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Scripps Networks Interactive, Inc. (SNI) Buy 

Initiate With Buy; Strong Growth Outlook With Upside Drivers 

 We believe Scripps Networks has one of the best growth outlooks in the media 
universe over the next 12-18 months, given the backdrop of new affiliate fee contracts 
for Food Network, an improving advertising market and the integration of the Travel 
Channel acquisition. In addition, we believe current estimates could still prove 
conservative, based on our belief that: (1) the advertising recovery is still in the early 
stages of a turnaround and estimates do not fully reflect sustained scatter market gains 
or significant growth in the upfront; and (2) there are greater-than-expected cost 
synergies from Travel Channel, and the implications from having a dedicated advertising 
sales force have not been fully quantified.  

 We forecast accelerating revenue and EBITDA growth for 2010 and double-digit gains 
in 2010 and 2011. Driven by the company’s three main growth catalysts, our revenue, 
EBITDA and EPS outlook for 2010 is $1.96 billion (+27%), $834 million (+39%), and $2.08 
(+18%), respectively. Excluding the Travel Channel, we project revenue and EBITDA 
growth of 13% and 26%, respectively. For 2011, we estimate revenue, EBITDA and EPS 
of $2.15 billion (+10%), $958 million (+15%) and $2.44 (+17%), respectively. Our 2010 
outlook is nominally ahead of consensus expectations, and we anticipate a faster growth 
outlook than the Street for 2011.  

 A strong balance sheet provides financial flexibility for acquisitions, joint ventures or 
share buybacks. We believe Scripps is underleveraged, with debt/EBITDA at 1.5x. In 
addition, the company has cash on hand of $254 million, and we estimate 
unencumbered free cash flow (after dividends) of roughly $470 million. Accordingly, we 
anticipate the company will either look to buy-in the 31% minority interest in Food 
Network held by Tribune or invest in new international joint ventures. Alternatively, 
Scripps could initiate a share buyback program that could total $1.0 billion over a four-
year period without creating any significant strain or impeding any major obligations. 

 Our 12-month price target of $54 equals 11x our 2010 EBITDA estimate. This valuation 
represents a discount to our mid-teens normalized three-year growth outlook for the 
company. We believe multiple appreciation is warranted, given an accelerating revenue 
growth outlook, expanding margin forecast and favorable economic environment. 

Share Data   
Date 4/21/2010 
Current Price  $44.17 
12-Mo. Price Target $54  
52-Wk. Range $25.49-$46.94 
Market Cap. ($mn) $7,315  
Shares Outstanding (mn) 165.6   
Avg. Volume (3 mos, mn) 0.8 
Dividend/Yield 0.7% 
Total Debt (M) $884 
Total Cash (M) $254 
Total Debt/Cap 39.0% 

            
            

One Year Price Chart SNI (blue) vs. SPX (red) 
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Share price 
performance 3 months 6 months 12 months 

Absolute -5.8% 11.9% 59.8% 
S&P 500 4.1% 10.7% 37.7% 
 

Quarterly EPS Estimates 
 2009A 2010E 

Q1 $0.37       $0.42 E 

Q2 $0.49       $0.54 E 

Q3 $0.39       $0.48 E 

Q4 $0.52       $0.64 E 

FY $1.77       $2.08 E 

Highlights 2009 2010E 2011E 

Revenue (M) $1,546.4  $1,962.1  $2,150.5  

EBITDA $516.2  $696.1  $815.5  

EPS (adjusted) $1.77  $2.08  $2.44  

Consensus Revenue (M) --- $1,954.1  $2,111.9  

Consensus EPS --- $2.06  $2.38  

Profitability & Valuation 2008A 2009E 2010E 

EV/EBITDA 13.2x 9.5x 8.3x 

P/E 24.9x 21.2x 18.1x 

FCF Yield 6.1% 7.1% 7.6% 

Sources: Company Reports, Thomson Reuters, Baseline, MKM Partners 
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INVESTMENT SUMMARY 
 
We have a positive view toward Scripps Network Interactive’s fundamental growth outlook over the next 12-18 
months, given improving advertising market conditions, significant affiliate fee increases for Food TV and the addition 
of the recently acquired Travel Channel. These variables should result in a significant acceleration in revenue and 
EBITDA growth for 2010 on an as-reported and organic growth basis, in our view. Our double-digit revenue and EPS 
growth estimates are nominally ahead of consensus for 2010, and we are assuming a steeper growth curve for 2011 
relative to the Street. However, we believe our forecast for both years could still prove conservative, based on: (1) our 
opinion that the recovery being seen in the advertising market is still in the early stages, and current expectations do 
not fully reflect sustained strength in the scatter market or a significant year-over-year improvement in sales from 
May’s upfront market; (2) the company’s ability to translate its strong ratings gains for HGTV and Food TV into higher 
prices in the advertising market; and (3) the still-unclear opportunities that could arise from the integration of Travel 
Channel.  
 
Table 1: Scripps Networks Interactive Estimates ς MKM Partners vs. the Street ($ millions, except EPS) 

 
Source: Company reports, ThomsonOne, MKM Partners 
 
Deriving 65% of its revenue from advertising, Scripps should be a significant beneficiary of an improving advertising 
market, in our view. The advertising market has strengthened considerably since 4Q09, with scatter market pricing 
currently up for Scripps in the mid-teens versus last May’s upfront market and up mid-single-digits compared to last 
year’s scatter market. We attribute these gains to increasing corporate profits and margins and a return of the auto 
industry to the marketplace. However, in our view, this shift represents only the first stage of an advertising 
turnaround. A second stage (and more pronounced growth driver) of the advertising recovery should occur with rising 
levels of consumer spending, which we expect to improve with labor market expansion (an event that MKM Partners 
Chief Economist Michael Darda believes is at hand).  
 
Beyond the macro perspective on a strengthening advertising market, we like how Scripps is leveraging its strong 
balance sheet for future growth. Even after the addition of $884 million in debt to finance the Travel Channel 
acquisition, the company has a low level of leverage, at just 1.5x, which should fall to 1.0x by the end of this year. 
Having financial flexibility positions Scripps well for a potential buy-in of the 31% of Food Network owned by Tribune 
(the remaining 69% is owned by Scripps), additional international joint ventures, or possibly share buybacks if cash 
continues to build on the balance sheet. 

MKM Consensus MKM Consensus

Revenues  $1,962  $1,954  $2,150  $2,112

  % Growth 26.9% 9.6%

  % Growth (excl Travel Channel) 12.6% ---

EBITDA  $834  $835  $958  $940

  % Growth 38.6% 14.9%

  % Growth (excl Travel Channel) 25.7% ---

  EBITDA Margin 42.5% 44.6%

EPS  $2.08  $2.06  $2.44  $2.38

  % Growth 17.5% 17.1%

2010E 2011E
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A LIFESTYLE CATEGORY BRAND LEADER 
Scripps Network Interactive has established itself as the cable network leader in lifestyle-focused content over the last 
few years through the fast-paced growth from its anchor networks HGTV and Food Network, as well as its recent 
acquisition of Travel Channel. The company has built its brands around three lifestyle categories: (1) home; (2) food; 
and (3) travel. The development of these categories has been aided by the creation of “flanker” channels such as the 
DIY network, the soon-to-be-launched Cooking Channel (formerly Fine Living Network), and Great American Country. 
Brand extensions have also been achieved through the creation of a Food Network magazine and web sites such as 
FrontDoor.com, HGTVPro.com and RecipeZaar.com. Scripps’ six networks have a combined 460 million subscribers. 
Cable networks remain, in our opinion, the most attractive of the traditional media businesses for advertising, given 
the ongoing migration of viewers away from broadcast television, more efficient audience targeting (at least for non-
general entertainment cable networks) and a relatively low cost operating structure.  
 
The company’s 2010 double-digit organic revenue, EBITDA and EPS growth outlook is among the highest in the media 
and entertainment universe. Furthermore, the addition of Travel Channel provides an incremental driver for a steeper 
growth curve over the next few years, as increased investments in programming produce higher ratings and lead to 
greater advertising dollars and affiliate fee rates. An ability to keep expense growth in check is a result of the 
company’s focus on relatively low-cost content, which it is just beginning to leverage globally. Having a low cost profile 
also allows for a 55%-65% incremental operating margin. As such, we believe Scripps still has plenty of room for margin 
expansion. We project Scripps could exceed a 45% EBITDA margin by 2012, up from less than 40% in 2009. The 
company also has solid free cash flow generation capability, with the ability to translate more than 60% of its EBITDA 
into free cash flow. 
 
Table 2: Scripps Networks Interactive EBITDA Margin Outlook 

 
Source: Company reports, MKM Partners 
 
Scripps Network Interactive was formed in July 2008 when it was spun out from The E.W. Scripps Company as part of a 
tax-free distribution. The company has two classes of shares. Holders of the Class A Common Shares can elect one-third 
of the company’s Board of Directors, but are not entitled to vote on any other shareholder matters except as required 
by Ohio law. Holders of the Common Voting Shares elect the remaining Board of Directors members and vote on all 
other shareholder matters. The Scripps family still controls the company, primarily through the Edward W. Scripps 
Trust, which owns roughly 88% of the Class A Common Shares.  
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WHAT TO WATCH FOR IN THE COMING QUARTERS 
We believe there are four elements to monitor over the next few quarters that could affect the shares of Scripps: (1) 
ongoing scatter market advertising trends; (2) the rebranding of Fine Living Network (FLN) to Cooking Channel; (3) the 
upcoming upfront market; and (4) the development of Travel Channel. 
 
(1) We expect scatter market pricing ǿƛƭƭ ǊŜƳŀƛƴ ǎǘǊƻƴƎ ƘŜŀŘƛƴƎ ƛƴǘƻ aŀȅΩǎ ǳǇŦǊƻƴǘ ƳŀǊƪŜǘ – Given MKM Partners’ 

view that corporate profits are in the midst of a “V”-shaped recovery and the jobs market is beginning to turn 
around, we look for building positive momentum in the advertising market to continue into May’s upfront selling 
season. Our research indicates that scatter market pricing continues to rise and is up double-digits relative to last 
year’s upfront market and up mid- to high-single-digits versus last year’s scatter market. Scripps’ Food Network 
and HGTV channels are consistently mentioned by media buyers as being among the biggest cable network 
beneficiaries of this advertising resurgence. It has also been noted that much of the improvement seen in the 
market is more demand-driven than supply-focused. Increased spending from the auto sector has been a 
significant driver for the uptick in demand, but it is not the only vertical with looser purse strings. Other advertising 
verticals where strength is currently being seen are financials, movie companies, consumer packaged goods and 
telecommunications. 

 
(2) Rebranding of Fine Living Network (FLN) to Cooking Channel occuring in May ς To better exploit the popularity 

and growth opportunities seen from its programming success in the food genre, Scripps plans to rebrand its Fine 
Living Network this Memorial Day weekend into Cooking Channel. We believe this change could place the network 
in a better position to drive higher ratings, which could lead to increased advertising and eventually greater 
subscribers and affiliate fees. Management had noted that advertising demand for Food Network was outstripping 
its audience growth, and Scripps can capture more market share in one of the fastest-growing programming 
content categories by adding another food-centric channel. Cooking Channel will have access to some of Food 
Network’s library to fill out its programming slate, while also airing new, instructional cooking shows from well-
known Food Network icons such as Rachel Ray, Bobby Flay and Emeril Lagasse.  

 
(3) Upfront pricing should be aided by an improving economy and an increasing demand among advertisers ς We 

believe this May’s upfront selling market should prove very strong for Scripps. This year’s upfront should mark the 
return of the auto manufacturers, many of which did not participate last year, given their financial condition. With 
greater auto dollars and larger budgets for many other advertisers, we look for a significant number of cable 
network and broadcast network companies to take advantage of the increased demand and sell an above-average 
level of inventory at higher year-over-year rates. Cable networks, on average, tend to sell about 50% of their 
inventory in the upfront market. Last year, we estimate companies sold 10%-15% less than normal (at prices down 
in the single digits for many cable networks). By selling a higher-than-normal level of inventory in this year’s 
upfront, networks should be left with less inventory for scatter and, given the backdrop of an improving economy, 
should yield healthy increases in scatter market pricing, in our view. 

 
(4) The biggest driver of Travel Channel success will be improved programming – Although the creation of a 

dedicated sales force is a positive near-term driver for Travel Channel, we believe the networks’ growth curve will 
become steeper with the introduction of an expanded programming lineup to complement its current base of four 
to five core shows. With an increased programming budget, we look for an increased number of program launches 
towards the latter portion of the year.  
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KEY INVESTMENT POINTS 
 
Advertising DǊƻǿǘƘ Lǎ !ŎŎŜƭŜǊŀǘƛƴƎΣ ŀƴŘ ²Ŝ .ŜƭƛŜǾŜ ǘƘŜ LƴŘǳǎǘǊȅΩǎ Recovery Is Still in Its Early Stages 
In our opinion, the biggest potential source of earnings upside for Scripps is a larger-than-expected recovery in the 
advertising market. In total, we project roughly 21% advertising growth in 2010 and 8% excluding the addition of Travel 
Channel. This estimate could prove conservative, in our opinion, as it does not fully reflect the full effect of a steady 
economic recovery. We believe the strengthening in the demand for advertising within the U.S. in 4Q09 and continuing 
in 1Q10 is a function of improving corporate profits. Aiding this recovery is the stabilization of the U.S. auto makers, a 
group that had a very small presence in last year’s upfront market and is now soaking up a lot of the supply in the 
scatter market. Traditionally, when corporate profits are declining, advertising budgets get cut. We now see this 
situation beginning to reverse itself. The ability to sustain an accelerating advertising recovery, though, comes through 
improvements in consumer spending (which we view as the second stage of the advertising recovery). In conjunction 
with our positive advertising demand outlook, a rebound in May’s upfront market could lead to a sizable increase in 
pricing in the latter portion of the year for the U.S. market.  
 
We expect Scripps will be one of the more significant beneficiaries of the advertising recovery, where it will not only 
benefit from a rising tide, but also will continue to take market share. More broadly speaking, we believe cable 
networks should remain one of the fastest-growing segments within the advertising industry. In our opinion, the 
domestic cable network advertising market could increase at least 6.0% versus an estimate of 0.4% for the overall 
advertising industry from advertising agency MAGNA Global. The year has already started off on a positive step for 
Scripps, as management stated in March that its 1Q10 scatter market advertising revenue growth was tracking north of 
mid-single-digits relative to last year’s scatter market and north of mid- to high-teens relative to last May’s upfront 
market. On an organic growth basis (excluding Travel Channel), we look for sequential acceleration from a 6.0% level in 
1Q10 to roughly 11.5% in 4Q10. 
 
Figure 3: Scripps Networks Advertising Growth by Quarter 

 
Source: MKM Partners 
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As for ratings, the company’s core networks, HGTV and Food Network, have shown very strong growth over the last 
year. We believe Scripps is beginning to better monetize its ratings growth with the upturn in advertising demand in 
the scatter market. Food Network has experienced double-digit primetime adult 25-54 ratings growth in five out of the 
last six quarters. The recently completed 1Q10 was up roughly 8% on a year-over-year basis, which is particularly 
notable given significant competition from the Winter Olympics. At HGTV, the network saw a sizable uplift in its 
primetime household ratings in 3Q09 and 4Q09, increasing in the mid- to high-teens. Ratings for HGTV in 1Q10 were up 
9%, also quite impressive given the Olympic competition. 
 
Looking at the broader U.S. economy and the drivers we believe affect advertising, corporate profits was one of the key 
catalysts for improving demand in 4Q09. Corporate profits are currently experiencing a powerful V-shaped recovery. 
MKM Partners Chief Economist Michael Darda attributes this improvement to “a cyclical surge in productivity and a 
concomitant plunge in unit labor costs.” In fact, the ratio of selling prices to unit labor costs (a leading indicator of 
profit trends) has risen by 5.5% on a year-to-year basis, the largest one-year increase in post-war history. Darda also 
believes the corporate earnings outlook remains highly favorable because the yield curve is steep (historically a good 
harbinger of corporate earnings trends, with a 12- to 18-month time horizon) and credit spreads are narrow (reflecting 
that the perceived decrease in risk in high yield debt relative to one-year Treasuries has decreased).  
 
We believe the next positive step in the advertising recovery is an improvement in the labor market, which should 
begin to pull consumer confidence up in this wake. This should help to sustain the spending recovery now underway. 
Darda has noted there have been significant improvements in the Employment Trends Index (ETI). This index 
aggregates eight indicators that tend to lead the labor market at turning points. The ETI is up at a 14% annualized rate 
over the last six months, the fastest increase over a six-month period since the spring of 1994, a year in which private 
payroll growth averaged just less than 300,000 per month. The corporate profit recovery and the sharp reduction in 
credit spreads also supports the call for a significant step-up in hiring during the spring and summer, according to 
Darda. In this context, it is worth pointing out that retail sales less autos and gasoline are up at nearly a 6% annualized 
rate over the last six months. This is a 15-percentage-point swing from the trough six-month annualized growth rate of 
-9% seen in December 2008. Accordingly, it now looks like consumption is on track to improve 2%-3% in 1Q10 and, 
with hours worked increasing and job growth rising, income growth could see a sustained recovery and then lead to 
additional increases in advertiser budgets, which we believe is not being factored into estimates.  
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Lots of Growth Potential to Tap Into at Travel Channel  
In our opinion, there are near-term, medium-term and long-term growth drivers for Travel Channel that are not yet 
fully reflected in estimates. Travel Channel revenue for 2009 was $228 million, and the network’s EBITDA margin was 
approximately 30%, based on recent filings. We estimate the network could surpass $240 million in 2010, while EBITDA 
could reach $84 million before the effect of $30-$40 million of transition costs. We look for an EBITDA margin for Travel 
Channel in the 40% range over the next couple of years. Management has already stated the near-term benefit for 
Travel Channel will come from cost synergies, although it has not quantified this total. In addition, the company has 
also hired a dedicated advertising sales team to replace the outsourced efforts managed by Discovery Communications 
(DISCA, Buy, $36.02, $41 PT). On a medium-term basis, we look for an expanded programming slate that should benefit 
from investments being made into the business throughout 2010. These expenditures should produce higher ratings 
and turn the network into a more broadly viewed destination, in our view, rather than a network that is more 
“appointment”-oriented around a handful of shows. Last, the long-term opportunity lies with increases in its network 
affiliate fees.  
 
(1) The Near-Term Opportunity: Cost Savings and a Dedicated Advertising Sales Effort – From a cost perspective, 

Scripps has been able to eliminate a significant amount of IT overlap that existed at Travel Channel. Given its 
stand-alone status, Travel Channel was not able to achieve the scale benefits that exist at Scripps. With regard to 
having a dedicated advertising sales team rather than an outsourced effort, we anticipate Scripps could yield 
greater revenue from a more focused sales push, rather than what we viewed as a secondary effort at Discovery. 
The advertising sales transition to Scripps from Discovery occurred on April 1. We look for Travel Channel to 
benefit from an uplift from advertising verticals where Scripps has been historically strong. Specifically, Travel 
Channel has been under-indexed in the packaged goods and food categories, which have been the most lucrative 
verticals for HGTV and Food Network.  

 
(2) The Medium-Term Opportunity: Investing in Programming to Lift Ratings – The primetime household ratings for 

Travel Channel have averaged 0.3-0.4 (every ratings point equals a bit more than 1.1 million households) for quite 
some time. The network has seen success from a handful of shows, such as Man v. Food, !ƴǘƘƻƴȅ .ƻǳǊŘŀƛƴΩǎ bƻ 
Reservations and Ghost Adventures, but it has yet to achieve a critical mass of successful shows to become a top 15 
cable network like HGTV and Food Network. Travel Channel ranked as the #30 most-watched cable network 
among households in primetime in 1Q10, which leaves a lot of room for improvement, especially for a fully 
distributed channel with 95 million subscribers. 
 

(3) The Long-Term Opportunity: Increasing Affiliate Fees – We estimate Travel Channel receives a monthly affiliate 
fee of about $0.09 per subscriber per month and should generate roughly $100 million in affiliate revenue this 
year, up approximately 4% from last year. The majority of the network’s distribution contracts expire in 2012 and 
2013. We believe Scripps has the potential to see an above-average increase in its affiliate fee for Travel Channel 
with improved ratings, and the profit potential from such an increase is quite high with minimal costs associated 
with such a rate hike. We have not modeled any significant increases to our affiliate fee estimate for 2012, but 
every $0.01 per month per subscriber is worth about $12 million of revenue per year and, at an 85% margin, 
contributes roughly $10 million of EBITDA and $0.04 to EPS, based on a 33% tax rate and 170 million shares 
outstanding. 
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Considerable Balance Sheet Flexibility for Strategic Investments or Share Repurchases 
Although Scripps is likely to be conservative with its balance sheet, we believe the company has considerable flexibility 
for incremental strategic investments in 2010 or possibly a modest share purchase program. At the end of 2009, 
Scripps had $254 million of cash on hand and leverage (debt/EBITDA) of roughly 1.5x. Given our $470 million 
unencumbered free cash flow estimate (excludes dividend payments) for this year, we believe the company’s leverage 
could approach 1.0x by year-end. In our opinion, Scripps is most interested in potential marketplace investments. Two 
possible investments include: (1) a buy-in of the 31% minority interest of Food Network owned by Tribune; and (2) 
additional cable network joint venture deals to expand its presence overseas. Absent these events, we believe Scripps 
could easily manage a share buyback of $100-$200 million in 2010 and upwards of $1.0 billion over a four-year period. 
 
(1) Food Network: Among the more notable strategic investments that could arise for Scripps is the purchase of 

Tribune’s 31% minority interest in the Food Network (Scripps owns the remaining 69% of the network). We 
estimate Tribune’s interest in Food Network is worth approximately $900 million, based on a 10x multiple of our 
2010 EBITDA projection of roughly $835 million (45% margin on revenue of $645 million). This 10x EBITDA multiple 
represents a slight premium to Scripps’ current 9.5x EBITDA multiple. In our opinion, Scripps is likely unwilling to 
pay a significant premium to Tribune for its Food Network stake, as there are no synergies that can be realized 
from such a transaction. To fund such a transaction, we believe Scripps has significant borrowing capacity and 
could borrow approximately $800 million while raising its leverage to a still-conservative 2.0x level. We believe a 
sale of Tribune’s minority interest was made difficult in the last 15 months because of the company’s bankruptcy. 
It now appears that Tribune is close to emerging from its bankruptcy, though, having filed a reorganization plan 
with the U.S. Bankruptcy Court in Delaware on April 12. However, according to published reports, Tribune’s 
interest in Food Network is part of a subsidiary that was not part of the parent company’s bankruptcy. In addition, 
a group of bondholders are upset Tribune set aside $117 million generated by the subsidiary to pay for legal, 
consulting and investment banking fees incurred by a number of Tribune’s lenders. These lenders have filed 
complaints with the court. As a result, there still appear to be some legal issues that need resolving before Food 
Network could be sold to Scripps. 

 
(2) International ventures: Scripps has announced two international ventures since 4Q09 for the purpose of launching 

cable networks overseas. The company has invested $10 million for an 80% stake its venture with Chello Zone 
(which serves as the operator for the networks in terms of programming, marketing support and advertising sales) 
in Europe, the Middle East and Africa (EMEA) and has a provision that allows it to buy in the remainder of the 
partnership in 2012. In addition, Scripps should soon close on a $55 million investment in India with NDTV, which 
will give Scripps a 69% interest in NDTV Lifestyle, the programming subsidiary of NDTV Group, and operator of 
NDTV Good Times, India’s top-ranked English-language lifestyle television channel. We believe other investment 
opportunities could arise in Asia and Latin America, as these are regions where Scripps would like to widen its 
footprint. 
 

(3) Share buybacks: We forecast free cash flow after dividends of roughly $470 million for 2010 and a total of $2.1 
billion over the next four years (2010-2013). Based on a free cash flow utilization assumption of 20%-50%, we 
estimate Scripps could repurchase a total of $410 million - $1.0 billion in stock by the end of 2013, or 
approximately 6%-14% of the company’s current market capitalization. Under this scenario analysis, an absolute 
change of 10% in free cash flow allocation is worth an incremental $205 million in share repurchases.  
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Figure 4: Scripps Networks Share Repurchase Scenario ($ millions) 

 
Source: MKM Partners 
 
International Network Expansion Represent a New Frontier  
We view Scripps’ recent international launch as an underappreciated growth opportunity that could prosper over the 
next several years and a business that appears to be unaccounted for in out-year forecasts. Management has already 
stated international operations should lose $15-$20 million in 2010, but we believe economies of scale can be achieved 
relatively quickly, especially with low programming costs and the ability to repurpose many U.S. shows. There are 
significant expansion opportunities for Scripps in key international markets, as many countries are still building out 
their pay television platforms and many that have more evolved pay television platforms are still in the relatively early 
stages of a digital pay television expansion. While we acknowledge this business is starting from scratch, we believe 
Scripps’ networks, particularly Food Network, and content should travel well overseas. In addition, Scripps is working 
with strong partners (while still maintaining a majority ownership stake) to get its business off the ground and achieve 
a critical mass of subscribers at a faster pace than if Scripps were working on its own. This strategy is in direct contrast 
to its prior international focus, which was the syndication of its programs, rather than capturing the upside of owning 
“real estate” and the value created through advertising revenue and affiliate fees.  
 
Given their content focus, Scripps sees Food Network and Fine Living Network as the two most portable of its assets. 
Roughly six months into its international expansion, subscriber counts for launches for Food Network and Fine Living 
Network have surpassed 14 million homes (of which more than 10 million homes are for Food Network). These 
arrangements came through the Chello Zone joint venture. Food Network’s first channel launch occurred last 
November in the U.K. on the Sky satellite platform and was followed by a launch in December on the country’s Freesat 
platform and in February in the Middle East through the Orbit Showtime Network. Content for the various Food 
Network channels will include a mix of original programming, along with a healthy amount of repurposed shows from 
the U.S., which should help keep costs low. Repurposed programs that appear to be travelling well include Iron Chef 
America, Food Network Challenge, The Best Thing I Ever Ate, Barefoot Contessa, wŀŎƘŜƭ wŀȅΩǎ ол aƛƴǳǘŜǎ aŜŀƭǎ and 
Throwdown with Bobby Flay. Fine Living Network debuted on April 1 across more than 60 countries in the EMEA region 
in 2.6 million households and will be followed by a May 1 launch in South Africa. 
 
In our opinion, Scripps two joint venture partners, Chello Zone and NDTV, offer considerable strategic value for future 
expansion. Chello Zone is a content subsidiary of Liberty Global and reaches 16 million customer homes in the EMEA 
region with its 35 channels (21 of which are wholly owned). Besides Chello Zone’s expertise in delivering distribution 
deals for Scripps, its relationship (albeit an arm’s length relationship) with parent Liberty Global could also prove 
beneficial. Thus far, we believe the lion’s share of Food Network international subscribers have comes from Sky, which 
has a customer base of 9.7 million subscribers. Liberty Global’s customer base includes 11.4 million subscribers 
throughout Europe and we do not believe any of Scripps’ networks are offered to Liberty Global’s customers as of yet. 
As for the NDTV relationship, having a majority interest position in an existing lifestyle channel in India should serve as 
a blueprint for additional rollouts that we believe will occur in the not-too-distant future. 

2010E 2011E 2012E 2013E Total

Cash Flow From Operations $617.3 $658.0 $694.0 $722.4 $2,691.7

Less: CAPEX (98.0) (103.9) (110.1) (116.7) (428.7)

Free Cash Flow $519.3 $554.1 $583.9 $605.7 $2,263.0

Less: Dividends (50.1) (50.7) (51.3) (51.9) (203.8)

Unencumbered Free Cash Flow $469.2 $503.4 $532.6 $553.9 $2,059.1

Allocation of FCF to share repurchases

20.0% $93.8 $100.7 $106.5 $110.8 $411.8

30.0% 140.8 151.0 159.8 166.2 617.7

40.0% 187.7 201.4 213.0 221.5 823.7

50.0% 234.6 251.7 266.3 276.9 1,029.6

60.0% 281.5 302.1 319.6 332.3 1,235.5
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VALUATION 
 
Our 12-month price target of $54 for Scripps is based on an 11x multiple of our 2010 adjusted EBITDA estimate of $834 
million, which is a discount to our mid-teens normalized three-year adjusted compounded EBITDA growth estimate for 
the company. This valuation also equates to target 2010 P/E and P/FCF multiples of 26x and 17x, respectively. We 
believe the multiple appreciation we anticipate for the shares is warranted, given our accelerating organic revenue 
growth outlook, an expanding EBITDA margin forecast and a favorable macroeconomic environment. 
 
Our valuation is also supported by our discounted cash flow (DCF) model. For our DCF analysis, we use a 9.7% 
weighted-average cost of capital (WACC) and an unlevered free cash flow terminal value of 15.4x. Our DCF assumptions 
are based on a 5% equity risk premium, a 4% risk-free rate, a beta of 1.4 and a perpetual growth rate of 3%. 
 
Figure 5: Scripps Networks Discounted Cash Flow Analysis ($ millions, except per share data) 

 
Source: MKM Partners 
 
 
 
 

2010E 2011E 2012E 2013E 2014E CAGR ('09-'13E)

EBITDA $834 $958 $1,046 $1,135 $1,217 17.2%

% Change 38.6% 14.9% 9.2% 8.4% 7.3%

Levered Free Cash Flow $519 $554 $584 $606 $652 7.9%

% Change 16.0% 6.7% 5.4% 3.7% 7.6%

FCF per share  $3.11  $3.28  $3.42  $3.50  $3.73 6.6%

Diluted shares outstanding 166.9 168.9 170.9 172.9 174.9

Plus: Net Interest Expense $32 $31 $29 $27 $25

Unlevered Free Cash Flow $551 $586 $613 $633 $677 8.9%

2009E PV of Unlevered FCF ---  534  510  480  467

2010E PV of Unlevered FCF --- ---  559  526  513

2011E PV of Unlevered FCF --- --- ---  577  562

PV of Terminal Value  7,199  7,897  8,662  9,501  10,421

Sum of the PV of Interim Unlevered FCF  $1,991  $1,598  1,140 Cost of Equity: 10.8%

PV of Terminal Value  7,199  7,897  8,662 Tax-Adjusted Cost of Debt: 5.4%

Gross Asset Value  $9,190  $9,495  $9,801 Debt/Total Capitalization: 20.0%

Weighted Average Cost of Capital: 9.7%

Less: Net Debt (236)  268  800 G (Perpetual Growth Rate): 3.0%

Net Asset Value (NAV)  $8,954  $9,763  $10,602 Terminal Multiple = (1+G)/(WACC-G): 15.4

Diluted Shares 166.9 168.9 170.9 Implied Terminal Yr. Multiple on EBITDA: 8.6x

Fair Value per Share (US$) $53.66 $57.82 $62.05
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FINANCIAL OUTLOOK 
2010: We forecast revenue, adjusted EBITDA and EPS for Scripps of $1.96 billion (+26.9%), $834 million (+38.6%) and 
$2.08 (+17.5%), respectively. Our revenue outlook includes a contribution of nearly $250 million from Travel Channel, 
which was acquired at the end of 2009. Excluding Travel Channel, our organic revenue growth estimate for Scripps is 
12.6%. Key growth drivers for Scripps besides Travel Channel include: (1); an acceleration in growth from the ongoing 
advertising market recovery; and (2) increased affiliate fee contracts for Food Network. Our overall advertising growth 
estimate for the company is 20.8% and 8.3% on an organic basis, which compares favorably to 0.4% growth in 2009. 
The overall projected increase in affiliate fee revenue for the year is 64.6%, to $537 million. This growth is being fueled 
largely by a sharp rise in Food Network’s monthly subscriber fee contracts to an estimated $0.15 from its prior $0.06, 
plus the addition of $100 million in affiliate fees from Travel Channel. 
 
Our adjusted EBITDA forecast represents year-over-year growth of 38.6%. This outlook assumes margin expansion of 
340 basis points, to 42.5% from 38.9% last year. We note that, even with margins expanding at a significant level, the 
company does a have a fair amount of one-time expenses and is making incremental investments in the business to 
drive growth. Specifically, Scripps has announced one-time items such as $30-$40 million of transition costs for Travel 
Channel and $10-$15 million in marketing and legal expenses related to its Food Network affiliate contract renewals. 
From a growth perspective, the company is allocating $15-$20 million for its international expansion, and we are 
forecasting an 18% increase in programming expenses, a sizable portion of which will be allocated toward Travel 
Channel. Because of these cost increases, we believe the 56% incremental operating margin we calculate for 2010 is 
understated; therefore, better-than-expected results, particularly from advertising (85%+ incremental operating 
margin), could have a more significant effect on Scripps’ bottom line. 
 
1Q10: We project revenue and adjusted EBITDA of $440 million (+21.9%) and $182 million (+30.5%), respectively. Our 
revenue estimate is a bit less than the consensus outlook of $457 million, while our EBITDA projection is essentially in 
line with expectations. In addition, our EPS estimate for the quarter is $0.42 (+14.9%) versus $0.37 last year and is in 
line with consensus forecasts. 
 
Our revenue growth forecast is driven primarily by increases in advertising and affiliate fees of 18.8% and 54.6%, 
respectively. Excluding the addition of Travel Channel, the organic revenue growth rate for the quarter equates to 
7.0%. The organic advertising growth rate for Scripps is 6.0%. The significant increase in affiliate fees includes roughly 
$25 million from the inclusion of Travel Channel, but also reflects the initial uptick in affiliate fees from new Food 
Network contracts. Our adjusted EBITDA outlook incorporates a sizable portion of Travel Channel transition costs and 
the affiliate renewal support for Food Network. Even with these cost increases, we still project a 270-basis-point 
increase in the company’s EBITDA margin, to 41.3% from 38.6% last year. 
 
Figure 6: Scripps Networks 1Q10 Financial Outlook ($ millions, except EPS) 

 
Source: Company reports, MKM Partners 

1Q09A 1Q10E

Estimated 

Growth

Revenues:

Lifestyle Media

  Advertising 224.6 266.8 18.8%

  Network Affil iate Fees 79.1 122.2 54.6%

  Other 7.0 7.4 5.0%

Total Lifestyle Media 310.7 396.4 27.6%

Interactive Services 50.6 44.0 -13.0%

Corporate (0.0) --- ---

Total Revenues 361.2 440.4 21.9%

  Y/Y% Change

Segment EBITDA:

Lifestyle Media 146.1 187.5 28.3%

Interactive Services 7.0 7.5 6.4%

Corporate (13.8) (13.1) -5.0%

Total EBITDA: 139.3 181.8 30.5%

  Y/Y % Change

  EBITDA Margin

EPS $0.37 $0.42 14.9%

Diluted Shares Outstanding 163.9 166.1 1.3%
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RISKS 
 
Risks to our projections include the following: 
 

 A downturn in the advertising market 

 Declines in the company’s cable network ratings 

 An inability to fully integrate the Travel Channel acquisition 

 Significant increases in the company’s programming expenses 
 
 
 

TECHNICAL ANALYSIS 
Katie Stockton, CMT 
Chief Market Technician 
 
Scripps Networks Interactive (SNI) is in a long-
term uptrend supported by positive momentum, 
based on the 20-, 35- and 50-week moving 
averages of price. However, there is a formidable 
zone of resistance in the mid-$40s that may limit 
upside follow-through for the time being, 
particularly with the weekly stochastics near 
overbought territory. There has been a loss of 
relative strength compared to the S&P 500 Index 
(SPX), suggesting SNI is vulnerable to another 
correction, similar to January-February. From a 
technical standpoint, we would revisit the stock 
below $40, where we would expect positive 
momentum to take hold again. 
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Figure 7: Scripps Networks Quarterly Income Statement ($ millions, except per share data) 

 
Source: Company reports, MKM Partners 

 

1Q09A 2Q09A 3Q09A 4Q09A 2009A 1Q10E 2Q10E 3Q10E 4Q10E 2010E

Revenues:

Lifestyle Media

  Advertising 224.6 261.0 236.6 287.3 1,009.5 266.8 313.1 288.9 350.6 1,219.4

  Network Affil iate Fees 79.1 80.0 81.1 85.7 325.9 122.2 137.5 138.1 138.7 536.5

  Other 7.0 9.5 7.9 7.0 31.4 7.4 10.0 8.3 7.4 33.0

Total Lifestyle Media 310.7 350.5 325.5 380.1 1,366.8 396.4 460.6 435.2 496.7 1,788.9

Interactive Services 50.6 40.8 39.0 49.0 179.4 44.0 38.7 39.0 51.5 173.2

Corporate (0.0) (0.0) (0.3) 0.6 0.2 --- --- --- --- ---

Total Revenues 361.2 391.3 364.2 429.7 1,546.4 440.4 499.3 474.2 548.2 1,962.1

  Y/Y% Change (7.0%) (6.0%) (2.8%) 4.4% (2.8%) 21.9% 27.6% 30.2% 27.6% 26.9%

Operating Expenses:

Lifestyle Media

  Employee compensation and benefits (44.9) (45.2) (45.1) (48.4) (183.7) (55.5) (60.8) (60.9) (67.1) (244.3)

  Program and program licenses (71.2) (78.1) (79.8) (99.6) (328.6) (88.0) (103.2) (97.5) (99.3) (388.0)

  Other segment costs and expenses (48.5) (54.9) (50.1) (64.1) (217.7) (65.4) (79.2) (74.0) (88.4) (307.0)

Total Lifestyle Media segment costs and expenses (164.6) (178.2) (175.1) (212.1) (729.9) (208.9) (243.2) (232.4) (254.8) (939.3)

Interactive Services costs and expenses (43.5) (33.5) (32.6) (39.0) (148.6) (36.5) (30.8) (31.7) (39.5) (138.5)

Corporate expenses (13.8) (13.5) (12.6) (26.0) (66.0) (13.1) (13.1) (12.2) (12.0) (50.4)

Total operating expenses (222.0) (225.2) (220.2) (277.1) (944.5) (258.5) (287.1) (276.3) (306.3) (1,128.3)

Segment EBITDA:

Lifestyle Media 146.1 172.4 150.5 168.0 636.9 187.5 217.4 202.8 241.9 849.6

Interactive Services 7.0 7.3 6.4 10.1 30.8 7.5 7.9 7.3 11.9 34.7

Corporate (13.8) (13.5) (12.6) (26.0) (66.0) (13.1) (13.1) (12.2) (12.0) (50.4)

Total EBITDA: 139.3 166.1 144.3 152.0 601.7 181.8 212.2 198.0 241.9 833.8

  Y/Y % Change (9.4%) (8.2%) 6.8% (16.0%) (7.5%) 30.5% 27.7% 37.2% 59.1% 38.6%

  EBITDA Margin 38.6% 42.5% 39.6% 35.4% 38.9% 41.3% 42.5% 41.7% 44.1% 42.5%

Depreciation (14.3) (14.2) (15.6) (17.9) (61.9) (30.0) (30.0) (29.5) (28.5) (117.9)

Amortization of intangible assets (5.6) (5.3) (5.1) (5.0) (21.1) (5.0) (5.0) (4.9) (4.9) (19.8)

Write-down of goodwill  and other intangible assets --- --- --- --- --- --- --- --- --- ---

Loss on the disposal of PP&E (0.1) 0.0 (0.9) (1.5) (2.5) --- --- --- --- ---

Operating Income 119.3 146.6 122.7 127.6 516.2 146.9 177.2 163.6 208.4 696.1

Interest Expense (0.3) (0.4) (0.3) (1.8) (2.8) (8.2) (8.0) (8.0) (7.8) (32.0)

Travel Channel financing costs --- --- --- (12.1) (12.1) --- --- --- --- ---

Equity in earnings of affi l iates 2.1 5.9 4.9 5.8 18.6 2.5 7.0 5.6 6.8 22.0

Gains (losses) on repurchases of debt --- --- --- --- --- --- --- --- --- ---

Miscellaneous, net (0.7) 0.2 (1.3) (0.4) (2.2) --- --- --- --- ---

Income Before Income Taxes 120.3 152.4 126.0 119.1 517.7 141.2 176.3 161.2 207.4 686.1

Provision for Income Taxes (40.4) (47.5) (41.5) (31.0) (160.5) (45.2) (56.4) (51.6) (66.4) (219.6)

Income from continuing operations before MI 79.9 104.8 84.4 88.0 357.2 96.0 119.9 109.6 141.1 466.6

Minority interest (19.8) (24.3) (19.8) (21.7) (85.5) (26.0) (30.3) (29.1) (33.8) (119.2)

Income from continuing operations 60.1 80.5 64.6 66.4 271.7 70.0 89.7 80.5 107.2 347.4

Income from discontinued operations, net of tax --- (1.0) 0.7 28.0 27.7 --- --- --- --- ---

Net income 60.1 79.5 65.3 94.4 299.3 70.0 89.7 80.5 107.2 347.4

Net income adjustments:

One time or unusual items --- --- --- 20.4 20.4 --- --- --- --- ---

Tax implication --- --- --- --- --- --- --- --- --- ---

Net adjustments --- --- --- 20.4 20.4 --- --- --- --- ---

Adjusted net income 60.1 80.5 64.6 86.8 292.1 70.0 89.7 80.5 107.2 347.4

EPS from continuing operations $0.37 $0.49 $0.39 $0.40 $1.65 $0.42 $0.54 $0.48 $0.64 $2.08

Adjusted EPS from continuing operations $0.37 $0.49 $0.39 $0.52 $1.77 $0.42 $0.54 $0.48 $0.64 $2.08

EPS from discontinued operations --- ($0.01) $0.00 $0.17 $0.17 --- --- --- --- ---

Reported EPS $0.37 $0.48 $0.39 $0.57 $1.81 $0.42 $0.54 $0.48 $0.64 $2.08

Weighted average shares outstanding 163.9 164.4 165.7 165.6 164.9 166.1 166.6 167.1 167.6 166.9
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Figure 8: Scripps Networks Annual Income Statement ($ millions, except per share data) 

 
Source: Company reports, MKM Partners 

2007A 2008A 2009A 2010E 2011E 2012E 2013E

Revenues:

Lifestyle Media

  Advertising 928.2 1,005.3 1,009.5 1,219.4 1,329.9 1,439.2 1,546.3

  Network Affil iate Fees 235.2 277.4 325.9 536.5 602.3 640.4 680.2

  Other 21.4 29.6 31.4 33.0 34.6 36.4 38.2

Total Lifestyle Media 1,184.9 1,312.3 1,366.8 1,788.9 1,966.9 2,116.0 2,264.7

Interactive Services 256.4 278.4 179.4 173.2 183.6 194.6 204.3

Corporate --- (0.1) 0.2 --- --- --- ---

Total Revenues 1,441.3 1,590.6 1,546.4 1,962.1 2,150.5 2,310.6 2,469.0

  Y/Y% Change 10.4% (2.8%) 26.9% 9.6% 7.4% 6.9%

Operating Expenses:

Lifestyle Media

  Employee compensation and benefits (146.6) (173.7) (183.7) (244.3) (261.6) (277.2) (292.1)

  Program and program licenses (239.3) (279.8) (328.6) (388.0) (413.0) (439.1) (466.5)

  Other segment costs and expenses (211.6) (226.8) (217.7) (307.0) (318.6) (338.6) (357.8)

Total Lifestyle Media segment costs and expenses (597.5) (680.3) (729.9) (939.3) (993.3) (1,054.8) (1,116.5)

Interactive Services costs and expenses (216.6) (210.7) (148.6) (138.5) (145.9) (153.7) (159.4)

Corporate expenses (35.0) (49.2) (66.0) (50.4) (53.0) (55.6) (58.4)

Total operating expenses (849.1) (940.2) (944.5) (1,128.3) (1,192.2) (1,264.1) (1,334.2)

---

Segment EBITDA:

Lifestyle Media 587.4 632.1 636.9 849.6 973.6 1,061.2 1,148.2

Interactive Services 39.8 67.7 30.8 34.7 37.7 40.9 45.0

Corporate (35.0) (49.2) (66.0) (50.4) (53.0) (55.6) (58.4)

Total EBITDA: 592.2 650.6 601.7 833.8 958.3 1,046.4 1,134.8

  Y/Y % Change 9.9% (7.5%) 38.6% 14.9% 9.2% 8.4%

  EBITDA Margin 41.1% 40.9% 38.9% 42.5% 44.6% 45.3% 46.0%

Depreciation (41.2) (51.3) (61.9) (117.9) (123.0) (112.3) (111.1)

Amortization of intangible assets (45.4) (22.6) (21.1) (19.8) (19.8) (19.8) (19.8)

Write-down of goodwill  and other intangible assets (411.0) (243.7) --- --- --- --- ---

Loss on the disposal of PP&E (0.7) (0.8) (2.5) --- --- --- ---

Operating Income 93.8 332.1 516.2 696.1 815.5 914.4 1,004.0

Interest Expense (36.8) (13.6) (2.8) (32.0) (31.4) (29.4) (27.3)

Travel Channel financing costs (12.1)

Equity in earnings of affi l iates 17.6 15.5 18.6 22.0 22.9 23.8 24.7

Gains (losses) on repurchases of debt 1.2 (26.4) --- --- --- --- ---

Miscellaneous, net 2.7 1.6 (2.2) --- --- --- ---

Income Before Income Taxes 78.6 309.3 517.7 686.1 806.9 908.7 1,001.4

Provision for Income Taxes (126.4) (193.4) (160.5) (219.6) (266.3) (299.9) (330.5)

Income from continuing operations before MI (47.8) 115.9 357.2 466.6 540.6 608.9 670.9

Minority interest (82.5) (92.4) (85.5) (119.2) (129.0) (140.4) (152.1)

Income from continuing operations (130.4) 23.6 271.7 347.4 411.7 468.4 518.8

Income from discontinued operations, net of tax 4.0 --- 27.7 --- --- --- ---

Net income (126.4) 23.6 299.3 347.4 411.7 468.4 518.8

Net income adjustments:

One time or unusual items 411.0 274.6 20.4 --- --- --- ---

Tax implication (29.0) --- --- --- --- --- ---

Net adjustments 382.0 274.6 20.4 --- --- --- ---

Adjusted net income 251.6 298.1 292.1 347.4 411.7 468.4 518.8

EPS from continuing operations ($0.80) $0.14 $1.65 $2.08 $2.44 $2.74 $3.00

Adjusted EPS from continuing operations $1.54 $1.82 $1.77 $2.08 $2.44 $2.74 $3.00

EPS from discontinued operations $0.02 --- $0.17 --- --- --- ---

Reported EPS ($0.77) $0.14 $1.81 $2.08 $2.44 $2.74 $3.00

Weighted average shares outstanding 164.1 163.2 164.9 166.9 168.9 170.9 172.9
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Figure 9: Scripps Networks Annual Cash Flow Statement ($ millions, except per share data) 

 
Source: Company reports, MKM Partners 

 

2007A 2008A 2009A 2010E 2011E 2012E 2013E

Net Cash Provided By Operating Activities

Net income 23.6 384.9 466.6 540.6 608.9 670.9

Loss (income) from discontinued operations --- (26.1) --- --- --- ---

Depreciation and intangible asset amortization 73.9 81.5 138.3 143.4 132.7 121.1

Write-down of goodwill  and other intangible assets 243.7 --- --- --- --- ---

Amortization of network distribution costs 33.4 37.8 36.0 9.0 9.0 6.0

Losses (gains) on repurchases of debt 26.4 --- --- --- --- ---

Programs and program license costs 279.8 328.7 (86.4) (35.5) (39.1) (47.2)

Equity in earnings of affi l iates (15.5) (18.6) (22.0) (22.9) (23.8) (24.7)

Minority interests in income of subsidiary companies 92.4 --- --- --- --- ---

Program payments (280.9) (284.4) 7.8 1.6 3.1 3.2

Capitalized network distribution incentives (6.9) (7.5) --- --- --- ---

Dividends received from equity investments 9.8 21.7 --- --- --- ---

Prepaid and accrued pension expense 10.6 6.5 --- --- --- ---

Deferred income taxes 28.3 (23.0) --- --- --- ---

Stock and deferred comp plans 16.4 20.5 --- --- --- ---

Changes in working capital accounts:

Accounts receivable (10.6) (5.2) (52.0) (23.0) (33.0) (36.9)

Other assets (2.0) (4.3) (0.1) (1.3) (3.2) (3.2)

Accounts payable 0.2 (1.6) 9.2 5.0 3.8 3.9

Accrued employee compensation and benefits 7.3 6.5 5.6 5.8 4.6 4.6

Accrued income taxes 12.6 13.7 --- --- --- ---

Other l iabilities 7.7 6.5 114.2 35.1 31.1 24.8

Changes in working capital --- 15.1 15.5 76.9 21.6 3.2 (6.8)

Net Cash Provided By Operating Activities --- 550.1 537.6 617.3 658.0 694.0 722.4

Net cash used in discontinues operating activities --- --- (15.3) --- --- --- ---

Net operating activities 550.1 522.3 617.3 658.0 694.0 722.4

Net Cash Provided By Investing Activities

Purchases of property, plant, and equipment (77.4) (90.0) (98.0) (103.9) (110.1) (116.7)

Increase in short-term investments (4.2) 3.1 --- --- --- ---

Acquisitions (11.5) (877.5) --- --- --- ---

Other, net 1.3 (5.0) (75.0) --- --- ---

Cash Provided By Investing Activities --- (91.8) (969.4) (173.0) (103.9) (110.1) (116.7)

Net cash provided by discontinued investing activities --- --- 9.3 --- --- --- ---

Net investing activities --- (91.8) (960.1) (173.0) (103.9) (110.1) (116.7)

Net Cash Provided By Financing Activities

Proceeds from long-term debt 80.0 884.2 --- --- --- ---

Payments on long-term debt (506.3) (80.0) --- --- --- ---

Premium payment on repurchases of debt (22.5) --- --- --- --- ---

Dividends paid (24.6) (49.5) (50.1) (50.7) (51.3) (51.9)

Dividends paid to minority interests (82.7) (88.9) --- --- --- ---

Change in parent company investment, net 94.0 --- --- --- --- ---

Proceeds from employee stock options 5.9 27.7 --- --- --- ---

Other financing activities, net (0.7) (9.4) --- --- --- ---

Cash Used in Financing Activities --- (456.9) 684.2 (50.1) (50.7) (51.3) (51.9)

Effect of exchange rate changes on cash and equivalents (4.0) (2.0) --- --- --- ---

Change in Cash and Equivalents --- (2.6) 244.4 394.2 503.4 532.6 553.9

Cash and Equivalents - BOP 12.5 10.0 254.4 648.6 1,152.0 1,684.6

Cash and Equivalents - EOP 10.0 254.4 648.6 1,152.0 1,684.6 2,238.5

Average Cash Balance 11.3 132.2 451.5 900.3 1,418.3 1,961.6

Levered Free Cash Flow

Cash flow from operations --- 550.1 537.6 617.3 658.0 694.0 722.4

Less: Capital expenditures --- (77.4) (90.0) (98.0) (103.9) (110.1) (116.7)

Levered Free Cash Flow --- 472.7 447.6 519.3 554.1 583.9 605.7

Number of shares outstanding 164.1 163.2 164.9 166.9 168.9 170.9 172.9

FCF/ Share --- $2.88 $2.71 $3.11 $3.28 $3.42 $3.50
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Figure 10: Scripps Networks Annual Balance Sheet ($ millions) 

 
Source: Company reports, MKM Partners 

  

2007A 2008A 2009A 2010E 2011E 2012E 2013E

Assets

Cash and equivalents 12.5 10.0 254.4 648.6 1,152.0 1,684.6 2,238.5

Short-term investments --- 2.7 --- --- --- --- ---

Accounts and notes receivable 364.8 368.6 430.4 482.4 505.4 538.4 575.3

Programs and program licenses 212.9 238.3 271.8 307.0 322.6 342.0 365.4

Assets of discontinued operations --- 22.1 --- --- --- --- ---

Other current assets 12.5 13.7 25.7 21.9 21.5 23.1 24.7

Total Current Assets 602.8 655.3 982.3 1,459.9 2,001.5 2,588.1 3,203.9

Investments 38.4 40.3 46.4 143.4 166.3 190.0 214.8

Property and equipment, net 173.3 191.4 239.6 219.7 200.6 198.4 204.0

Goodwill  and other intangible assets:

  Goodwill 665.2 424.2 670.5 670.5 670.5 670.5 670.5

  Other intangible assets, net 129.4 103.6 681.3 660.9 640.5 620.1 610.1

Total goodwill  and other intangible assets, net 794.5 527.8 1,351.8 1,331.4 1,311.0 1,290.6 1,280.6

Other assets:

  Programs and program licenses (less current portion) 261.6 236.0 255.8 307.0 326.9 346.6 370.4

  Unamortized network distribution incentives 135.4 107.8 71.3 35.3 26.3 17.3 11.3

  Other non-current assets 11.9 14.6 15.8 19.7 21.5 23.1 24.7

Total other assets 408.8 358.4 342.9 362.0 374.6 387.0 406.3

Total Assets 2,017.8 1,773.2 2,963.1 3,516.4 4,054.0 4,654.1 5,309.6

Liabilities and Shareholder Equity

Accounts payable 8.0 13.2 27.5 36.8 41.7 45.5 49.4

Program rights payable 16.6 15.2 20.4 28.2 29.8 32.9 36.0

Customer deposits and unearned revenue 15.0 11.0 16.9 27.0 29.8 32.9 36.0

Employee compensation and benefits 28.8 35.3 43.4 49.0 54.8 59.4 64.0

Accrued marketing and advertising costs 17.6 16.7 13.5 24.5 29.8 31.6 33.4

Liabilities of discontinued operations --- 10.9 --- --- --- --- ---

Other accrued liabilities 58.6 66.3 89.1 110.3 124.0 137.8 145.4

Total Current Liabilities 144.6 168.7 210.7 275.7 310.0 340.1 364.2

Deferred income taxes 115.5 131.9 119.5 119.5 119.5 119.5 119.5

Long-term debt 503.4 80.0 884.2 884.2 884.2 884.2 884.2

Other l iabilities 102.6 104.2 99.7 171.5 184.8 197.2 209.5

Total Liabilities 866.0 484.8 1,314.1 1,451.0 1,498.5 1,541.0 1,577.5

Minority interests 138.5 156.1 265.2 265.2 265.2 265.2 265.2

Equity

Common stock --- 1.6 1.7 1.7 1.7 1.7 1.7

Additional paid-in capital --- 1,219.9 1,271.2 1,271.2 1,271.2 1,271.2 1,271.2

Retained earnings (deficit) --- (120.8) 113.9 530.4 1,020.4 1,578.0 2,197.0

Parent company's net investment 971.9 --- --- --- --- --- ---

Accumulated other comprehensive income 41.4 31.5 (3.0) (3.0) (3.0) (3.0) (3.0)

Total Equity 1,013.3 1,132.3 1,383.7 1,800.2 2,290.2 2,847.8 3,466.9

Total Liabilities and Shareholder Equity 2,017.8 1,773.2 2,963.1 3,516.4 4,054.0 4,654.1 5,309.6
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$54.00 $54 Buy             

P 

Scripps Networks Interactive, Inc. 

 
 

Date Price Rating PT/FV  Date Price Rating PT/FV 

         
4/21/2010 $44.17 Buy $54.00      

Valuation Methodology: Our 12-month price target of $54 for Scripps is based on an 11x multiple of our 
2010 adjusted EBITDA estimate of $834 million and is supported by a discounted cash flow analysis.      
Risks: There are always risks that the target price for any security will not be realized.  In addition to general 
market and macroeconomic risks, for SNI, these risks include, among other things: (1) A downturn in the 
advertising market; (2) Declines in the company's cable network ratings; (3) An inability to fully integrate the 
Travel Channel acquisition; (4) Significant increases in the company's programming expenses.       
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Important Disclosures 
 
Regarding the use of instant messages (IMs) and e-mail with MKM Partners LLC, you consent to the following: IMs or e-mail sent from or received by 
MKM Partners LLC employees are presumed to contain confidential or proprietary information and are intended only for the designated recipient(s). If 

you are not the designated recipient, please inform the sender that you received this e-mail or IM in error and do not use, copy or disseminate its 
contents. MKM Partners LLC and its analysts may from time to time make informal technical, fundamental and economic comments on IM and e-mail.  
 
The Primary Analyst certifies that the views expressed in this research report accurately reflect the personal views of the Analyst and the subject 
company(ies) and its(their) securities. The Primary Analyst also certifies that there has not been, is not, and will not be direct or indirect compensation 

from MKM Partners LLC or the subject company(ies) for expressing the specific recommendation(s) or view(s) in this report. 
 
This report has been prepared by MKM Partners LLC. The analyst primarily responsible for preparing this research report (including his/her 
household) does not have a financial interest in the securities of the subject company(ies), nor does the Firm habitually deal as principal in transactions 

in the securities referred to herein (or other instruments related thereto), including positions and transactions contrary to any recommendations 
contained herein held by the research analyst/household. The Firm has not engaged in transactions with issuers identified in the report. MKM Partners 
LLC does not make a market in the subject company(ies). The subject company(ies) is(are) not currently, nor for the past 12 months was(were), a 
client(s) of the Firm. The research analyst does not serve as an officer, director or advisory board member of the company(ies) and receives no 

compensation from it(them). 
 
This publication does not constitute an offer or solicitation of any transaction in any securities referred to herein. Any recommendation contained in 
this report may not be suitable for all investors. Although the information contained herein has been obtained from recognized services, issuer reports 

or communications, or other services and sources believed to be reliable, its accuracy or completeness cannot be guaranteed. Any opinions, estimates 
or projections expressed herein may assume some economic, industry and political considerations and constitute current opinions, at the time of 
issuance, that are subject to change. Any quoted price is as of the last trading session unless otherwise noted. This information is intended for 
institutional clients only.  
 

This information is being furnished to you for informational purposes only, and on the condition that it will not form a primary basis for any investment 
decision. Investors must make their own determination of the appropriateness of an investment in any securities referred to herein based on the legal, 
tax and accounting considerations applicable to such investors and their own investment strategy. By virtue of this publication, neither the Firm nor 
any of its employees shall be responsible for any investment decision.  

 
This communication may involve technical and/or event-driven analysis. Technical analysis is a discipline that solely examines the past trading history 
of a security to arrive at anticipated market fluctuations. Technical and event-driven analyses do not consider the fundamentals of an underlying 
security, and therefore offer an incomplete picture of the value or potential value of a security. A customer should not rely on technical or event-

driven analysis alone in making an investment decision, but should review all publicly available information regarding the security in question, 
including, but not limited to, the fundamentals of the underlying security and other information provided in any filings with the Securities Exchange 
Commission (SEC). MKM Partners LLC has multiple analysts, and from time to time their views may differ. We encourage readers to call with any 
questions.  
 

Additional information on all of our research calls is available upon request. MKM Partners LLC is a U.S. registered broker-dealer and a member of 
FINRA and SIPC.  
 
Ratings for Stocks: As of May 7, 2007, the Firm revised its ratings, which comprise the following: 

 
“Buy” Security is expected to appreciate 15% or more on an absolute basis in the next 12 months.   
“Neutral” Security is not expected to significantly appreciate or depreciate in value in the next 12 months.  
“Sell” Security is expected to depreciate 15% or more on an absolute basis in the next 12 months.  

 
Distribution of Ratings for Reports Issued by MKM Partners LLC as of March 31, 2010: 
 

Buy: 55.1%; Neutral: 40.6%; Sell: 4.3% 
 
Risks: Investment risks associated with the achievement of revenue, earnings projections and price targets include, but are not limited to, unforeseen 
macroeconomic and/or industry events that weaken demand for the subject company’s products or services, product obsolescence, changes in 

investor sentiment regarding the company or industry, the company’s ability to retain or recruit competent personnel, and market conditions. For a 
complete discussion of risk factors that could affect the market price of the company’s shares, refer to the most recent 10-Q or 10-K filed with the SEC.  


