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‘ ’ Animation Market Analysis

Executive Summary

TheAnimationindustryin India has undergone a significant chamgeecentyears.

Indianplayers have evolved by movingtie valuechain and adopting
newservice / revenue models.

Thisreportattemptsto presentan overviewof the varioussegmentof the industry(includingthe
size, growth drivers, recent trends, challengesand future outlook) and profiles some of the

leadingplayers
-Analysis Source : NASSCOM 2010 Reports VE -
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Scope of the Industry

Indian animation industry, comprising pg@minantly small and midized enterprises is not a
wellresearchedr well-documentedindustry We have analyzedinformation availablefrom

L ¥ R ihdusriibody NASSCONNational Associatiorof Softwareand Services<Companies),

recentdevelopment®f relevantorganizationsand usedcertainbroadindicators
(Domestic and Overseas) in this report to assess the industry

-Iysis Source : NASSCOM 2010 Reports




Animation Market Analysis

Themarket in India is estimated at USD 500 million in CY 2009 and is expegted tat

a rate 0f23% p.a. to reach USD 1161 million by 2013.
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Theglobal animation and gaming industry has grown
from USD74 billion in CYL 2005to an estimatedUSD
115 billion in CY 2009 at a rate of 12% p.a. The
industryis expectedo continueits growth, at a rate of
10%p.a. to reachUSD170billion by CY2013

ource : NASSCOM 2010 Reports
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Key drivers expected to influence the growth of Animation Industry in India

Outsourcin Increased Outsourcing by Overseas Players. Indian players currently command
9 8% of the outsourcing work. This is expected to increase, especially with increa:
recognition of the Indian players in terms of providing timely and quality work.

{Evolution } Significant evolution of Indian Players: Indian players have moved up t
value chain by developing animation content ¢aeknd.

Increasing usage of Visual Effects in Bollywood is expected to give a

‘[Usage of VFX } boost to the industry.

Increasing adoption of-eearning by corporate sector and higher
education institutions in India is a significant opportunity for Indian
L F @SNBRS>X 2FFSNAY3I W dzaldz2y [/ 2ya$sS

-nalysis Source : NASSCOM 2010 Reports m
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Animation industry in India has three key segments:

Animation Industry in India

0 Animation
Entertainment

0 Animation VFX

0 Custom Content
Animation

Among these segments, Custom Content Development is the largest 50%
followed by Animation Entertainment & Entertainment VFX.

Entertainment VFX segment is expected to grow fastest at 28% p.a.

Almost 70% of the revenues of the Indian Animation Industry are from the

outsourcing work done for the overseas clients.

-et Analysis Source : NASSCOM 2010 Reports
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g Animation Market Analysis

The Indian animation entertainment industry comprises four

subda SIAYSyia

YR AlQa NBOSydzS aKl NB

Wrce : NASSCOM 2010 Reports

Animation Entertainment
[ | | ]
Movies TV Broadcast |TV Advertising | Direct to DVD
20% 50% 5% 25%
a=TITHIRS

Cafe




EM’@( fonment - /V\OVIeS

-ket Analysis Source : NASSCOM 2010 Reports




g Animation Market Analysis EnJr@(Jra;hmenJ( - /\/\ov.‘eg

Animation Movies Domestic /
Outsourcing Revenue Split (CY 2009E)

m Domestic

1 Outsourcing

The Animation Entertainment movies segment is estimated at USD 24
million for 2009.

Domestic market contributes a significant USD 17 million (71%) to this
USD 24 million.

-alysis Source : NASSCOM 2010 Reports
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Indian AnimationMovies

O N W b~ 01 OO N

2006 2007 2008

The Indian film industry announced 85 animation movies in 2008,

with almost all the major production houses trying to jump on the
bandwagon

Compared to 6 such movie releases in 2008, there are 28 movies in thi
pipeline and are in different stages of conceptualization / production.
Out of these, 15 movies are expected to get released in the next two
years.

wd a2NB2JSNE / 2Y inesadmondize the dkitg { SSY
characters has resulted in their entering the animation movie market.

-et Analysis Source : NASSCOM 2010 Reports VE -




W

‘ ’ Animation MarketAnalysis | = nlectainment - Movies

US Animation Movies Released Increased animated content overseas

30
29 Animationmoviesreleasedin UShaveincreasedat 8% CAGR
29 from 2006 to 2008 This trend is expected to continue,
28 -~ considering the successof these animation movies This
- 27 successs reflectedin the high worldwide box office earnings
- ofthesemovies

26 ——

25
25 ——
24 -
23 : : . his Whopoi G ¢ animati :

2006 2007 2008 This whopping successand profits of animation movies

overseasare expectedto propel productionhousesto produce
more animated movies Movies in the pipeline for the two
biggest animation housesin the world ¢ Disney Pixar and
DreamWorks proves the inclination of production houses
towards greater animation movies Disney Pixar released 8
moviesin the last two years It plansto increasethe number

to 13 movies
VEGAH

ANIMATION SKG

-t Analysis Source : NASSCOM 2010 Reports
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Animation TV Broadcast Domestic /
Outsourcing Revenue Split (CY 2009E)

m Domestic
1 Outsourcing

The work done by animation companies for TV Broadcast is estimated at USD 61 million for 2009.
More than 90% of the animation entertainment TV Broadcast accrues from outsourcing.

Growth Indicators
This segment is expected to grow on account of demand from both domestic and overseas markets.

-Analysis Source : NASSCOM 2010 Reports VE-
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Cartoon / Kids Channels Launched (India)
1995 : Cartoon Network

1999 : Nick

2004 : Hungama

Pogo
Toon Disney (Jetix)

Disney Channel

6
5
4
.3 Animax
2
1
0

5 2007 : Chutti TV
2009 : Spacetoon
Kushi TV

’{‘WW\ I

i_ (EEEELE

1 1 1 Chintu TV

1995 1999 2004 2007 2009

Domestic Demand_ A A 5 A §
¢tKS AYyONBlFasS Ay ydzYoSNI 2F {ARaQ OKIyySta FyR (K
content are expected to drive the demand from the domestic market

w LYONBlIaAy3a b2d 2F YARa / KIyySta
Cartoon Network was the first one to enter the Indian kids TV broadcast market in 1995.
Since then, there has been a significant increase in the number of kids channels launched in India

-nalysis Source : NASSCOM 2010 Reports VE-
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Kids Genre Share C&S414, All India (%)

18 1R R = = = . = =
16 - ¢KS &aKINB 2F | AR &shipBaS staddl
13.8 B increased from 4.1% in 2002 to reach 16.6% in 2009.
14 B Sustained increase in viewship would drive demand fo
12 10 — content for kids, especially animated content.
10 —
8 ~ OKids Moreover, Indian comics players are planning to launc
6 | Genre their own cartoon / kids channels.
4.1 Share
4 _ C&S14-
14, All
2  India (%)
O | | | 1

2002 2005 2008 2009

-Analysis Source : NASSCOM 2010 Reports
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Original IndianContent in hours
CartoonNetwork

250 (7%

)

200 9
CLIES
100

Increased Demand for Original Indian Content
Demand for original Indian content by the

OFNLIi22y k 1ARAQ OKIyy

For example, Cartoon Netwarkhe leader in the
OFNLi22y OKFIyyStaQ aLd
original Indian content from 50 hours in 2004 t
more than 200 hours in 2009.
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Increased Demand for Original Indian Content

bAO1Sft2RS2yX AYaLANBR o6& (GKS &adz0Saa 27F
is looking to expand its local content. The same trend is expected to be followed by other
channels as well. Growth in original local animation content is expected to get a further
boost from Indian comics players like Diamond, Raj, Vimanika and Chandamama who are
looking to monetize their content libraries by creating market presence in TV

programs.

Largeproductionhousesare alsobuyingrights from thesepublishersto produceanimated
TV series Big Animation Pvt Ltd has bought rights from publishersof Chandamaméo
produce an animated TV series Moreover, a significantnumber of nontheatricalmovies
arein pipelinefor TVbroadcastsomeof the keyexampleseingKulVeera, Sulochanaetc.

Non-Theatrical Movies Produced / Under Production (India)

Film Production House Broadcast
Kul Veera Graphiti Multimedia Turner¢ CN
Sulochana Miditech Turner¢ CN
Johny goes to Bollywood Famous House of Animation Turner¢ CN
The Firebirds Splash Communications Turner¢ CN
Guide to the only planet Shoot at Sight Turner¢ CN
Bakland and Ravan DQ Entertainment Turner¢ CN

-ket Analysis Source : NASSCOM 2010 Reports
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Percentage of work outsourced to India

. The proven capabilitiesof Indian players,with on-time delivery, excellentquality work
. 'J havebroughtthem at par with other Asianoutsourcinghubs Thelndianplayersare now
ﬁ slowlymovingtowardsthe higherend of the animationTVbroadcastvaluechainaswell.
\e * Capability of the Indian players is also being increasingly recognized, as is evident fron
- (KS Ay OMNBNRARMYE! A4 y2Q RSEE &Y

‘ DQ Entertainment has been involved in over 30 globaPf@aluction deals with many
Y ) leading companies like BBC UK, American Greetings Properties, USA, M6, and France
alike.

TOONZ ANIMATION

INDIE FRINATE RIMITED

-Frodickiod ye@lavith@gectra Animation of Canada to coproduce
2F I altrertly FYAYFIOSR ¢+

¢ >+
(0p))
QX

-.!1 . ( |
sanra endemol

New Media Technology Compony

‘ 7 { I Y NI aSRAlI Qa RSIf &Aiikduttiohofo I aSR 9y RSY2f
‘= 7 W animated serieg The 99.

:} LYLINRYSR LISNOSLIWAZY 2F UKS LYRAILFIY FYAYLl UAZ

— greater percentage of outsourcing to India.
-et Analysis Source : NASSCOM 2010 Reports VE (.




I ]
h‘]l Market Analysis Source : NASSCOM 2010 Reports



Advertisement Industry as a Percentage
of GDP (20089)

India 0.47
china [N o.54 - US
§ | UK
UK 0.95 = China
i | India
| |

-ket Analysis Source : NASSCOM 2010 Reports
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TV Advertising

AnimationPlayersare projectedto haveearnedrevenues
of USD6 million through work done for TV Advertisers
for 2009 Most of these revenues accrued from the
domesticmarket

Growth Indicators

Increasingadvertising spend of the Indian companies
coupledwith growing popularity of animatedcharacters
Is expectedto drive the domesticmarket Demandfrom

overseasis also expectedto start picking pace as the

Indian animation players gain experienceat animation
for commercials

Domestic Demand

Indian TV advertisingspendis minuscule(0.47% of the
GDP)as comparedto the US(.34%) or UK(0.95%), thus
holdinglargepotential for growth.
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Advertisement Industry as a Percentage
of GDP (20089)

2008 2009E 2010P 2011P 2012P 2012P

Demand from Overseas

En+er+a.'nmen+ ] /r\/ Adverjrismg

The Indian TV advertisementindustry sizeis expectedto increasefrom USD1.9

billion in 2009to USD3.3 billion in 2013 at a CAGRof 15% Asthe advertising
industry grows, it is expectedthat the shareof animationdriven advertisements
will alsogrow.

Growing popularity of animated charactersin Indian advertisingillustrates the
point: Animated advertisementsstrike a better chord with the target group of
childrenand youngadults, canbe easilyunderstoodand related to by audiences
irrespectiveof languageand culturalbarriers

Someof the recentadvertisementdn Indiathat haveusedanimatedcharactersg
G 5 | R(Rldatos),d / K Xy VKACECprudential),d { dZAn&Sidz] KTataAIG),
have been quite popular Moreover, the animation commercialsalso result in
significant cost savingscompared to advertisementswith celebrities, making
anotherpoint for their increasedusage

Increasing usage of animation in TV advertising in India is providing the Indian players with the required experience an
capabilities. As the overseas production houses and advertising agencies face cost pressures and recognize
the capabilities of Indian players, advertising outsourcing deals for India are expected to happen over a period of time.

-et Analysis Source : NASSCOM 2010 Reports
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Indian Home Video Marketl (USD Mn)
400

Animation Entertainment Direct to DVD is
estimated at USD 31 million for 2009.

Domestic market contributes a miniscule 10% (USD
3 million) to this USD 31 million.

342
M4
250
209
200
150 149 Direct to DVD
o1 Animation Entertainment Direct to DVD is

100 estimated at USD 31 million for 2009.

50 - Domestic market contributes a miniscule 10% (USD

3 million) to this USD 31 million.
O — T T T

2005 2007 2009 E 2011P 2013P

350

300

Growth indicators | Domestic Demand

The Indian home video market has grown at 23% p.a. for 20052009 The increaseis expectedto impact
demandfor animatedcontent alsa Thereis increasein retail reachof DVDsn India Moreover, falling prices
of CDs/ DVDsis leadingto increasedaffordability Improved penetration and affordability are expectedto
drive the growth of the Indian home video market at 13% p.a. from 20092013 Thistrend is expectedto

encouragegreaterproductionof direct-to-DVDcontentin India
-nalysis Source : NASSCOM 2010 Reports m
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US DVD Premieres (No.)

350 526 Demand from Overseas
300 Directto-DVD animation content in overseasmarkets
and the extent of outsourcingprimarily determine the
250 demandfor animationservicedor Directto DVDin India
200 / Lower Directto-DVD (DVD Premieres)OverseasDirect
to-DVD(DVDPremieres)in the UShasseena very high
150 growth of 72% from 2006 to 2009 However,the DVD
sales/ rentals market has stagnatedand is showing a
100 downwardtrend from its highsof 2005-06. However,the
advent of new channelslike on demandtelevisionand
50 1 onlinedistributionis expectedto keepup the demandfor
- DVDPremiere

2006 2007 2008 2009
Growth indicators | Domestic Demand
The Indian home video market has grown at 23% p.a. for 20052009 The increaseis expectedto impact
demandfor animatedcontent alsa Thereis increasein retail reachof DVDsn India Moreover, falling prices
of CDs/ DVDsis leadingto increasedaffordability Improved penetration and affordability are expectedto
drive the growth of the Indian home video market at 13% p.a. from 20092013 Thistrend is expectedto

encouragegreaterproductionof direct-to-DVDcontentin India

-Analysis Source : NASSCOM 2010 Reports
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Growth indicators | Domestic Demand

The Indian home video market has grown at 23% p.a. for 20052009 The increaseis expectedto impact
demandfor animatedcontent alsa Thereis increasein retail reachof DVDsn India Moreover, falling prices
of CDs/ DVDsis leadingto increasedaffordability Improved penetration and affordability are expectedto
drive the growth of the Indian home video market at 13% p.a. from 20092013 Thistrend is expectedto

encouragegreaterproductionof direct-to-DVDcontentin India
-nalysis Source : NASSCOM 2010 Reports m
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Service Models

Players in the animation entertainment industry in India follow various service models.
Every player in the industry follows one or more of these service models.

Animation Entertainment Service Models along the Value Chain

Marketing,
JPIR & ol Pre-Production Production PostProduction Distribution &
Developement Exhibition

Content Creation

Service Prowder
Integrated Studio T Offshorle Facility
l Co-PrLduction
Integrallted Studio i Own lContent l

-sis Source : NASSCOM 2010 Reports
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Animation Entertainment Service Models

The animation entertainment service models lie along different parts of the value chain.

Depending upon the service model that a player adopts, he can be present across the value chain or in certain speaffic parts
tfF@SNBR Ffaz2 | R2LIG YdzZ GALX S ASNIBAOS Y2RSfay T2NLB2RAEOIMKZ yD
model, varying from one deal to the other.

Service Model Description

Integrated Studiag Own Content State of the art units that enable production and development
of all aspects of an animation film, from conceptualization to
post-production stage.

Indian Producer: Content / IP belongs to the Indian producer
Foreign Producer: Content / IP belongs to the foreign
Integrated StudieOffshore Facility producer

Service Provider Indian entities provide services for thebourintensive
activities which are outsourced to them.

CoProduction Animation companies in India are moving up the value chain,
from providing piecaneal outsourcing services to exploring
the coproduction model. Typically, the Indian studios bring
the manpower and infrastructure to develop the animated
content and the international producer will finance the
marketing, distribution etc.

Content Creation (IP) Full ownership of content, share in collections, royalty for all
licensing and merchandizing

. Market Analysis Source : NASSCOM 2010 Reports
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Revenue Models

The players in the animation entertainment industry can realize revenues from different sources depending upon the model that
they adopt. The different revenue models for the entertainment industry are:

CoProduction Revenue Sharing
Coproduction Model: Changes have been witnessed over a period of time. Initially the revenue share
was based on territorial rights with Indian studios getting continental rights which generally generate
less revenue. Currently, coproduction deals are being struck on a global revenue sharing model.

Content Creation

Service Provider Work for Hire
Specific activities along the value chain, for example, production, and post production are outsourced to
Indian players. Revenues for these activities are generally realized on a per hour basis. As majorit
outsourcing happens
in the production part most of the Indian players realize revenue on this model only.

An integrated studio offshore facility Refers to a captive of a
foreign producer.
Integrated Studia; Offshore Facility

Integrated Studia; Own Content Revenues from Multiple Streams
The integrated studios who own the IP and produce local content can realize revenues through various
streams. These revenues can be from box office sales, TV and DVD/home video, merchandizing, and

music rights.
-et Analysis Source : NASSCOM 2010 Reports VE G-
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Entectanment T Key Flayers

Animation Entertainmentc Key Players

Thelndiananimationentertainmentindustryis a fragmentedindustry,with the top 10 playerscontributinglessthan 20%of the

industry revenues Moreover, they compete along the different stagesof the value chain Thereare playerswho are present
acrossall the stagesof the valuechainandthere are otherswho provide serviceduring specificstagesof the valuechainonly.

Someof the keyplayershavebeenlisted below, alongwith their presencen the valuechain

Animation Entertainment Key Players

Marketing,
Distribution &

R L GO Pre-Production

Developement

Exhibition

| |
DQ Entertainment
[ [ [ [
utv
1 1 1 1

Crest Animation Studios
[ [

Prime Focus
| |
Toonz Animation
| |
Tata Elxsi

[ 2

w

TATA

\#[_

- Analysis Source

CREST ANIMATION STUDIOS LTD,

: NASSCOM 2010 Reports

PRIME FOCUS

it e d

TOONZ ANIMATION

INDIE FRINATE RIMITED

TATA ELXSI LIMITED
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Animation Entertainment Challenges

While the Indian animation industry holds a large
potential in terms of both domestic and overseas
demand, the industry needs to overcome

significant challenges to realize this potential:

Lack of Skilled Manpower
Lack of Funding
IP Protection

Cultural Constraint

Lack of Government Support

-sis Source : NASSCOM 2010 Reports _
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wlLack of Skilled Manpower

Skilledman-power isthe keyfor producinganimatedcontent. Thelndiananimationindustryis constrainedon the talent supply
side Asper NassconindustryReport2009 manpowerrequirementfor animationin Indiais expectedto grow from 17,500in
2009to 29,500 by 2012 However,there are not enoughresourcesavailablein this industry,and those who are availableare
not readilyemployable Thisis primarilydueto the followingreasons

Low awareness of animation as a career option: This is especially true-@faner
Tier-3 cities in India.

Existenceof only a handful of institutesthat providerelevantcourses degreesn animationand gaming the leadinginstitutes
in this domain beingNationallnstitute of Design,ToonzAcademyMaya AcademyArenaAnimation Lackof standardizedand
quality curriculum Postgraduate/ Degree/ diplomacoursesin animationare few in no. in India Curriculumis not up to the
internationalstandardsthus decreasinghe employabilityof studentsin India

wLack of Funding

AnimationEntertainmentindustryin Indiapre-dominantlycomprisessmalland mediumsizedplayersoperatingacrosssimilar/
different parts of the valuechain Currently,only 1 out of 5 moviesin Indiaare successfulmakingthe productionof Animation
filmsveryrisky Playersare not ableto raisethe requiredfinance

wIP Protection

Rampant piracy of DV\Based videos within the distribution channel eats into a major share of revenues for the producers and

distributors. This along with slack IP laws and weak enforcement discourage animation players in India to produce tReir own |
Moreover,it alsodiscouragesnternationalPlayerswho are generallyery protectiveof their IPs,to outsourceto India

.Market Analysis Source : NASSCOM 2010 Reports
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wCultural Constraint

Unlike mature markets abroad, where animation is seen by everyone, Indians still have the anisidrekids mindset. This
impedes the growth of domestic market in India.

wLack of Government Support

Competing outsourcing destinations e.g. Canada, UK have signed tax treaties with the US. This encourages growth of animatic
in the country. Indian animation players lack any such Government support either through tax rebates or grants.

v" ¥

-sis Source : NASSCOM 2010 Reports
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Animation Entertainment VFX Market
Revenues (USD Mn)

250 573 The Entertainment Visual Effects (VFX) industry has
registeredan unprecedentedyrowth of 53%over

200 - 20052009andis estimatedat USD83 million in 2009

150 136
This segment is further expected to grow at 28% p.a. to

100 reach USD 223 million by 2013.

50 40% of revenues of VFX Players accrue from work done
0. for domestic market.

2005 2009E 2011P 2013P

-Analysis Source : NASSCOM 2010 Reports
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Animation Movies Domestic /
Outsourcing Revenue Split (CY 2009E)

m Domestic

0 Outsourcing

.rket Analysis Source : NASSCOM 2010 Reports

Growth Indicators
VEX growth is expected to be propelled by demand from both the
domestic market and the overseas market.

Domestic Demand
Increased adoption of VFX and an increase in VFX budgets in movies
are expected to drive the domestic demand.

Increasing no. of movies with greater VFX Usage

Success of movies with VFX Usage and entry of comics players in the
movie space are expected to drive the usage of VFX in movies in

India. Indian film industry produces maximum number of movies in a
year globally. 1325 movies were released in 2008, this

no. having grown from 1016 releases in 2006

Usage of VFX in Indian films has considerably increased: VFX has beel
used in a lot of recent releases

e.g. New York, Taare Zameen Par, Rab Ne Bana Dee Jodi, Jodhaa
Akbar.

Moreover, the movies which have used VFX extensively have been
amongst the top grossers of their respective launch years

The success of these movies at box office is expected to be a strong
driver for production houses to have significant VFX content in

their upcoming movies.
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VFX Extensive Movies (IndigReport Card

Movie Year of Top Grossing Production Box Office IIFA VEX
Release Movies Budget Collections Winner
Ranking (USD Mn) India
(USD Mn)
Main Hoon Na 2004 2 5.3 10.1 Yes
Dus 2005 11 4.3 6.2 Yes
Krrish 2006 2 9.6 24.7 N/A
Om Shanti Om 2007 2 7.4 23.2 Yes
Ghajini 2008 1 10.6 36.2 Yes

Source: Business Press, Analysis by Tata Strategic

-ket Analysis Source : NASSCOM 2010 Reports
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Increase in VFX budgets

The Indian movieshave very low budgetsfor visual/ specialeffects On a VFXbudgetindex, Indiais way
belowthe USlevels TheVFXbudgetin Hollywoodrangesfrom 3.5 million to 8.8 million, whereasthe Indian
film industry is typically spendinga maximumof USDO0.20 million only for VisualEffects Increasein VFX
Budgetdfor the Indianmovieis expectedto boostthe EntertainmentVFXsegmentin India

Average VFX Budget(Percentage of
Movie Budget- 2008)
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