
Europe Equity Research 
15 May 2008 
 

CME Overweight 

Solid Outlook Post 1Q08, Reiterate OW, PT $120 $100.76 
12 May 2008 
Price Target: $120.00 

CEEMEA Media 

Jean-Charles Lemardeley,      
CFAAC * 

(44-20) 7325-5763 
jean-charles.lemardeley@jpmorgan.com 

Cesar Tiron * 

(1-212) 622-6599 
cesar.tiron@jpmorgan.com 

Malin Hedman 
(44-20) 7325-9353 
malin.b.hedman@jpmorgan.com 

 

70

90

110

130

$

May-07 Aug-07 Nov-07 Feb-08 May-08

    

Price Performance

 YTD -1M -3M -12M 

Absolute -13.1% 16.7% 6.5% 10.4% 

Source: RIMES, Reuters. 

Central European Media Enterprises (CETV;CETV US)
 2007A 2008E

(New)
2008E

(Old)
2009E

(New)
2009E

(Old)
EPS FY ($) 5.91 8.72 4.79 5.11 5.84
EBITDA FY ($ mn) 277 404 417 465 483
EV/EBITDA FY 16.6 11.9 12.0 10.1 10.1
P/E FY 17.0 11.6 21.0 19.7 17.3
Revenues FY ($ mn) 840 1,123 1,105 1,226 1,238
CF/Sh FY ($) 6.13 9.04 9.32 10.52 10.44
P/CF FY 16.4 11.1 10.8 9.6 9.7
EV FY ($ mn) 4,505 4,758 4,760 4,633 4,606
Source: Company data, Reuters, JPMorgan estimates. 

Company Data 
Price ($) 100.76
Date Of Price 12 May 08
52-week Range ($) 126.53 - 75.38
Mkt Cap ($ mn) 4,211.77
Fiscal Year End Dec
Shares O/S (mn) 42
Price Target ($) 120.00
Price Target End Date 31 Dec 08 
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• Reiterate positive stance on CME. We reiterate our OW-rating 
and our multiples-based target price of US$120 for December 
2008, which implies 20% upside to the current share price.  

• 2008 catalysts: growth and Ukraine. Outstanding operational 
performance and growth are likely to be the key drivers for the 
stock in 2008, and we are comfortable with our revenue and 
EBITDA forecasts for 2008 being 3.2% and 4.5% above 
management guidance. In the Ukraine, CME could surprise on the 
upside as 1) management’s focus on the Ukraine has increased 
since CME has taken over management control at Studio 1+1 and 
2) expansion through M&A is a possibility but not a prerequisite 
to CME success in that market. 

• Estimate changes. For 2008, we increase our revenue forecast by 
1.7% but decrease segment EBITDA by 0.3%. We also 
incorporate the US$15 million EBITDA loss in corporate 
overheads as per company guidance, which lowers our 
consolidated EBITDA by 3%. 

• Main risks short term appear to be the Romanian macro 
environment and earnings volatility in the Ukraine and long 
term the secular trends that have resulted in audience share 
fragmentation in Western European TV advertising markets. 
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Table 1: CME Investment thesis 
Thesis Risks to Thesis What to Look For 
• Attractive valuation in absolute terms with a DCF 

pointing to $153 and a price target of US$120 for 
December 2008 for 20% upside to current levels 
based on 1) a 12x 2009E FV/EBITDA multiple at 
the end of 2008 and 2) a 12x 2014E P/E multiple 
(maturity), which we have discounted back to the 
end of 2008. 

• CME is unique as a multi-country broadcasters 
exposed to six rapidly growing CEEMEA 
advertising markets. We expect CME’s 
addressable market to more than double from 2007 
to 2012 (17% annual euro CAGR, 16% in US 
dollars) while international diversification provides a 
unique risk mitigation in our universe. 

• CME enjoys strong positions in all its markets and 
clear leadership positions in four of them, which 
should allow it to maintain strong profitability and 
should allow it to address the secular issues facing 
broadcasters proactively in these markets. 

• We believe that CME has a strong management 
team and that management is strongly aligned with 
minority shareholder interests. 

• First and foremost, the global free-to-air 
television investment climate is and could 
remain a difficult one owing to secular 
concerns. The current premium valuation could 
make the stock particularly vulnerable although 
we believe valuation to be justified by growth 
prospects.  

• While we are optimistic about the Ukraine 
medium to long term, results in the short term in 
the Ukraine could continue to be volatile 

• The risks of a current-account deficit funding 
crisis have risen in Romania, in our view, which 
accounts for 25% of CME’s EBITDA. 

• CME’s online strategy is still unproven in terms 
of monetization of audiences. 

• Although we believe our projections are 
conservative, we could still be underestimating 
the risk to high market shares and high margins 
in the company’s key operations. 

• Impact of CME taking management control in 
the Ukraine in 2008/2009 likely to be positive 
on operating performance. 

• New business plan for the Ukraine is to be 
made public before the investor day in 
September 2008. 

• Bolt-ons or larger acquisition possible in the 
Ukraine would improve scale. 

• New EU legislation, which allows a 
commercial break every 30 minutes, should 
be positive and be implemented in the next 2 
years in countries where CME operates 
alongside with authorization of product 
placement in series. 

• Inventory management strategy should 
increase sell-out ratios in 1Q and 3Q. 

Source: JPMorgan. 

Key Sector Themes and Views 
“Digital Revolution” Under Way in CEEMEA as Well … 
Developed market broadcasters continue to face deep secular concerns resulting from 
the “digital revolution”, i.e. the proliferation of digital distribution channels and 
resulting change in media consumption patterns – basically the growth of digital 
television both pay and free to air (though mostly pay) and of the Internet. In 
Western Europe, the most relevant market in terms of pure play broadcasting peers, 
the sector continued to underperform the broader market very sharply in 2007 on 
concerns that substantially all the advertising growth is going to the Internet while 
continued audience fragmentation is seen as a threat on margins. This "digital 
revolution" is also under way in CEEMEA with rapid growth in pay TV and 
broadband penetration in most markets covered by our three broadcasters. As a 
result, although overall television viewership is quite resilient, we are seeing 
increasing fragmentation, particularly in markets like Poland, Romania and the 
Czech Republic. Online advertising is taking off strongly everywhere and is now for 
the most part in the mid-single digits of ad market share and growing rapidly.  

… but Trumped by Advertising Market Growth … 
While these are important issues, they continue to be trumped by the robust growth 
observed in advertising markets across the region. We estimate that, in 2008, all the 
major markets covered by our three broadcasters will record double-digit local 
currency growth with growth rates ranging from 13-14% in countries like Poland and 
the Czech Republic to about 30% in Russia and even more in the Ukraine. In our 
view, growth prospects remain strong for many years to come with ad spend to GDP 
ranging from 0.35% to 0.65% versus 0.6% to 0.9% in Western Europe and ad spend 
per capita of US$16 to US$82 per year versus US$250 to US$400 in the main 
Western European markets. To recall, the main driver of growth remains growing 
demand from currently underrepresented economic segments in the ad market, 
mostly financials services and consumer discretionary segments. 

This section on sector themes and 
views was previously published in 
our 25 April note, "CEEMEA 
Broadcasters: CTC Media Top Pick 
of a Strong Bunch" 

https://mm.jpmorgan.com/servlet/PubServlet?skey=R1BTLTE5NTQwMy0wLDczLFNFQVJDSA==&Name=195403.pdf
https://mm.jpmorgan.com/servlet/PubServlet?skey=R1BTLTE5NTQwMy0wLDczLFNFQVJDSA==&Name=195403.pdf
https://mm.jpmorgan.com/servlet/PubServlet?skey=R1BTLTE5NTQwMy0wLDczLFNFQVJDSA==&Name=195403.pdf
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… and Television Share of Adspend Should Remain Resilient 
Interestingly, we are witnessing somewhat diverging trends in terms of evolution of ad 
share by media amongst the different European markets. While Internet is growing fast 
and print is declining everywhere, the performance of television is more mixed. 
Essentially, television is in decline in some Northern European markets (UK, 
Scandinavia) but much more stable in the other major markets (Germany, France, Italy, 
Spain). Interestingly, what distinguishes these markets where television is weakening the 
most from the other ones appears to be 1) a higher broadband penetration 2) but maybe 
most strikingly, a weaker television ad share in the first place, possibly due to the absence 
of advertising on a strong state-owned television channel. In the markets in which 
television is strongest, relative stability is expected at least in the next two to three years. 
We believe that in CEEMEA, television’s share of the ad market should remain strong as 
television is more dominant there relative to other media than in Western Media in terms 
of audience, which means that relative prices still favor television in the medium term 
and that most of the growth in online should come at the expense of print. From their 
current levels of US$9 to US$44 per year, we expect television advertising spending per 
capita to increase to a range of US$27 to US$93 by year end 2014 — the current range in 
Western Europe is US$80 to US$130. 

Tackling the Digital Revolution: TVN Most Advanced … 
Broadcasters are addressing the secular challenges faced by the industry by developing 
multi-channel offerings and building an online presence in their areas of strength 
(news, sports — for which they can leverage their brands) but also in other areas, 
including by acquiring online assets. In some cases, we are also seeing investments in 
platforms – such as in the case of Mediaset with its pay-TV offering. Of the three 
CEEMEA broadcasters, we see TVN as the most advanced as the company has 
developed a strong line-up of thematic channels and has a strong record at making 
them profitable, and the company appears by far the best positioned in the online 
world, having acquired the leading horizontal portal in Poland from parent company 
ITI in 2006 and controlling 20% of the online ad market in Poland. 

…CTCM Least ... 
On the other hand, CTC Media is least advanced, as the company believes the key 
priorities lie elsewhere at this point – i.e. continuing to expand terrestrial television 
distribution in Russia and the CIS, as illustrated by recent investments in Kazakhstan 
and Uzbekistan and the acquisition of DTV in Russia. We believe that given the 
existing fragmentation of the Russian market, the relatively slow development of pay 
TV, the competitive nature of the Russian Internet market, the synergies available in 
Russian language television in the CIS and the rapid growth in free to air television 
advertising in Russia, this position can be understood, although we believe that 
positioning itself in the online space would give CTCM a stronger story. We note 
that the company still has a very strong balance sheet capacity after the DTV deal, 
with net debt forecast by JPMe to be nil at year-end 2008.  

... and CME, in the Middle, Making Progress 
CME is somewhere in between the other in terms of both multi-channel and online 
presence. Indeed, the company has started to leverage its dominant position in the 
television space by creating online properties in the areas where it has content 
expertise (news, sports), and is showing some progress in terms of reach in Croatia, 
Slovenia and Romania. The company’s unrivaled position in these markets and the 
relatively small size of these markets (with the exception of the Ukraine) should be a 
key advantage and could help it build develop new business models, such as ad 
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networks. However, the company is currently not reporting significant revenues from 
online and eventual success is uncertain. On the multichannel front, the company has 
had notable success in Romania where Acasa, one of its cable channels, has become 
one of the leading free-to-air channels and has also been active in its other markets, 
although its offerings, on the whole, lag those of TVN. 

Online, Ukraine the Key Focus on M&A Front ... 
On the M&A front, online is likely to be an area of focus, particularly for CME and 
TVN, in our view, as the focus is on adding websites that will allow capturing an 
increasing traffic share. We believe that CME is particularly well positioned given its 
size in the overall media market in most of its countries of operation. In broadcasting, 
we believe that the Ukrainian market draws the most interest from potential acquirers 
with CTCM eager to gain entry to serve the large Russian-speaking population and 
CETV also interested in adding to its existing channels. CME could also look at 
other markets in the region – such as Serbia. Opportunities may exist in Turkey, but 
potential buyers may be deterred by political risk there. While interest in the region 
from Western European broadcasters remains, we believe that relative valuations 
make deals difficult. 

… Though TVN Could Acquire Pay-TV Platform 
TVN openly admits that it could consider buying the N+ DTH platform from its parent 
company ITI. N+ was launched in 2006 and is one of three platforms in Poland. The 
strategic justification for doing this would be to respond to the continued strong growth 
of the platform owned by rival broadcaster Polsat. In the absence of must offer/must 
carry rules other than for terrestrial broadcaster channels (who benefit from must carry 
rules), the concern is that Polsat may not carry some of TVN’s thematic channels. We 
would not view this as a compelling reason to acquire the platform and given the degree 
of competition in Polish pay TV, we would not conceptually view such an acquisition 
positively. We do believe, however, that TVN’s management has showed strong 
commitment to good corporate governance since going public in late 2004, and we 
would expect it to review carefully the merits of any deal from the TVN point of view. 
Our view would ultimately be shaped by valuation. 

Macro Risk: CME Most Exposed, CTCM Least 
Generally speaking, JPMorgan expects that despite the economic slowdown in the 
United States and EU, economic growth should remain resilient throughout 
CEEMEA in 2008, helped by high commodity prices, significant infrastructure 
spending and dynamic domestic demand. Risks to 2008 forecasts appear limited, but 
risks to the admittedly benign forecasts for 2009 look to have risen and lie in 
continued credit rationing, pressure on commodity prices in the event of a slowdown 
in China/India and the risk of a downturn in the EU banking sector (please see our 
report dated 2 April 2008 titled “This year selectively resilient, next year potentially 
more dangerous” by Michael Marrese for more detail). In a nutshell, we believe that 
Russia is least at risk of a slowdown in 2008/2009. Central European countries such 
as Poland, the Czech Republic and Slovakia should also hold up well despite rising 
rates, as they have been driven largely by domestic demand. One country facing a 
significant risk is Romania — 25% of CME’s expected EBITDA — where 
JPMorgan believes that the risk of a messy current account deficit adjustment has 
risen. This could be a material negative for CME. Given these considerations, we 
believe that CTCM is least exposed to macro risk while CME is most exposed, 
though this risk should be manageable. We believe TVN to be facing benign macro 
concerns at this point. 
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Modest Upside Potential for TVN, CME from European Directive 
CME and TVN are slated to benefit modestly by 2010 from the implementation of a 
new European directive that will allow essentially two things: more flexibility in 
slotting advertising breaks into movies and product placements (although we believe 
some unofficial product placement is taking place). We believe that these two factors 
should combine to be a modest positive starting in 2010. 

Developed Peer Valuation a Key Headwind ... 
The global free-to-air television investment backdrop has been a challenging one in 
recent quarters with television broadcasters in Europe in particular continuing to 
derate in absolute and relative terms on the back of largely secular concerns 
mentioned earlier, i.e. the challenges to revenues and margins posed by the digital 
revolution. In light of our fundamental outlook for the sector in the next couple of 
years, there lies our main concern for the performance of these three broadcasters.  

… Though Current Valuations Can Accommodate a Significant Derating 
We note, however, that dynamics have been different for these three stocks as none 
of them has underperformed their local benchmarks since the beginning of 2007. 
Moreover, although the three stocks are trading at hefty premia to their developed 
peers on one and two-year-out multiples, their growth can justify these valuations if 
one looks out further down the road, which, given that we see these companies 
growing for a long time into the future, we expect the market to continue to do. Our 
price targets assume a significant derating over the next five years to a much more 
modest premium to current Western European valuations — we assume a P/E of 12 
for CME and 13 for TVN and CTCM versus the current 10 for incumbent Western 
European broadcasters on a 2008 basis. We believe that such premia will still be 
justified by growth rates at that time (we expect net income growth of 14%, 11% and 
8% in 2014E for CTCM, TVN and CME). We also note that the current valuation 
reference of Western European television broadcasters is at an all-time low relative 
to the overall market and appears to assume negative real growth into perpetuity, 
which seems conservative in our view.  

Upside Potential Strong Across the Board, but CTCM Top Pick on Least Macro 
Risk 
Although we have reduced our price target for TVN on the back of lower terminal 
multiple assumptions and keep it unchanged in US$ for CME despite the recent 
weakening of the US$ vs. its operating currencies (essentially amounting to a cut due 
to the reasons exposed above on industry valuations), we continue to see solid upside 
potential in all three names based on both a DCF and a multiple analysis. Our 
favorite stock of the three is CTCM, which shows the most upside potential on our 
analysis as well as the least macro concerns. We expect the company to handsomely 
exceed its guidance this year, see potential medium-term drivers in the consolidation 
of DTV and the ramp-up of Kazakhstan and believe that there is more scope for 
upside than downside surprise on audience given the easier comparisons. We also 
would see an acquisition in the Ukraine as a potential catalyst. We continue to rate 
CME and TVN OW and view both stocks favorably. Our analysis shows more 
upside potential at CME than TVN, which is offset by what we see as greater macro 
risk at CME. There too we expect earnings expectations to be the main drivers as 
visibility on 2008/2009 improves. 

 

Please see the most recent company-
specific research published by 
JPMorgan for an analysis of valuation 
methodology and risks on CTCM and 
TVN. Research is available at 
http://www.morganmarkets.com, or 
you can contact the analyst named on 
the front of this note or your 
JPMorgan representative. 
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Promising Outlook for CME 
CTC Media reported outstanding 1Q08 results on 30 April, in our view, that came in 10% 
above our expectations for revenues and 4% above our revenues. Besides the solid 
operational performance, 1Q08 results were helped by some phasing described below. 

JPMorgan projections above management guidance 
We expect revenues to grow 34% in 2008 while our 2009 revenue growth forecasts of only 
9% in 2009 is mainly impacted by an appreciation of the euro vs. the US dollar as projected 
by JPMorgan economists. Our 2008 revenue and EBITDA estimates are respectively 3.2% 
and 4.5% above management guidance. As CME management has an outstanding record in 
meeting and exceeding guidance given, we are comfortable with our estimates. We are also 
including a US$15 million loss at the EBITDA level (in our corporate expenses projections) 
for the funding of CME’s internet strategy as guided by management.  

Table 2: JPM estimates vs. management guidance for 2008 
$ in millions 
 2008E revenue 2009E EBITDA 2009E EBITDA margin 
CME Guidance 1088 440 40.4% 
JPMe  1,123  460  40.9% 
Difference 3.2% 4.5%  
Source: JPMorgan estimates. 
 

Management working on optimizing inventory 
Our experience with CEEMEA broadcasters has shown that revenue phasing throughout 
the year can differ from one year to the other; however, generally the fourth quarter is 
always the strongest in terms of advertising and the third the least active. As CME is 
generally sold out in the second and fourth quarters of the year but left with some 
inventory through its stations in the other two quarters, management has tried to 
incentive advertisers to move some of their advertising in 1Q08 and 3Q08. The idea 
there is to avoid excessively long advertising break in the busy period, which tend to 
depress audience levels during these breaks and prove counterproductive both for CME 
and its advertising clients. Shorter breaks should allow for higher audience levels, 
helping advertisers to achieve their goals and CME to eventually achieve higher prices. 
However, we believe that part of the inventory freed up will be offered on the spot 
market, possibly enabling it to attract new advertising clients. In the medium to long 
term, this measure could provide moderate upside to our projections. In 2008, this 
strategy had a very positive impact on 1Q08 results while 2Q08 revenue growth will 
likely have been slower, and we have reflected this in our model.  

New European Union directive on TV advertising  
In November 2007, the European Union European Parliament approved new EU 
rules on TV advertising and product placement which will be beneficiary for CME in 
our view. Those rules are yet to be approved by each country in the 2 years through 
November 2009 so we expect all countries but Ukraine to implement this directive. 

More frequent advertising should help limit audience share loss during breaks 
While the 12 minutes per hour cap on advertising is still in place, the minimum interval 
between each commercial break will be cut to 30 minutes from 45 currently for films, 
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made-for-television films, children and information shows. Although this will not increase 
the inventory available to CME, it should help on the audience share front. More frequent 
but shorter advertising breaks should result in less audience share loss during the breaks 
and as such help maximize the value of commercial breaks. 

Product placements 
The new rules also open the door for product placements in which a sponsor’s product 
is featured in the show, but oblige broadcasters to inform consumers when it takes place 
and with the exception of children and informational shows. In the Czech Republic 
where TV Nova produces shows that are amongst the top-rated shows in the country 
such as ( ‘Ordinace v ruzove zahrade’ (‘Rose Garden Medical’), ‘Pojistovna Stesti’ 
(‘Insuring Happiness’), ‘Ulice’ (‘The Street’), and ‘Vymena manzelek’ (‘Wife Swap’), 
the product placement allowance could provide some upside.  

Table 3: CME — Estimate Changes  
$’000 
 Old 2008E New 2008E New vs Old Old 2010E New 2010E New vs Old 
Revenue       
Croatia  41,785   52,156 24.8% 59,789  73,322  22.6% 
Czech  382,114   394,684 3.3% 438,372  448,138  2.2% 
Slovakia  162,701   154,049 -5.3% 188,500  174,805  -7.3% 
Slovenia  85,596   90,143 5.3% 88,583  93,342  5.4% 
Romania  264,454   273,153 3.3% 312,835  315,170  0.7% 
Ukraine  168,278   159,091 -5.5% 237,946  223,525  -6.1% 
Total Segment  1,104,928   1,123,275 1.7%  1,326,027  1,328,302  0.2% 
       
EBITDA       
Croatia  (8,269)  (5,025) -39.2%  2,989  10,998   
Czech  221,760   223,142 0.6%  245,488  250,957  2.2% 
Slovakia  64,385   62,739 -2.6%  82,940  76,914  -7.3% 
Slovenia  30,546   30,102 -1.5%  33,384  33,037  -1.0% 
Romania  114,268   118,309 3.5%  135,173  136,507  1.0% 
Ukraine  38,502   30,478 -20.8%  71,384  67,058  -6.1% 
Total Segment 461,192  459,744 -0.3% 571,359 575,472  0.7% 
       
EBITDA margin 41.7% 40.9%  43.1% 43.3%  
Source: JPMorgan estimates.  

 
Table 4: CME — Advertising Spend to GDP 
 2006 2007 2008E 2009E 2010E 2011E 2012E 2013E 2014E 
Croatia 0.59% 0.65% 0.71% 0.74% 0.77% 0.80% 0.83% 0.86% 0.88% 
Czech Republic 0.46% 0.47% 0.48% 0.50% 0.52% 0.54% 0.56% 0.58% 0.59% 
Slovakia 0.40% 0.48% 0.51% 0.54% 0.57% 0.60% 0.62% 0.64% 0.66% 
Slovenia 0.35% 0.35% 0.37% 0.40% 0.42% 0.44% 0.46% 0.48% 0.50% 
Romania 0.34% 0.39% 0.43% 0.47% 0.51% 0.55% 0.58% 0.61% 0.64% 
Ukraine 0.53% 0.53% 0.53% 0.57% 0.62% 0.66% 0.69% 0.72% 0.75% 
Source: Company reports, JPMorgan estimates. 

 

Table 5: CME – TV Advertising as % of total advertising  
 2006 2007 2008E 2009E 2010E 2011E 2012E 2013E 2014E 
Croatia 50% 44% 47% 47% 47% 47% 46% 45% 45% 
Czech Republic 48% 48% 49% 49% 49% 49% 48% 48% 47% 
Slovakia 50% 46% 46% 46% 46% 46% 46% 46% 46% 
Slovenia 57% 58% 58% 57% 56% 56% 56% 56% 56% 
Romania 60% 65% 66% 66% 65% 64% 63% 62% 61% 
Ukraine 53% 53% 53% 53% 53% 52% 52% 52% 52% 
Source: Company reports, JPMorgan estimates. 



 
 

 8 

Europe Equity Research 
15 May 2008

Jean-Charles Lemardeley,      CFA 
(44-20) 7325-5763 
jean-charles.lemardeley@jpmorgan.com 

Table 6: Total Ad Spend Per Capita  
Total Ad Spend Per Capita 2007 2008E 2009E 2010E 2011E 2012E 2013E 2014E 
Croatia 73.2  91.3   101.2  111.8  123.0  135.5   148.4  160.5 
Czech Republic 82.3  114.6   122.6  132.5  148.2  163.4   179.7  197.5 
Slovakia 66.2  93.3   99.9  105.8  117.0  132.4   144.3  156.3 
Slovenia 75.4  97.6   102.7  107.4  117.5  128.8   140.9  154.1 
Romania 26.2  33.7   36.8  41.0  48.5  58.0   65.6  73.8 
Ukraine 16.2  20.4   25.5  30.9  35.8  40.1   44.8  49.9 
UK 414        
Italy 250        
France 250        
Spain 300        
Source: Company reports, JPMorgan estimates. 

 

Table 7: Total TV Ad Spend Per Capita  
 2007 2008E 2009E 2010E 2011E 2012E 2013E 2014E 
Croatia 32.2  42.9   47.1  52.6  57.8  62.3   66.8  72.2 
Czech Republic 39.5  55.6   60.1  64.9  71.9  78.4   85.3  92.8 
Slovakia 30.5  42.4   45.4  48.2  53.2  60.2   65.7  71.1 
Slovenia 43.8  56.6   58.5  60.1  65.8  72.1   78.9  86.3 
Romania 17.0  22.3   24.3  26.7  31.0  36.5   40.7  45.0 
Ukraine 8.6  10.8   13.5  16.2  18.6  20.8   23.3  25.9 
UK 108.0        
Italy 84.0        
France 133.0        
Spain 130.0        
Source: Company reports, JPMorgan estimates. 

 

Table 8: CME — Czech Summary financials 
$’000 
 2007A 2008E 2009E 2010E 2011E 2012E 2013E 2014E 
Revenue  279,237   394,684  420,477  448,138  485,305  517,631   550,494  584,670 
Revenue growth 34.0% 41.3% 6.5% 6.6% 8.3% 6.7% 6.3% 6.2% 
Revenue growth (real/local currency) 15.8% 8.7% 8.7% 8.2% 4.5% 4.3% 3.3% 3.1% 
Revenue growth (nominal/local currency) 18.6% 15.4% 12.2% 11.2% 7.5% 7.3% 6.3% 6.1% 
EBITDA  156,496   223,142  239,672  250,957  262,065  274,344   286,257  298,182 
% margin 56.0% 56.5% 57.0% 56.0% 54.0% 53.0% 52.0% 51.0% 
EBITDA Growth 55.7% 42.6% 7.4% 4.7% 4.4% 4.7% 4.3% 4.2% 
Capex  25,131   51,309  48,355  31,370  33,971  36,234   38,535  40,927 
Free Cash Flow  57,173   93,070  112,556  150,738  162,105  175,048   185,607  194,863 
Source: Company reports, JPMorgan estimates. 

 

Table 9: CME – Croatia Summary Financials 
$’000 
 2007A 2008E 2009E 2010E 2011E 2012E 2013E 2014E 
Revenue  37,193   52,156  63,551  73,322  83,279  92,547   99,188  107,228 
Revenue growth 66.7% 40.2% 21.8% 15.4% 13.6% 11.1% 7.2% 8.1% 
Revenue growth (real/local currency) 47.4% 26.1% 18.5% 12.7% 10.8% 8.4% 4.6% 5.5% 
Revenue growth (nominal/local currency) 50.2% 28.9% 21.3% 15.5% 13.6% 11.2% 7.4% 8.3% 
EBITDA  (13,883)  (5,025)  3,178  10,998  18,321  24,062   27,773  32,168 
% margin -37.3% -9.6% 5.0% 15.0% 22.0% 26.0% 28.0% 30.0% 
EBITDA Growth N/M N/M N/M N/M 66.6% 31.3% 15.4% 15.8% 
Capex  1,860   5,737  6,355  3,666  4,164  4,627   4,959  5,361 
Free Cash Flow  (33,110)  (22,997)  (20,286)  (10,124)  (4,813)  (577)  2,273  5,323 
Source: Company reports, JPMorgan estimates. 
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Table 10: CME – Slovenia Summary Financials 
$’000 
 2007A 2008E 2009E 2010E 2011E 2012E 2013E 2014E 
Revenue  69,647  90,143  92,015  93,342  100,816   109,083   117,732  127,012 
Revenue growth 27.7% 29.4% 2.1% 1.4% 8.0% 8.2% 7.9% 7.9% 
Revenue growth (real/local currency) 16.7% 11.0% 8.6% 5.6% 7.0% 6.4% 6.1% 6.1% 
Revenue growth (nominal/local currency) 16.7% 13.5% 11.1% 8.1% 9.5% 8.9% 8.6% 8.6% 
EBITDA  22,765  30,102  31,647  33,037  36,691   40,790   44,024  47,494 
% margin 32.7% 33.4% 34.4% 35.4% 36.4% 37.4% 37.4% 37.4% 
EBITDA Growth 14.7% 32.2% 5.1% 4.4% 11.1% 11.2% 7.9% 7.9% 
Capex  8,358  9,916  9,201  4,667  5,041   5,454   5,887  6,351 
Free Cash Flow  (3,469)  10,508  9,308  15,588  17,710   20,948   23,276  25,296 
Source: Company reports, JPMorgan estimates. 

 

Table 11: CME – Slovakia Summary Financials 
$’000 
 2007A 2008E 2009E 2010E 2011E 2012E 2013E 2014E 
Revenue  110,539  154,049  164,935  174,805  193,226   215,377   231,097  246,466 
Revenue growth 50.6% 39.4% 7.1% 6.0% 10.5% 11.5% 7.3% 6.7% 
Revenue growth (real/local currency) 21.7% 12.4% 11.7% 10.8% 10.0% 5.8% 5.2% 4.6% 
Revenue growth (nominal/local currency) 24.5% 16.4% 16.2% 12.8% 12.0% 7.8% 7.2% 6.6% 
EBITDA  41,532  62,739  69,273  76,914  86,952   96,920   103,994  110,910 
% margin 37.6% 40.7% 42.0% 44.0% 45.0% 45.0% 45.0% 45.0% 
EBITDA Growth 99.6% 51.1% 10.4% 11.0% 13.1% 11.5% 7.3% 6.7% 
Capex  5,527  20,026  18,968  8,740  9,661   10,769   11,555  12,323 
Free Cash Flow  14,664  28,731  31,632  47,906  54,992   62,713   67,893  72,503 
Source: Company reports, JPMorgan estimates. 

 

Table 12: CME – Romania Summary Financials 
$’000 
 2007A 2008E 2009E 2010E 2011E 2012E 2013E 2014E 
Revenue  215,402  273,153  292,331  315,170  359,817   415,251   453,735  491,876 
Revenue growth 44.9% 26.8% 7.0% 7.8% 14.2% 15.4% 9.3% 8.4% 
Revenue growth (real/local currency) 21.1% 13.5% 11.1% 9.1% 7.4% 6.4% 6.1% 5.2% 
Revenue growth (nominal/local currency) 25.9% 21.0% 17.3% 13.1% 10.9% 9.4% 9.1% 8.2% 
EBITDA  93,073  118,309  126,615  136,507  155,845   179,855   196,523  213,043 
% margin 43.2% 43.3% 43.3% 43.3% 43.3% 43.3% 43.3% 43.3% 
EBITDA Growth 41.3% 27.1% 7.0% 7.8% 14.2% 15.4% 9.3% 8.4% 
Capex  17,232  35,510  33,618  18,910  21,589   24,915   27,224  29,513 
Free Cash Flow  47,785  60,679  66,411  90,229  104,058   122,215   134,156  145,532 
Source: Company reports, JPMorgan estimates. 

 

Table 13: CME – Ukraine Summary Financials 
$’000 
 2007A 2008E 2009E 2010E 2011E 2012E 2013E 2014E 
Revenue  127,973  159,091  192,607  223,525  256,707   287,474   321,297  357,803 
Revenue growth 31.1% 24.3% 21.1% 16.1% 14.8% 12.0% 11.8% 11.4% 
Revenue growth (real/local currency) 16.2% 5.4% 11.1% 9.5% 9.4% 7.7% 8.5% 8.1% 
Revenue growth (nominal/local currency) 31.1% 24.3% 21.1% 16.1% 14.8% 12.0% 11.8% 11.4% 
EBITDA  19,707  30,478  52,004  67,058  89,847   100,616   112,454  125,231 
% margin 15.4% 19.2% 27.0% 30.0% 35.0% 35.0% 35.0% 35.0% 
EBITDA Growth -25.0% 54.7% 70.6% 28.9% 34.0% 12.0% 11.8% 11.4% 
Capex  8,958  17,500  19,261  11,176  12,835   14,374   16,065  17,890 
Free Cash Flow  (6,616)  2,476  13,688  33,598  49,132   56,742   64,277  71,928 
Source: Company reports, JPMorgan estimates. 
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Valuation 
We reiterate our Overweight rating on CME, and we maintain our price target of 
US$120 for December 2008. Our 2008 year-end DCF-based SOTP points to US$153 
per share, but a price target of US$153 per share would imply substantial multiple 
expansion compared with where CME currently trades. Our US$120 price target is 
derived from: 1) a 12 times 2009E FV/EBITDA multiple at the end of 2008 which 
we find reasonable in light of the growth remaining after 2009; 2) a multiple 
valuation based on mature multiples; and 3) a multiple valuation in which we apply 
mature broadcasters multiples to CME’s 2013 earnings and discount it back to the 
end of 2008. 

DCF-Based SOTP 
Table 14: CME: SOTP valuation  
$ million 
Asset Country Firm Value Net debt 08E Equity Value CME ownership Attributable Equity Value 
TV Nova Czech Republic  3,121  314  2,808 100%  2,808 
Markiza Slovak Republic  1,170  12  1,158 100%  1,158 
POP TV, KANAL Slovenia  394  20  374 100%  374 
PRO TV, Acasa Romania  1,842  (6)  1,848 95%  1,756 
Nova TV Croatia  233  139  94 100%  94 
Studio 1+1 Ukraine  969  19  950 100%  950 
       
NPV of Holding Costs   (716)     (716) 
       
Holding company debt (2008E year end)    (552)    (552) 
       
Intercompany loans held by holding company       482 
Aggregate Exercise Price on Stock Options       22 
       
Total Equity Value       6,376 
       
Nosh       41.8 
       
Implied share price      152.6 
Source: Company reports, JPMorgan estimates. 



 
 

11 

Europe Equity Research 
15 May 2008

Jean-Charles Lemardeley,      CFA 
(44-20) 7325-5763 
jean-charles.lemardeley@jpmorgan.com 

Current trading multiples 
Table 15: CME — Trading Multiples 
    EV/    FCFE 
  JPM  12-May-08 Mkt Cap EBITDA  P/E Yield 
Company Ticker Rating Fx Price USD MM 08E 09E  08E 09E 08E 09E
LatAm CEEMEA Broadcasters       
Central European Media Enterprises CETV OW USD 100.8 4,209 11.9 10.1  11.6 19.7 n/m 3.0%
Grupo Televisa SA TV OW USD 25.6 14,679 7.4 6.3  15.0 15.3 7.1% 7.9%
TV Azteca TVAZTCPO MM UW MXN 6.5 1,862 4.4 4.0  7.9 7.1 13.5% 15.0%
TVN TVN PW OW PLN 22.9 3,604 11.7 9.4  17.0 14.5 3.5% 4.6%
Dogan Yayin Holding DYHOL TI N TRY 2.5 1,190 8.7 6.4  12.2 8.5 2.3% 6.3%
CTC Media CTCM OW USD 26.6 4,188 13.7 10.1  21.6 16.6 NM 5.5%
       
CEEMEA Publishers       
Trader Media East TME LI N USD 20.5 1,025 13.5 11.7  25.4 21.8 4.0% 4.8%
Hurriyet HURGZ TI N TRY 2.2 712 6.3 5.3  10.2 6.7 6.8% 10.3%
       
LatAm_CEEMEA Cable        
Grupo Clarin GCLA LI N USD 12.0 1,725 5.4 3.8  11.1 8.5 8.1% 16.3%
Net Servicos NETC OW USD 14.2 4,098 8.1 6.5  22.3 14.7 NM 0.7%
Megacable MEGACPO MM OW MXN 29.5 2,416 8.2 5.9  13.3 10.0 6.0% 10.1%
Multimedia Polska MMP PW OW PLN 8.9 631 6.9 5.9  49.5 13.7 3.7% 7.2%
       
LatAm_CEEMEA Internet       
UOL UOLL4 BZ N BRL 8.6 508 2.1 1.3  8.3 7.8 10.8% 12.0%
Rambler Media RMG LN OW USD 24.0 369 10.6 7.5  15.0 11.7 6.3% 7.5%
       
Russian IT and Media       
RosBusiness Consulting RBCI RU N USD 8.4 988 9.5 7.6  14.4 11.7 5.9% 7.8%
       
South African Media       
Naspers NPN SJ OW ZAR 16705.0 6,619 7.5 5.7  14.6 12.8 6.7% 8.0%
Caxton and CTP Publishers CAT SJ N ZAR 1330.0 882 5.0 4.3  10.4 9.3 6.3% 7.1%
Avusa  AUA SJ OW ZAR 2550.0 422 6.3 5.3  11.5 9.5 2.8% 7.5%
Source: JPMorgan estimates. 

 

Valuation based on mature multiples 
In this exercise, we make the assumption that most of the growth premium currently 
present in CME’s multiple valuation will disappear within the next 5 years and that 
by year end 2013, CME will be trading on a multiple much closer to a maturity level. 
In 2014, we estimate that CME will be growing US$ net income by about 8%. We 
believe that assuming a P/E multiple of 12 times at year-end 2013 on 2014 estimates 
is reasonable in light of what growth will remain. Discounting this back to year-end 
2008 using the company’s cost of equity yields the aforementioned values and are a 
key input of our price target, which points to US$112 when using a projected FX 
rate, or US$121 when using the current exchange rate. 
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Table 16: Valuation based on Maturity Multiples 
$ million 
Terminal Year 2013 
Terminal Multiple 12.0 
2014 Net Income, CZKmn  9,694 
  
Terminal Value CZKmn  116,322 
PV of TV CZKmn  72,227 
PV of Dividends CZKmn   7,441 
Total PV as of Year end 08 CZKmn  79,668 
Per Share  1,907 
  
Current CZK Share Price  1,390 
  
Projected Year End 2008 CZK Exchange Rate  17.0 
Current CZK Exchange Rate 15.7 
  
CZK Target Price Based on Projected Exchange Rate   112 
CZK Target Price Based on Current Exchange Rate   121 
Source: JPMorgan estimates 
 

Risks to our target price and rating 
First and foremost, the global free-to-air television investment climate is and could 
remain a difficult one owing to secular concerns. The current premium valuation could 
make the stock particularly vulnerable although we believe valuation to be justified by 
growth prospects. While we are optimistic about the Ukraine medium to long term, 
short-term results in the Ukraine could continue to be volatile The risks of a current 
account deficit funding crisis have risen in Romania in our view, which brings 25% of 
CME’s EBITDA. CME’s online strategy is still unproven in terms of monetization of 
audiences. Although we believe our projections are conservative, we could still be 
underestimating the risk to high market shares and high margins in the company’s key 
operations. 
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Financials 
Table 17: CME — Consolidated Income Statement 
$’000 
 2007A 2008E 2009E 2010E 2011E 2012E
Net revenues  839,991  1,123,275  1,225,915  1,328,302  1,479,150  1,637,363 
   
Station Expenses:   
Operating costs  117,959  148,351  159,499  170,676  188,042  208,752 
Cost of programming   330,303  372,724  379,904  406,528  447,892  497,219 
Depreciation   58,278  104,225  106,997  77,289  85,879  94,834 
   
Total station operating costs and expenses 506,540 625,301 646,400 654,494 721,814 800,804 
   
SG&A  72,034  142,455  164,124  175,626  193,495  214,805 
   
Operating income/(loss) before corporate   
expenses 261,417 355,519 415,391 498,183 563,842 621,753 
   
Corporate Expenses:   
Corporate operating costs   42,847 55,581 57,249 58,966 60,735 62,557 
Stock based compensation    
Amortization of goodwill 0 0 231 231 231 231 
New Media Investment Loss   
Impairment charge  12,526  —  —  —  —  —
   
Operating income/(loss) 206,044 299,938 357,912 438,986 502,875 558,965 
Interest income 5,728        
Interest expense (54,999)        
Net Interest (49,271) (49,882) (64,197) (50,731) (22,570) 14,754 
   
Other income/(expense) 7,891 (10,258) 0 0 0 0 
Change in fair value of derivative (3,703) 0 0 0 0 0 
Gain on sale of subsidiary 0 0 0 0 0 
Foreign currency exchange gain/(loss), net (34,441) (17,430)   
   
Income/(loss) before provision for income taxes, minority interest and discontinued operations 126,520 223,028 293,715 388,254 480,306 573,719 
Provision for income taxes  (20,795) (45,863) (76,120) (91,188) (104,477) (116,392)
   
Income/(loss) before minority interest and disc. operations 105,725 177,165 217,595 297,067 375,829 457,327 
Minority interest in (income)/loss of consolidated subsidiaries (17,157) (4,194) (4,264) (4,944) (5,644) (6,513)
   
Net income/(loss) from continuing operations 88,568 172,971 213,331 292,122 370,185 450,815 
Income from discontinued operations (Hungary) 0   
FX translation adjustment  158,825  191,467   
Income/(loss) on discontinued operations (488)   
Net income/(loss) 246,905 364,438 213,331 292,122 370,185 450,815 
Source: Company reports, JPMorgan estimates. 
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Table 18: CME — Balance Sheets 
$ in millions 
 2007 2008E 2009E 2010E 2011E 2012E 
ASSETS       
       
Total Current Assets  529,824  651,722  593,009  644,808   714,808  786,113 
       
Non Current Assets       
Loans to related parties        
Investments in associated companies   16,559      
Property, plant and equipment (net of depreciation)  180,311  211,948  240,709  241,950   243,332  244,872 
Acquisition costs  —  —  —  —   —  — 
Other Receivable   —  —  —  —   —  — 
Program rights   108,362  120,487  132,497  143,341   153,002  161,022 
License costs and other intangibles  —  —  —  —   —  — 
Goodwill   1,114,347  1,114,347  1,114,116  1,113,885   1,113,654  1,113,423 
Other intangibles (including licenses)  373,658  414,920  414,920  414,920   414,920  414,920 
Deferred tax assets  —  —  —  —   —  — 
Other assets   15,374  24,942  24,942  24,942   24,942  24,942 
       
Total Assets  2,338,435  2,538,366  2,520,193  2,583,846   2,664,658  2,745,292 
       
       
       
Total current liabilities  232,770  381,775  296,881  321,454   357,657  395,628 
       
Non Current Liabilities       
Accounts payable and accrued liabilities       
Credit facilities and obligations under capital leases  5,862      
Senior Notes   581,479  714,032  575,169  328,027   6,467 - 174,769 
Income tax payable   2,495  3,120  3,120  3,120   3,120  3,120 
Provision for losses in investments in associated companies  —  —  —  —   —  — 
Deferred taxes  73,340  53,661  53,661  53,661   53,661  53,661 
Other liabilities  19,527  —  —  —   —  — 
       
Total non-current liabilities  682,703  770,813  631,950  384,808   63,248 - 117,988 
       
       
       
Minority Interest  23,155      
       
Total shareholders' equity/(deficit) 1,399,807  1,385,777  1,591,362  1,877,584   2,243,752  2,467,652 
       
Total liabilities and shareholders' equity  2,338,435  2,538,366  2,520,193  2,583,846   2,664,658  2,745,292 
Source: Company reports, JPMorgan estimates. 

 



 
 

15 

Europe Equity Research 
15 May 2008

Jean-Charles Lemardeley,      CFA 
(44-20) 7325-5763 
jean-charles.lemardeley@jpmorgan.com 

Table 19: CME — Cash Flow Statements 
$ ‘000 
 2008E 2009E 2010E 2011E 2012E 
      
Net Income 172,971 213,331  292,122  370,185  450,815 
Income from discontinued operations 0 0  0  0  0 
Depreciation and amortisation 104,225 107,228  77,520  86,110  95,065 
FX loss/Gain 17,430 0  0  0  0 
Programming amortization 346,425 400,334  433,770  483,031  534,696 
Less: Cash payments for programming (370,675) (424,354) (455,458) (502,352) (550,737) 
Stock based compensation  —  —  —   —  — 
Plus: Slovakia associates, adjusted for dividends received 0 0  0  0  0 
Plus: Minorities 4,194 4,264  4,944  5,644  6,513 
Cash Earnings 274,570 300,803  352,898  442,618  536,351 
      
      
Change in Working Capital (8,273) (28,450) (21,083) (24,745) (23,842) 
Other  —  —  —   —  — 
Cash Flow from Operations 266,297 272,353  331,815  417,872  512,510 
      
Capex (135,863) (135,758) (78,530) (87,262) (96,373) 
Other (314,901) 0  0  0  0 
      
Cash Flow from Investing (450,764) (135,758) (78,530) (87,262) (96,373) 
      
Free Cash Flow after Investments (184,467) 136,595  253,285  330,611  416,136 
      
Change in ST Debt 15,239 (5,811) 2,048  3,017  3,164 
Change in LT Debt 132,553 (138,863) (247,142) (321,560) (181,236) 
Other  —  —  —   —  — 
Dividends/buybacks 0 0  0  0  (225,407) 
Issuance of shares of Class A Common Stock      
Change in Cash (36,674) (8,079) 8,191  12,068  12,657 
Source: Company reports, JPMorgan estimates. 
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Other Companies Recommended in This Report (all prices in this report as of market close on 13 May 2008) 
CTC Media (CTCM/$27.30/Overweight), TVN (TVNN.WA/PLN22.30/Overweight) 

Analyst Certification:   
The research analyst(s) denoted by an “AC” on the cover of this report certifies (or, where multiple research analysts are primarily 
responsible for this report, the research analyst denoted by an “AC” on the cover or within the document individually certifies, with 
respect to each security or issuer that the research analyst covers in this research) that: (1) all of the views expressed in this report 
accurately reflect his or her personal views about any and all of the subject securities or issuers; and (2) no part of any of the research 
analyst’s compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the 
research analyst(s) in this report.  

Important Disclosures  
 

• Market Maker: JPMSI makes a market in the stock of CME, CTC Media.  
• Market Maker/ Liquidity Provider: JPMSL and/or an affiliate is a market maker and/or liquidity provider in CTC Media, TVN.  
• Client of the Firm: CME is or was in the past 12 months a client of JPMSI; during the past 12 months, JPMSI provided to the 

company non-securities-related services. CTC Media is or was in the past 12 months a client of JPMSI. TVN is or was in the past 12 
months a client of JPMSI; during the past 12 months, JPMSI provided to the company investment banking services.  

• Investment Banking (past 12 months): JPMSI or its affiliates received in the past 12 months compensation for investment banking 
services from TVN.  

• Investment Banking (next 3 months): JPMSI or its affiliates expect to receive, or intend to seek, compensation for investment 
banking services in the next three months from CME, CTC Media, TVN.  

• An affiliate of JPMSI is associated with a specialist or market maker that makes a market in the options of CTC Media, and therefore 
such specialist may have a position (long or short) in the options of the issuer and may be on the opposite side of public orders in 
such options. 
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() 

Price Target 
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16-Aug-05 N 10.16 64.00 
17-Aug-05 OW 10.10 64.00 
07-Mar-06 N 18.50  --  
24-Jul-06 UW 22.30  --  
07-Nov-06 N 23.66  --  
19-Jun-07 N 23.50 28.00 
20-Jun-07 OW 23.99 28.00 
27-Sep-07 OW 21.65 32.00 
24-Apr-08 OW 21.60 28.00 
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Table 20: CME - Summary Financials 
$ in ‘000 

 2007A 2008E 2009E 2010E 2011E 2012E 
Revenue                 839,991               1,123,275              1,225,915              1,328,302              1,479,150               1,637,363 
% growth  39% 34% 9% 8% 11% 11% 
       
D&A                58,278               104,225             106,997               77,289                85,879               94,834 
SG&A                72,034               142,455             166,329             177,985              196,095             217,691 
Opex 563,143  719,112 760,775 811,797 890,165  983,333 
% growth  27.7% 5.8% 6.7% 9.7% 10.5% 
Adjusted EBITDA 276,848  404,163 465,140 516,506 588,986  654,029 
% margin 33.0% 36.0% 37.9% 38.9% 39.8% 39.9% 

       
Operating Income 206,044  299,938 357,912 438,986 502,875  558,965 

       
Net Income 246,905  364,438 213,331 292,122 370,185  450,815 

       
Dividend 0  91,109 106,665 175,273 259,129  360,652 
Capex                  81,463                135,863                135,758                  78,530                  87,262                  96,373 
% Revenue  -12.1% -11.1% -5.9% -5.9% -5.9% 

       
Net debt 458,319  636,814 500,218 246,933 (83,678) (274,407) 
Source: JPMorgan estimates, Company data. 
 
 


