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Week of 4th October 2021 

What’s on our mind this week? 

A giant media company is emerging in India 

Last month, Sony Pictures Networks India (SPNI), a subsidiary of the Japanese 

conglomerate announced that it has agreed to acquire Zee Entertainment Limited (ZEEL). 

The deal once finalised will combine two big television broadcasters in India. Both 

companies entered into an exclusive non-binding term sheet to combine linear networks, 

digital assets, production operations and program libraries. 

The merged entity is expected to become India’s number one broadcaster with a 30% 

viewership market share backed by their strong combined portfolio of content that is 

strong in Hindi language as well as in regional entertainment in other languages, with 

presence in sports and digital content. 

Based on the indicative merger ratio before Sony’s infusion of additional capital, Zee will 

own 61.25% with the rest owned by SPNI. However, Sony is expected to inject US$1.575bn 

as growth capital that will be used to boost the combined entity’s digital presence and 

content, to increase the ability of the group to bid for the broadcasting rights of sports 

events and to pursue other growth opportunities. After the capital injection, SNPI will hold 

52.93% on the combined entity with Zee’s existing shareholders holding the remaining 

47%. The deal values Zee’s shares at INR250/share, a 36% premium to the then prevailing 

share price on the date of the announcement. The market likes the deal. The shares of 

Zee have rerated following the announcement as it managed to ease corporate 

governance concerns investors have always had about Zee, and as it increases synergies 

between the two companies. The combined entity is poised to benefit from its market 

leader position with higher chances of success in the fast-growing digital OTT (over-the-

top) segment. 

To give a background about the company, Zee Entertainment formerly known as Zee 

Telefilms was established in December 1991. The company was created by India’s media 

mogul Subhash Chadra and is currently headed by his son Puneet Goenka who has been 

the Managing Director & CEO since 2008. Zee is part of the Essel group, a business 
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conglomerate with interests in several media related businesses including satellite and 

cable networks, as well as other unrelated businesses such as real estate and 

infrastructure.  During the IL&FS bankruptcy crisis that shook the Indian markets in 2018-

19, the company’s founder Subhash Chandra had made significant infrastructure 

investments for which he pledged the shares of ZEEL using them as collateral to raise 

equity for his other business interests. When the credit markets froze during the IL&FS 

crisis, the shares of ZEEL went into a tailspin. 

At the midst of the crisis, in July 2019, Invesco came as a white knight for Zee and bought 

an additional 11% stake in the company, topping up their existing stake of 7%. It helped 

the heavily indebted Subhash Chandra manage his debt obligations during the crisis. 

While Invesco extended a helping hand to protect Zee at a critical juncture while keeping 

the value of the underlying business in mind, in early September 2021 Invesco demanded 

that the Managing Director and CEO Puneet Goenka be ousted. It is believed that his 

father Subhash Chandra has kept on micromanaging Zee until now despite the family’s 

small shareholding of 3.99%, with his son Puneet Goenka remaining at the helm of the 

company. 

While the stock started to rerate as soon as Invesco demanded the ouster of Puneet 

Goenka on the back of corporate governance concerns, his father Subhash Chandra 

managed to strike a deal with Sony. This has reduced the bargaining power of Invesco as 

it will get diluted in the combined entity. The drama continues as Invesco on 30th 

September 2021 called an Extraordinary General Meeting to discuss the ouster of the son 

Punit Goenka. Zee dismissed the request on the following day by filing with the court that 

the notice sent by Invesco demanding an EGM was illegal and invalid. 

While the deal remains subject to regulatory approval and to Sony’s final decision 

following a due diligence, once finalised this merger is expected to create a behemoth in 

India’s digital entertainment space which would warrant investors to take a closer look 

into their business. Both businesses complement each other with limited overlap as Sony 

has very few channels in Marathi (the language spoken in Maharashtra where Mumbai is 

located) and Bangla (the language spoken in West Bengal where Kolkata is located) where 

Zee is strong. Sony’s strength is in Hindi nonfiction and comedy which complements Zee. 

Sony also commands a large movie library that further strengthens Zee’s library. 
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Pending the outcome of a legal saga, a giant media company is about to see the day of 

light in the second most populous country in the world. 

—————————————————————————————————— 

The Indian real estate sector is in the cusp of a multi-year recovery cycle 

The real estate sector of India is the second-highest employment generator in the country 

next to agriculture. The sector is estimated to account for ~ 7% of the GDP and is 

interlinked to 250 allied sectors.  The Indian real estate sector has remained in the 

doldrums for most of the last decade given the lack of affordability amidst high housing 

prices, further amplified by poor governance practices by real estate developers. 

Indian real estate had its boom years in 2009-2014 when prices surged year after year. As 

rental yields remain low in India compared to interest rates, housing price appreciation 

played a significant role in fueling housing demand during 2009-2014. Housing sales in 

the top 7 cities peaked at 350,000 units in the year 2014. Thereafter the property market 

went into a downward spiral amidst high property prices, weak home buyer sentiment 

and unsustainable affordability levels. The real estate developers brimming with debt ran 

multiple projects concurrently under development scrambling for their working capital 

needs. This resulted in significant project delays where the handover was postponed in 

some cases by multiple years from the expected date of completion, dampening home 

buyers’ sentiment in the absence of a strong regulatory framework. 

 

A series of much needed reforms like the Real Estate (Regulation and Development) Act, 

2016 (RERA) and Demonetization implemented by the Modi government played  
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additional havoc in the real estate market which was already reeling under pressure. While 

RERA initially created a knee jerk negative reaction to the sector, it weeded out the 

marginal players with poor financial and governance practices by imposing significant 

penalties on developers who failed to protect the interests of home buyers. One major 

directive from the act is that the developers must maintain a separate reserve account for 

each specific project and are required to deposit not less than 70% of the project 

receivables into that account. The money from the account can be used only for the 

specific project towards land and construction expenses, and this requires to be certified 

by a professional. This came as a near death blow for the long tail of real estate developers 

who thrived on such practices. 

Demonetization was another major headwind to the cash intensive real estate sector. 

Under Demonetization, the Indian government announced in November 2016 that all of 

a sudden INR500 and INR1,000 currency notes had become invalid and needed to be 

brought back into the banking system and get properly accounted for.  This made it hard 

to store unaccounted cash which had a strong nexus with Indian real estate. Real estate 

is considered as one of the most viable shelters to stash black money, i.e. unaccounted 

money. The then chief economic advisor Arvind Subramanian stated at that time that one 

of key aims of Demonetization was to bring the real estate prices down. 

While the home buyers were perturbed by high prices and poor sentiment, the sector 

took one blow after the other since 2014. However, several reforms announced over the 

past 6 years bought some hygiene to the sector and improved its financial and 

governance practices. It has also weeded out marginal developers as top 10 developers 

with better access to credit, low leverage, and better corporate governance gradually 

increased their market share in the system. The market share of the top 10 developers has 

nearly doubled over the past 6 years from 11% in CY15 to currently 22%. This market 

share significantly accelerated during Covid as marginal real estate developers vanished. 
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Housing affordability significantly improved with low interest rates while the sector’s 

corrupt and unscrupulous practices have been kept at bay with the help of meaningful 

reforms. The era of looking at real estate as a preferred way to park unaccounted money 

appears to be behind us. Currently, the Indian real estate market looks to be in the cusp 

of a multi-year recovery benefitting from structural reforms like the implementation of 

GST (also called VAT in many countries), of RERA and improved banking sector liquidity 

amidst increased home buyer confidence. GST had a positive impact on the real estate 

developers as construction costs were cut by a reduction in aggregate taxes borne by the 

developers on account of the availability of input tax credit. 

While the top 7 cities sales declined by 34% yoy in fiscal year 2021 (ended March 2021), 

sales from the top 10 listed developers increased by 8% implying continued market share 

gains. Major listed developers like Godrej, Lodha and Mahindra are planning to spend 

significantly on project acquisitions over the next two to three years, corroborating with 

the improved sector sentiment. The listed space has also done exceedingly well with the 

BSE Realty index surging 66% YTD, outperforming the Sensex index by ~42%. 
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Homeownership continues to be desirable for most Indians. Over the years, prices have 

remained stable while income level has grown, increasing the affordability, and reforms 

have improved home buyers’ sentiment. Currently the home mortgage rates are at their 

lowest in the decade at around 6.5% to 6.7% from most of the leading banks which makes 

the sectors’ returns attractive. Pre-sales trends of top 10 listed developers were up year 

on year in the April to June 2021 quarter despite the COVID second wave hit in May 2021 

albeit coming from a low base. While the overall market sales are still below pre-pandemic 

levels, there are multiple levers playing out especially for the larger organised developers 

reflecting in their sales momentum and share price performance. As per government 

estimates, around 880 million people are expected to live in urban areas by 2051 against 

the current 460 million at present creating a strong surge in urban population and 

resultant residential real estate demand. We remain largely in agreement with an expected 

recovery of the sector and continue to watch the space with renewed interest. 

———————————————————————————————————— 
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