
Shemaroo Entertainment 
India puts around 1,500 to 2,000 films a year. This is 3x more than United States, which is the 
second highest producer of films. The person who invests money in making the film is known as 
the producer. The copyright act gives the producer of the film exclusive marketing rights to the 
content 60 years from the day of release. The producer monetizes the film over a period of time 
and the period is broken into first and second cycle. 
 
The first cycle generates around 90 to 95 percent of the total revenue. In this cycle the movie 
gets released to theatres followed by television. It is very hard to make a decent return on 
investment (ROI) in the first cycle. Why is that? There are 100’s of duds for every blockbuster 
movie. The ratio of hits-to-misses in the film industry is in low single digits. The first cycle takes 
around 4 to 5 years to complete. 
 

 
 
After 4 to 5 years the film comes back to the market to participate in the second cycle. Around 5 
to 10 percent of total revenue is made in this cycle. The producer of the movie sells the rights to 
content aggregators. There is a lower risk in the second and subsequent cycles due to visibility 



of the movie from the first cycle. One can select the content based on criteria like viewership 
rating, box office records, awards, cast, genres, etc.  
 
This is similar to picking Sachin Tendulkar for your team in 1998. A shrewd content aggregator 
can set an ROI and purchase films that can meet or exceed the set hurdle rate. One such 
content aggregator is Shemaroo Entertainment with a hurdle rate of 18 percent. 
 
Shemaroo Entertainment was founded in 1962 as a book circulating library. It is headquartered 
out of Mumbai and employs over 500 employees. Shemaroo is one of the largest independent 
content aggregators with a library of more than 3,500 titles. The breakdown of its media 
inventory is shown below. 
 

 
 
Hindi films make up 53 percent of the content. Jab We Met, Om Shanti Om, Golmaal, and 
Sarfarosh are some hindi films in its catalog. Regional titles make up 41 percent of the content. 
This includes non-film content and titles in various other regional languages like Marathi, 
Gujarati, Punjabi and Bengali amongst others. Special Interest contains Kids and Devotional 
content. This makes up around 7 percent of its catalog. 
 
What is the difference between Perpetual and Aggregated titles? Titles over which Shemaroo 
have complete ownership are referred as perpetual rights. This allows Shemaroo to distribute 
content worldwide for a perpetual period (read it as never ending) across all mediums. Titles 
over which Shemaroo have limited ownership rights are referred as aggregated titles. They are 
restricted mostly by period of usage and distribution platforms. 
 
Aggregated titles make up 74 percent of the titles. Perpetual titles make up the remaining 26 
percent. Perpetual titles brings stability and drive higher ROI over a period of time. Even though 
perpetual content brings better stability it puts a lot of strain on the balance sheet. Why is that? 
You need to pay up a lot for perpetual content. In the last 11 years Shemaroo cautiously built its 
perpetual content from 20 to 948 titles. 
 
At times Shemaroo produces its own content. The company has 500 crores of media inventory 
in its books. Of which only 3.3 crores is invested in producing its own movies. The management 
made it clear that it would invest no more than 10 percent on producing its own content. 



 
Shemaroo monetizes its content by distributing it to 2 kinds of media; Traditional Media and 
New Media. Around 76 percent of revenue comes from Traditional Media and 24 percent 
comes from New Media. 

 
 
Shemaroo is growing its Traditional Media business at 14 percent. This growth is inline with the 
industry growth. Its New Media business is growing at 45 percent. This growth is much higher 
compared to the industry average of 30-35 percent. 
 

 
 
Traditional Media includes revenue from Broadcast Syndication, Home Entertainment, In-flight, 
and Overseas markets. Broadcast Syndication has the highest share of traditional media 
revenue. In broadcast syndication, Shemaroo bundles a collection of movies and sells it 
networks like Sony, Zee, and Star. Network that is purchasing the movie has exclusive rights to 
the movies. 
 
This means that if Shemaroo sells movie Sarfarosh to Sony, then it can’t sell the same movie to 
a competitor channel. Usually the movies are sold exclusively to a network for a period of 4-5 
years. Traditional media has a high trade receivable of 180 to 200 days. 
 
New Media includes distributing content to Internet, Mobile Value Added Services(MVAS), 
Interactive Services, and IPTV. Shemaroo distributes its content on Internet video platforms like 



YouTube and HOOQ. MVAS includes distributing imagery, videos, and full songs to major 
telecom operators like Airtel and Vodafone. 
 
Around 50 percent of New Media revenue comes from telecom operators. YouTube generates 
around 30 percent and the remaining 20 percent comes from other new media sources. New 
media supports the following revenue models: pay-per-transaction, subscription, and 
advertisements (free to consumer). 
 
Revenue quality for the new media business is much better than the traditional media. It has an 
average accounts receivable of 90 days. This is because platforms like YouTube have a short 
payable cycle to its content providers. 

Few Opportunities 
In the US, the newspapers first took off followed by radio, television, and the internet. Each 
media type had a lot time to evolve one after the other. In India all media types are evolving and 
booming at the same time. Television and Digital Advertising are expected to grow at a decent 
rate of 15 and 31 percent. This is the space where Shemaroo operates in. 
 

 
 
Digitization of content is driving consolidation of broadcasters and distributors in television 
business. Broadcasters provide content and they include networks like Star, Sony, Zee, Sun, 
and Network18. They get this content from software makers like Balaji Telefilms and Radaan 
Media. Distributors make sure that the content provided by the broadcasters reaches millions of 
homes. They include DTH operators like Dish TV, Tata Sky, Airtel, and Sun Direct. And cable 
operators like Hathway and DEN. 
 
What does digitisation mean? It means that the capacity of your TV to get more channels 
increases dramatically by 10x. There are two ways to get TV signals — DTH and Cable. DTH is 



born digital in India. So any discussion about mandatory digitisation is only about moving cable 
from analogue to digital. It broadens the cable pipe by adding 10 times as much capacity. 
 
With digitisation customers gets more channels to choose from. In the analog world there is a 
logjam for bandwidth. MSO and Cable operators charged carrying fees to broadcasters for 
carrying their channels. With digitisation there is no logjam for bandwidth and this fees goes 
away. 
 
Digitisation increases transparency to the system. You can easily track and meter customers 
activity. This increases broadcasters pay revenue share and they no longer are over dependent 
on advertising revenue. This allows broadcasters to invest more on content. This benefits 
content aggregators like Shemaroo. As the chart below shows the share of broadcasters 
subscription revenue is expected to go up from 31 to 37 percent. 
 

 
Where is India on digitisation? At present, digitisation of Phase III is almost complete. This 
means that all urban areas should be digitised. Here is an excerpt from Shemaroo’s latest 
annual report. Although the deadline for Phase IV has elapsed, the situation on ground has not 
been very encouraging. The process of digitisation has been long-drawn and arduous; however, 
as the digitisation phases are completed, Shemaroo will stand to gain from the improved cash 
flows for broadcasters, which, in turn, will be utilised for content acquisition. 
 
Shemaroo partnered with DTH operators like DishTV and launched a novel concept called as 
Miniplex. It is a service that lets users watch Shemaroo’s movie premieres every Friday. It is 



subscription service and customers can enjoy Miniplex by paying 60 rupees per month. Not sure 
how much of revenue growth would Miniplex bring given that customers have limitless choices. 
 
Smartphone and Internet penetration rate in India is low compared to countries like US and 
China. With cheaper smartphones and reducing internet costs the penetration rate should go up 
fast. Efforts like Bharat Net (broadband to rural India) and Indian Railways partnering with 
Google to provide free Wi-Fi in railway stations across the country will increase the internet 
penetration rate. 

 
Good broadband speeds are essential for consumers to enjoy a rich internet experience. The 
average broadband speed in India is 5.6 mbps in Q4 2016. This represents an YoY increase of 
99 percent. Thanks to efforts like Reliance Jio, which spent $25 billion and made millions of 
Indians to access data on an unprecedented scale. Here is a quote from Economist: From 
Kolkata’s slums to the banks of the Ganges, millions of Indians are using social media and 
streaming videos for the very first time. 
 

 



What is Digital Advertising? Advertisements that leverage Internet technologies to deliver 
promotional and marketing content to consumers. Digital advertising spends are increasing with 
increasing smartphones, internet usage, and better broadband speeds. The table below shows 
that digital advertising revenue is increasing 2x that of the overall advertising revenue. Why 
should this matter to Shemaroo? 
 

 
 
With a catalog of over 3500 titles, Shemaroo can distribute its content over Internet video 
platforms like YouTube, HOOQ, Hotstar, Jio Play, etc. This will enable it to make more revenues 
from advertisements and other pay models. There are several advantages of making money on 
platforms like YouTube compared to that of traditional media. We already saw that accounts 
receivable days for new media business is 50 percent lesser than that of traditional media 
business. 
 
Content sold to traditional media doesn’t have a lot of operating leverage. Once content gets 
sold to Sony it can’t be sold to anyone else. Sony is going to pay fixed revenue to Shemaroo 
depending on the contract. Shemaroo revenue doesn’t increase if more people watch the 
content or the number of times the content gets aired in Sony. 
 
In case of YouTube the revenue to Shemaroo is going to be based on advertisements. It’s a 
game of eyeballs. More people viewing the content will let YouTube play more advertisements. 
This in turn generates more advertising revenue for Shemaroo. More people viewing its content 
doesn’t increase the cost for Shemaroo. This creates operating leverage. Are there signs of it? 
 

 
 
Over the last 5 years there is an operating margin increase of 500 basis points. Around 60 
percent of this comes from decrease in legal, professional, consultancy, and general expenses. 
My hypothesis is that most of the new media platforms are managed automatically and doesn’t 
require much negotiations between Shemaroo and new media platforms. This resulted in 
decreased operating expenses. 



 
From the table below we can see that Shemaroo is one of the top channels in YouTube. Eros 
Now, Yash Raj Films (YRF), and Rajshri produce their own content and also distribute it. But 
Shemaroo doesn’t produce any content. It only aggregates content. This begs one to ask a 
question on why would any producer sell its content to Shemaroo instead of distributing the 
content itself to traditional and new media? 
 

 
 
Content production (including films) in India is an extremely fragmented industry. There are 
many producers who are producing very few films every year. It is very difficult for an individual 
producer to reach out to various platforms. And for the platform to pay enough attention to 
producers with minimal content. This gives opportunity to content aggregators like Shemaroo to 
aggregate content from many small producers and build content catalog that is deeply 
engaging. 
 
What if formidable players like Amazon, Netflix, and Reliance Jio source movie content directly 
from producers? Yes they can. But these players are focused on acquiring content in the first 
cycle. This gives players like Shemaroo to grow big by aggregating content in the second and 
subsequent cycles. 

Few Concerns 
Up to this point I wrote about all positives in Shemaroo’s business model. Now I am going to talk 
about things that concerns me. Shemaroo compounded its sales at 18 percent over the last 5 
years. This is decent. For growing its sales it has to compound its balance sheet at a much 
higher rate of 23 percent. 
 

 
 



This wouldn’t concern me if the business generates positive cash flow from operations and 
reinvest it back. Why is that? The average pre-tax ROIC for Shemaroo is 20 percent over the 
last 5 years. These are decent returns and reinvesting back at 20 percent ROIC is good. But the 
problem is that it didn’t generate positive cash flow from operations. 
 
To be fair I reclassified its inventory addition as a capital expenditure. With that change the cash 
flow from operations turned positive. But funds generated from internal operations is not enough 
to meet the capital expenditure needs. It had to fund its growth via debt and equity dilution. The 
table below tells the story clearly. 
 

 
 
I don’t remember if Buffett or Munger told this. All the profits of the owner is lying in the backyard 
as receivables and inventory. Would Buffett and Munger say this looking at Shemaroo’s cash 
flow statement? One can argue that growing a business requires taking debt and issuing equity. 
What’s wrong with that if the business can generate an average pre-tax ROIC of 20 percent? 
 
I would agree with that logic if at some point Shemaroo can grow its topline without growing its 
inventory at the same pace. This is the only way to generate free cash flow and deliver true 
value to business owners. Are there evidences of this happening? The table below shows that 
there is no evidence for that. 
 

 
 
In 2012 Shemaroo was generating 1.88 rupees of revenue for 1 rupee of inventory. In 2017 this 
has come down to 0.85 rupees. The management is telling that they are investing heavily in 
acquiring content. In a few years this trend should change and growing sales would not require 
growing its inventory. As an outsider I don’t know how to validate that statement with numbers. 
Only time should tell if that turns out to be true. 



The table below shows that Shemaroo’s cost of acquiring title has compounded at 35 percent in 
the last 6 years. They might be able to pass on the price increase to networks as the content is 
only with Shemaroo. I don’t know that for sure. But as a prospective investor I have to ask the 
following question. With rising content acquisition costs would Shemaroo be able to generate an 
IRR of 18 percent? Note: Historical costs might be understated due to catalog getting amortized 
over a period of time. 
 

 

On Valuation 
Let’s assume that we are convinced on the strengths of Shemaroo’s business model. How 
much should one pay for it? The answer to that question is very simple. Intrinsic value of a 
business is the discounted value of the cash that can be taken out of a business during its 
remaining life. Shemaroo is not producing a cent of free cash flow. It needs external funds in the 
form of debt and equity to grow. 
 
A common practice in the industry is to arrive at value the following way. Shemaroo makes an 
EPS of 23 rupees. The share is selling at 354 rupees and this gives a price-to-earnings multiple 
of 15. This is cheap for a business that is growing at 18 percent. This way of thinking is not 
correct. Why is that? 
 
First, the quality of Shemaroo’s earnings isn’t that great. It takes 164 days to collect cash from 
customers. With new media business this number will come down to 135. This is still high. 
Without any free cash flow coming out of the business putting a multiple on the stock is nothing 
more than speculation. 
 
We know that there is a huge value migration happening from physical to digital advertising. 
Digitization increases media consumption. Data is the new oil and players like Shemaroo with 
media content will have a lot of opportunities for growth. As of this writing the enterprise value of 
Shemaroo is around 1,235 crores rupees. Instead of focusing on the valuation I am trying to find 
answers to the following questions. 
 

1. Will Shemaroo be able to grow sales without growing its inventory? Is there a way to 
verify that from sources outside of Shemaroo’s management? 

 
2. Shemaroo’s cost of acquiring title has compounded at 35 percent in the last 6 years. 

Would it able to maintain an IRR of 18 percent? How do you know that? How do we 
evaluate the media inventory of content aggregators? How is Shemaroo’s media 
superior from others? 



 
3. Over the years the number of television networks got consolidated into few major players 

like Sony, Zee, Star, Sun TV, etc. Would this consolidation happen to movie producers 
also? How will Shemaroo get affected if that happens? 

 
4. To be an effective thinker one should seek out outside view (base rates). Are there 

content aggregators like Shemaroo in other countries like US. What returns did they 
generate to their shareholders? 

 
5. Would Shemaroo have bargaining power if content platforms like Amazon picks up and 

start buying 1st cycle contents exclusively? This might reduce and eliminate availability 
of good content in the 2nd and subsequent cycle. 

 
6. Of late, the boundaries between different layers of over-the-top content video value 

chain are blurring as players look to build integrated capabilities. This gives customers 
limitless choices of content. Would that bring down the value of Shemaroo's content? In 
today’s world platforms like Amazon, Google, and Netflix decide what their customers 
watch via Artificial Intelligence. How would that play out for Shemaroo. Will its contents 
come to the top? 

 
What’s a better learning strategy: covering a subject in full detail from top-to-bottom or 
progressively sharpening a quick overview? The better way to learn is to use the idea of 
progressive rendering. Get a rough outline as quickly as possible. Then gradually improve your 
understanding of the subject over time. 
 
This document is a rough outline of my understanding of Shemaroo. Overtime I will improve my 
understanding of the media industry and Shemaroo in detail. In the process I will figure out the 
answers for the above questions. Only then I have any business to think about Shemaroo’s 
valuation. 
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Disclaimer 
I don’t have any position in Shemaroo Entertainment. I am not a SEBI registered analyst. This 
isn’t a recommendation to buy, sell, or hold the stock. I wrote this document to organize my 
thoughts and deepen my understanding about the company and the media industry. I am 
sharing it so that you can learn something from this. 
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