R&D and capital. 
However, given our forecast increase in revenue, and the unwinding of debtors, we are 
forecasting positive operating cashflow this year and next. 

ZOO has short-term lease commitments of $1.0m, a reduction of $0.4m as no new lease 
commitments were entered into during the period. The balance in short-term borrowings 
relates to rent due on leasehold properties, with a new 19,000 square foot office lease in 
Sheffield for a 10-year period. This has increased the property asset, with a corresponding 
increase in long-term liabilities, as required by IFRS 16, of $2.0m. 

ZOO has redeemed in full both convertible loan notes and will be free of any outstanding 
liability and future interest payments; the overall impact is to completely remove the main 
group borrowings. The statutory loss for the period of $1.7m (H1 FY 21: loss of $0.7m) was 
primarily due to the final accounting charge related to the conversion of the loan stock, 
being a non-cash fair value movement of $1.0m. Therefore, the current full year (FY22), 
will mark the end of the non-cash accounting costs associated with the convertible loan 
stock. This accounting treatment has impacted recent results and FY23 will be the first year 
where there will be no impact. 

Operational highlights 

Post period-end, ZOO announced the first phase in its global growth strategy with the 
launch of ZOO Turkey through a strategic investment in ARES Media, an Istanbul-based 
media localisation company whose services overlap with ZOO. This investment will enable 
ZOO to continue to deliver high-quality Turkish language services with additional focus and 
enhanced reach, while still working with other local partners in the region.  ZOO Turkey will 
provide major content creators and global streaming services with an enhanced offering in 
the MENA region.  

The scope of the ZOOstudio platform has been extended, enabling it to be further 
embedded within customer operations, and ZOO secured a further customer in the period 
for this product. In our view, this represents a strategically important offering that allows 
ZOO to become ‘part of the furniture’ once ZOOstudio is adopted by a client. ZOO has also 
launched mastering services (the process of finishing or finalising a programme after post-
production) to further enhance the group’s position as a provider of end-to-end localisation 
and media services, securing its first customer engagement in this area. 
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Structural opportunity 

ZOO continues to benefit from a material increase in new content, an accelerated 
migration of back-catalogue content to streaming platforms and a number of new territory 
launches by streaming providers. The recent success of the Korean Netflix Original series 
Squid Game highlights the significant trend for the global distribution of non-English TV 
content.  

The OTT market was worth around $122 billion in 2019 and is forecast to reach $1 trillion 
by 2027 (source: Allied Market Research). A large number of distinct over-the-top (OTT) 
providers have set out their intentions to distribute services on a global or multinational 
basis. This will require more content to be localised into a greater number of languages, 
which should be a significant driver for the services of ZOO. 

There is a relatively low marginal cost of serving the long tail of consumers. Streaming 
platforms operate a strategy of “mass personalisation” of content using algorithms to 
ensure appealing content is suggested or recommended to each consumer, dependent on 
individual preferences. In order to provide this, the steaming companies require huge 
depth and breadth of content to deliver appealing content to as many consumers as 
possible.  
 
The industry’s gross cash amount spent producing and licensing new entertainment 
content (excluding sports) soared by 16.4% in 2020 to an all-time high of $220 billion, with 
2021 spend expected to rise to more than $250 billion (source: Purely Streamonomics). 
 

 

Regional growth strategy 

The centralisation of procurement by the large US buyers is beneficial to ZOO because it 
enlarges the addressable market, as purchasing decisions that were previously likely to 
have been devolved geographically are increasingly made through clients with which ZOO 
already has long-established relationships. 

ZOO operates a unique model, globally capable of delivering end-to-end (E2E) localisation 
and media services. ZOO is a go-to service partner for media businesses looking to globalise 
their content across different territories, languages and distribution platforms. ZOO’s 
regional hub strategy will provide access to new talent pools in lower-cost economies and 
enable higher levels of creativity, quality and security of delivery.  

ZOO currently operates from hubs in Los Angeles, London and Dubai, with a development 
and production centre in Sheffield, UK. Key growth regions that have been identified by 
ZOO are: Eastern Europe, following launches from Disney+, Sky Showtime and HBO Max; 
Asia Pacific, which is expected to nearly double in terms of OTT consumer numbers by 
2026; India, which is expected to triple over the same period; and the MENA region, which 
is expected to grow by 74% over the period (source: Digital TV Research). 
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Outlook and upgrade to forecasts 

Twin tailwinds are driving revenue growth with a significant expansion in orders for 
localisation and media services. Management notes that new production work returned to 
pre-pandemic levels in August 2021 and back catalogue work surged as streaming 
globalises. This gives improved visibility through H2 and underpins the recent investment 
in the business to support the anticipated growth. 

As a result of the pace and volume with which content is being made available for OTT 
streaming, buyers are increasingly turning to E2E vendors, of which ZOO is one of a very 
small number, rather than dividing the services between different vendors specialising in a 
subset of services.     

ZOO uses its cloud-based technology alongside a network of independent dubbing studios, 
vendor partners, and freelance actors and translators. Investment in regional hubs, in our 
view, will strengthen ZOO's offering by simplifying access to new territories, providing 
access to new talent pools in lower-cost economies and improving the quality of localised 
content.  

We increase FY22E revenue by 10% to $54.2m and maintain adjusted EBITDA at $5.1m, due 
to the increase in operating expenses as ZOO builds capacity for future growth. For FY23E 
we raise revenue by 14% to $64.9m, and adjusted EBITDA by 13% to $7.0m. We expect that 
the significant investment for growth will be complete by FY23 and expect a significant 
uptick in profitability from this point. 

The chart below demonstrates recent revenue progression, in the context of the group’s 
medium-term revenue target. 

 
Recent revenue performance and the medium-term $100m target 

 

Source: Company information, Progressive Equity Research estimates 
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Financial Summary: Zoo Digital 

Year end: March (US$m unless shown)      
      
PROFIT & LOSS 2019 2020 2021 2022E 2023E 
Revenue 28.8  29.8  39.5  54.2  64.9  
Adj EBITDA 0.4  2.1  4.5  5.1  7.0  
Adj EBIT (1.1) (0.3) 1.6  1.4  3.3  
Reported PBT 1.1  0.0  (3.6) 0.1  3.0  
Fully Adj PBT (1.4) (1.0) 0.9  1.6  3.0  
NOPAT 2.0  (0.3) 1.4  1.2  2.8  
Reported EPS (c) 2.2  0.4  (4.2) (0.1) 3.2  
Fully Adj EPS (c) (1.7) (1.2) 1.0  1.6  2.5  
Dividend per share (c) 0.0  0.0  0.0  0.0  0.0  

      
CASH FLOW & BALANCE SHEET 2019 2020 2021 2022E 2023E 
Operating cash flow 0.9  1.0  6.3  3.2  6.4  
Free Cash flow 0.6  0.3  4.1  (0.4) 4.2  
FCF per share (c) 0.9  0.4  5.4  (0.5) 4.8  
Acquisitions 0.0  0.0  0.0  (5.0) (1.0) 
Disposals 0.0  0.0  0.0  0.0  0.0  
Shares issued 0.0  0.0  0.1  10.2  0.0  
Net cash flow (0.4) (0.9) 2.8  (0.2) 1.7  
Overdrafts / borrowings 0.0  (8.0) (11.2) (4.5) (4.5) 
Cash & equivalents 1.8  1.2  2.9  2.7  4.4  
Net (Debt)/Cash 1.8  (6.8) (8.3) (1.8) (0.1) 

      
NAV AND RETURNS 2019 2020 2021 2022E 2023E 
Net asset value 4.7  5.3  2.8  21.7  24.5  
NAV/share (c) 6.3  7.1  3.8  24.7  27.9  
Net Tangible Asset Value 0.9  3.6  4.4  9.8  10.3  
NTAV/share (c) 1.3  4.9  5.8  11.1  11.7  
Average equity 4.7  5.3  2.8  21.7  24.5  
Post-tax ROE (%) 32.0% 6.0% (111.4%) (0.3%) 11.5% 

      
METRICS 2019 2020 2021 2022E 2023E 
Revenue growth 0.9% 3.4% 32.7% 37.0% 19.9% 
Adj EBITDA growth (83.1%) 427.9% 112.1% 13.5% 36.3% 
Adj EBIT growth (154.1%) (71.6%) (638.8%) (10.3%) 129.1% 
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 (3.7%) (1.0%) 4.1% 2.7% 5.1% 

      
VALUATION 2019 2020 2021 2022E 2023E 
EV/Sales (x) 5.7 5.5 4.2 3.0 2.5 
EV/EBITDA (x) 405.9 76.9 36.3 31.9 23.4 
EV/NOPAT (x) 82.2 -549.7 120.0 133.1 58.1 
PER (x) N/A N/A 173.4 115.4 72.4 
Dividend yield N/A N/A N/A N/A N/A 
FCF yield 0.5% 0.2% 3.0% (0.3%) 2.7% 

 

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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