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Resumo 

Esta tese tem como objetivo determinar o justo valor da ação da Netflix, Inc. com referência à 

data de 31 de dezembro de 2022. Para o efeito, e com base na revisão de literatura, na análise 

à indústria de entretenimento e média, e no desempenho histórico financeiro e operacional da 

streamer, desenvolveu-se uma avaliação patrimonial que fornecesse aos investidores uma 

recomendação sobre a opção de comprar, vender ou manter ações da empresa, com base 

na potencial valorização ou desvalorização do mercado e nos riscos potenciais, dada a 

volatilidade da bolsa de valores. 

Com este fim, adotou-se como metodologia principal de avaliação o modelo do Fluxo de Caixa 

Descontado, partindo do WACC como taxa de desconto, em conjunto com uma Avaliação 

Relativa. Onde, em adição, se conduziu uma análise de sensibilidade às componentes mais 

significativos da nossa projeção, com vista a consolidar a robustez do trabalho realizado. 

Nesse sentido, a aplicação do modelo DCF culminou num preço-alvo de $319.97 face à 

Avaliação Relativa, onde o preço era ~14.7% inferior. Não obstante, atendendo às 

especificidades do modelo, face aos pressupostos projetados de longo prazo, optou-se por 

considerar apenas a primeira abordagem para efeito de recomendação nesta tese.  

Desta forma, considerámos que a Netflix se encontrava subvalorizada, recomendando aos 

investidores uma posição de Hold, com tendência para Buy face ao ativo na sua carteira de 

investimentos.  
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Abstract 

This thesis aims to determine the fair value of the Netflix, Inc. share with reference to the date 

of December 31, 2022. To this end, and based on the literature review, the analysis of the 

entertainment and media industry, and the historical financial and operational performance of 

the streamer, an equity valuation was developed in order to guide investors with a 

recommendation on the option to buy, sell or hold the company's shares, based on the 

potential appreciation or devaluation of the market and the potential risks, given the volatility 

of the stock exchange. 

To this end, the Discounted Cash Flow model was adopted as the primary valuation 

methodology, using WACC as the discount rate alongside, with a Relative Valuation. 

Furthermore, a sensitivity analysis was conducted on the most significant components of our 

projection to consolidate the robustness of the analysis. 

Consequently, the application of the DCF model culminated in a target price of $319.97 

compared to the Relative Valuation, where the price was ~14.7% lower. However, given the 

specificities of the model and the projected long-term assumptions, it was decided to consider 

only the first approach for recommendation proposed in this thesis. 

Accordingly, we considered that Netflix was undervalued, recommending investors take a Hold 

with tendency to Buy position in relation to the asset in their investment portfolio. 
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Introduction  

Uncertainty has defined the past two decades. In 2022, the global economy faced challenges 

to return to normalcy after the pressure exerted by the COVID-19 crisis and the ongoing effects 

of the Russian-Ukrainian War on markets. Significantly, the United States experienced an 

annual inflation rate of 8%, accompanied by stock market declines, rising interest rates, and a 

gradual deceleration in pandemic-era growth trends.  

Based on the assumption that an equity valuation corresponds to financial advice to 

investors, this issue can impact how they aspire to invest their capital, especially in a global 

market where diversifying portfolios into other emerging assets, such as cryptocurrencies, is 

becoming more prevalent. 

This dynamic inevitably poses additional challenges to companies, pressing them to be 

increasingly competitive to ensure that investors' capital continues to justify allocating this type 

of asset – in this sense and honoring John Keynes' insightful words: "The markets can remain 

irrational longer than you can remain solvent," at a time in which M2 (money supply) registered 

record growth rates, resulting in overvaluations of the underlying value of stocks. 

As a result, this research does not intend to serve solely as a decision-making tool for 

investors. Instead, based on the assumption that the stock market is not an independent 

variable, it is proposed that this project allows an understanding of investors' motivations for 

choosing this mechanism and the inherent risks they are willing to take. 

This project aims to estimate Netflix's market value accurately and, consequently, the fair-

share value on 31st December 2022 without overlooking the abovementioned assumptions. 

Netflix is a subscription-based business model, which, despite dating back to the 17th-cent 

newspaper industry, remains innovative as it requires the company to manage the content of 

its portfolio based on retention and attraction of new customers, leveraging revenues. 

Concerning the structure of the master's thesis, the initial milestone comprises the 

literature review to corroborate the methodology chosen for the valuation. In this regard, the 

most pertinent corporate valuation models will be introduced, along with a rationale that proves 

their suitability, advantages, and disadvantages to the case study under analysis. 

Afterward, there will be a sector analysis so that the reader can understand the economic 

landscape in which Netflix operates, encompassing key trends - offering investors enhanced 

portfolio valuation capabilities. Subsequently, it will include a specific analysis of the company 

to understand its business model and operating functioning in the recent short term, with 

possible risks and opportunities. 

Ultimately, the DCF model will be applied, followed by Relative Valuation – based on 

Netflix's pro forma financial statements. This comprehensive analysis aims to derive the target 

share price, enabling the design of a brief overall investment recommendation. 
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1. Literature Review 

1.1. Overview 

Luehrman (1997) states that "valuation is the financial analytical skill that general managers 

want to learn and master more than any other." This statement highlights corporate valuation's 

fundamental and indispensable role in the global economy. These mechanisms allow the 

monitoring of the company's valuation process, helping to identify sources of creation or 

destruction of economic value, as well as the importance they demonstrate in decision-making 

processes in mergers and acquisitions.  

In finance, an asset is a resource with economic value controlled to proportionate a future 

benefit. Generally, we can classify an asset into two distinct categories: real or financial. So, 

according to Damodaran (2012), each asset has a value regardless of that. Therefore, the “key 

to successful investing and managing” these assets is not based solely on their calculated 

value but also their sources. Thus, the corporate valuation process should always highlight the 

main objective of corporate finance: maximizing shareholder value and always maintaining a 

mutual relationship among financial decisions, internal strategy, and company value. 

It is a fact that uncertainty associated with corporate valuation exists; however, the efficient 

use of valuation methodologies that best suit the characteristics of the asset under analysis 

may significantly mitigate this risk. Thus, and considering that several models can be viable, 

we must run a benchmark that considers the premises, details, advantages, and 

disadvantages of each – verifying the information of Copeland (2000), which emphasizes that 

good decisions by investors depend on the quality of the information they hold. 

 

1.2. Valuation Methodologies 

According to Penman (2016), any valuation must follow the well-established finance theory. 

That is, we must certify the rigor of our analysis by ensuring the evaluation of critical elements 

of economic theory and macroeconomic considerations. 

Numerous corporate valuation models offer analysts a range of approaches, varying from 

the simplest to the most complex. Moreover, despite different price assumptions, they share 

common characteristics and can be more broadly classified. Damodaran (2012, p. 1) referred 

to the valuation problem, stating that "in valuation is not that there are not enough models to 

value an asset, it is that there are too many," warning that choosing the suitable model is as 

vital to obtaining a reasonable value as understanding the methodology. 

In addition to the chosen model, Fernández (2005, p. 141) states that "a valuation is always 

an opinion," showing that the quality of the valuation model is directly related to the consistency 

of the assumptions we make, hence, with the same valuation approach, the result can be 

completely different. 
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So, there are numerous classifications and a substantial amount of literature on the 

valuation process. Damodaran (2006)  organizes the broad field of valuation by presenting four 

main approaches: discounted cash flows, relative valuation, contingent claim, and asset-based 

valuation approaches. 

Regarding the valuation models and analysing articles by other authoritative authors such 

as Frykman and Tolleryd (2003) and Fernández (2007), it is possible to state that the 

methodologies used are precisely the same despite being presented differently. 

This chapter will describe the abovementioned methodologies for evaluating the most 

suitable for carrying out an equity research, with the key conclusions provided at the end. 

 

1.3. Discounted cash-flow valuation 

According to Luehrman (1997), the discounted cash-flow valuation (DCF) emerged in the '70s 

as the most effective method for valuating corporate assets. Based on this model, a 

corporation's worth corresponds to its projected FCF discounted to present value at the WACC. 

Damodaran (2006) also classified this model as the correct approach to corporate valuation in 

corporate finance. 

Nowadays, this is “the only conceptually correct valuation method” and, therefore, widely 

used, given that the company is considered a cash flow generator and its future expectations. 

Furthermore, this is only feasible by establishing a discount rate for risk consideration using 

historical volatility (Fernández, 2007).  

The general equation underlying the DCF methodology can be summarized as follows: 

DCF = 
CF1

(1 + R)
1

+ 
CF2

(1 + R)
2

+…+ 
CFn + RVn

(1 + R)n
                          (1) 

RVn= 
CFn ×  (1 + g)

R - g
                                                               (2) 

where, 

- CFn = Cash flow generated by the company in period n; 

- R = Appropriate discount rate for the cash flow risk (WACC); 

- RVn = Residual value of the company in period n; 

- g = Expected growth rate of the cash flows after period n. 

- note that CFn+1=CFn×(1+g) only if the growth rate between n-1 and n 

was also g. 

Regardless of the model's popularity, this analysis is strongly linked to the accuracy 

problem, as the high reliance on the correctness of the forecasted future cash flows and the 

multiple sets of assumptions made will dictate the precision of the valuation.  

We can approach the DCF valuation model in two different ways. The primary proposal is 

to value the entire enterprise, including assets-in-place and growing assets (firm or enterprise 
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valuation). The second option is to value the equity stake in the business, known as equity 

valuation (Damodaran, 2006).  

Despite the approach managers choose, either guarantees them a set of possible models 

to implement. For example, concerning the firm valuation, the Free Cash Flow to the Firm 

(FCFF) is frequently used; instead, the second approach considers the Free Cash Flow to the 

Equity (FCFE). 

 

1.3.1. Enterprise Valuation Models 

1.3.1.1. Enterprise Value 

It is important to note that when carrying out a corporate valuation using the DCF-FCFF 

methodology, the present value of the FCF discounted at the WACC expresses the Enterprise 

Value: 

Enterprise Value = ∑
FCFFt

(1 + WACC)
t
 + 

TVn

(1 + WACC)
n

n

t=1

                        (3) 

where, 

- FCFFt = free cash flow to the firm in the time period, period =1 to n; 

- WACC = weighted average cost of capital; 

- TVn = terminal value at the end of the time period. 

Moreover, looking closely at the formula and referencing Damodaran (2012, p. 302), we 

realize that a component is related to the TV since it is impossible to calculate cash flows ad 

infinity; thus, "generally impose closure in discounted cash flow valuation by stopping your 

estimation of cash flows sometime in the future and then computing a terminal value that 

reflects the value of the firm at that point." 

Following this, we can deduce that the equity value is determined based on: 

Equity Value = Enterprise Value + Non-operating Assets − Non-equity Claims       (4) 

 

1.3.1.1.1. Free Cash Flow to the Firm, 𝑭𝑪𝑭𝑭 

Regarding corporate valuation as a whole, and according to Inselbag and Kaufold (1997), the 

favorite approach among practitioners is the use of FCFF discounted to the WACC. 

In accordance to Pinto et al. (2010, p. 320), the FCFF "is the part of the cash flow 

generated by the company's operations that can be withdrawn by bondholders and 

stockholders without economically impairing the company" as a result of deducting all 

corporate expenses from the estimated amount (including working capital and net capital 

expenditures). It is appropriately defined as a performance indicator, as it measures profitability 

levels, allowing the comparison and analysis of a company's financial health. 

The general formula is presented as follows:  
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FCFF = EBIT (1 - tc) + D&A - CAPEX ± ∆WC                               (5) 

 where, 

- EBIT = Earnings Before Interest and Taxes; 

- tc = corporate marginal tax rate; 

- D&A = depreciations & amortizations; 

- CAPEX = Capital Expenditures, net of disposals; 

- ∆WC = Changes in Working Capital. 

 

1.3.1.1.2. Weighted Average Cost of Capital, 𝑾𝑨𝑪𝑪 

Discount rates represent the payoff that investors aspire to obtain by taking the risk of investing 

in an asset where capital is not guaranteed. The discount rate can be volatile, depending on 

the macroeconomic environment and the specifics of each asset. 

The discount rate applied in this approximation is the WACC, which Fernández (2011, p. 

3) states "is neither a cost nor a required return, but weighted average of a cost and a required 

return" and can be computed using the formula below: 

WACC = 
E

D + E
 × rE +

D

D + E
 × rD × (1 - tc)                              (6) 

where, 

- E = market value of equity; 

- D = market value of debt (interest-bearing); 

- rE = required rate of return to equity; 

- rD = cost of debt before taxes. 

Luehrman (1997) explains that this is a tax-adjusted discount rate as it is "intended to pick 

up the value of interest tax shields that come from using an operation's debt capacity." 

This approach is more suitable for the corporate valuation of enterprises without a stable 

capital structure; companies in a leverage change regime should consider the FCFF method 

(which we will examine in the subsequent sections of this chapter).  

 

1.3.1.1.3. Cost of Debt 

Generally, this cost is an effective rate that measures companies' efforts to obtain loans that 

make their operations viable. Moreover, given that interest expenses are deductible, the rate 

used in most circumstances corresponds to the after-tax cost of debt.  

Therefore, the cost of debt is a prominent indicator in corporate valuation; as Damodaran 

(2012) stated, there exists a positive correlation between the credit obtained and the 

corresponding increase in default risk. Koller et al. (2010) also warn that the analysis of this 

cost must ensure that tax shields and the risk-free rate are also considered, in addition to the 

risk of default. 
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The same authors state unequivocally that investment-grade companies (debt rated at 

BBB or higher) must estimate the cost of debt using "the yield to maturity of the company's 

long-term, option-free bonds" since the probability of the company going bankrupt is 

significantly low. Nonetheless, they recommend that enterprises quantified as below-

investment-grade debt use the "adjusted present value (APV) discounted at the unlevered cost 

of equity, rather than the WACC, to value the company," given that the YTM represents a 

promised rate of return, and so does not evidence the probability of default, for not being an 

expected rate of return. 

 

1.3.1.1.4. Cost of Equity 

The cost of equity is used as a capital budgeting threshold, representing the return 

shareholders demand on their investments in exchange for bearing the risk of owning an asset. 

Even more, the model presupposes that investors are rational and risk-averse, which 

Damodaran (2008b) confirmed, stating that investors demand a higher risk premium as the 

level of risk associated with the investment increases. 

Koller et al. (2010) suggests that to infer this cost, one of these three models is commonly 

employed: Arbitrage Pricing Theory (APT), Fama & French 3-factor model, or the Capital Asset 

Pricing Model. In this sense, we realize that the CAPM stands out as the most employed 

approximation in the corporate market to determine this cost of equity (Brealey, 2011). 

CAPM, being a single-factor model rooted in the principles of Modern Portfolio Theory, is 

outlined as follows, as stated by Koller et al. (2010): 

rE = rf + β
L
 × [ E (rM) - rf ]                                             (7) 

where,  

- rf = risk-free rate; 

- β
L
 = beta levered; 

- E (rM) = expected market return; 

- E (rM) - rf = market risk premium. 

This approach is developed based on three assumptions: the market is perfect, information 

symmetry is absent, and there is no frictionless market (no taxes and trading costs). 

 

1.3.1.1.4.1. Risk-free rate 

Damodaran (2008b) states that for an investment to be considered risk-free, "the actual returns 

should always be equal to the expected return" and highlights that it must meet two 

requirements. Namely, the non-existence of default risk excludes any private firm that issues 

securities, as despite being well managed, it cannot control currency printing, unlike 

government bonds. Along with the non-reinvestment risk, and hence must have the same 

duration as the discounted cash flow. 
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1.3.1.1.4.2. Beta 

"The CAPM adjusts for company-specific risk through the use of beta" (Goedhart et al., 2010), 

which quantifies the volatility - or systematic risk associated with a specific security or portfolio, 

when compared to the market; therefore, the more significant the determined beta, the greater 

the sensitivity of the Netflix’s shares to market fluctuations. 

The most recurrent computations of beta use the historical industry beta or the average of 

similar enterprises; however, the accuracy of the calculated value will depend on the degree 

of the operational level, on the type of business that the company is under analysis fits into or 

on the financial leverage considered. 

 

1.3.1.1.4.3. Market Risk Premium 

The market risk premium corresponds to the difference between the expected return on a 

market portfolio and the risk-free rate. Damodaran (2008a) shows that the expected return on 

an investment corresponds to the "sum of the risk-free rate and a risk premium to compensate 

for the risk." Thus, this indicator allows us to quantitatively understand the extra return 

demanded by participants who bear the increased market risk.  

This factor is variable over time and is generally calculated based on the economic 

fluctuation of each country; thus, when instability is more significant, the premiums increase to 

incorporate these risks. Unfortunately, there is no consensus on the market risk premium at 

the financial level, so numerous possible approaches exist.  

Thus, according to Damodaran (2008a), the most applied methodology is "the historical 

premium approach." This approach involves measuring the actual returns earned from stocks 

and comparing them to the actual returns on a default-free investment, often government 

bonds, during a specific timeframe. Note that the sample time interval should be as long as 

possible and implement an arithmetic average as it is the best unbiased estimator (Koller et 

al., 2010).  

 

1.3.1.1.5. Terminal Value, 𝑻𝑽 

Usually, companies apply a considerable portion of the results obtained, achieving significant 

returns and high growth rates. However, the historical information we hold tells us that most 

companies disappear or reach a point of stagnation. So, when performing a corporate 

valuation, it is crucial to forecast the company's life stage, examining the terminal value, 

whether in a continuity or liquidation approach. 

Rutkowski et al. (2013, p. 3) claim that “the terminal value incorporates the value of all the 

company's cash flow following the final discrete projection period, into perpetuity." As a result, 

the TV is one of the most significant elements of the DCF approach, as it represents the 
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majority of the cash flow value (Young, 1999). Also, Schill (2013) states that, on average, it 

represents between half to four-fifths of the firm's total value, varying on the years considered 

in the annual forecasts.  

In this sense, Damodaran (2012) states that it is possible to determine the TV in three 

different approaches. In the primary alternative, we must consider a "liquidation of the firm's 

assets in the terminal year" and assess what others would pay for the accumulated firm's 

assets. The remaining approaches (multiples or stable growth model) pivot on the premise that 

the company will continue its operations beyond the explicit projection period when estimating 

its terminal value.  

"One applies a multiple to earnings, revenues, or book value to estimate the value in the 

terminal year." The other, which is undoubtedly the most used, is based on the premise that 

the firm's cash flows, after the explicit period, grew at a stable growth rate, evidencing the 

steady state of the business - this allows the application of a perpetual model to estimate the 

TV, as described by Damodaran (2002): 

TVn =
CFn+1

(r - g)
                                                              (8) 

where,  

- CFn+1  = cash flow at the end of the first year of the perpetuity; 

- r = discount rate; 

- g = expected perpetual growth rate. 

As Koller et al. (2010) emphasized, the most accurate estimate for the growth rate should 

encompass the expected long-term rate specific to the sector in which the firm operates, 

adjusted for inflation. 

 

1.3.1.2. Adjusted Present Value Model, 𝑨𝑷𝑽 

The APV methodology consists of the individual analysis of the different areas of the financial 

statements through the subsequent addition of their value to the company. This approach is 

made known by Myers  (1974), who subdivided the main cash flows into two categories: "real" 

cash flows closely related to the business's corporate operations and the "side effects" arising 

from its financing practices, as an example, consider the tax incentives obtained. 

According to Luehrman (1997), this approach is more flexible compared to the WACC, as 

it provides managers with more detail, allowing them to have access to additional information 

on the asset value (NPV>0); that is, it also allows him to understand its origin. Furthermore, 

Luehrman adds that, unlike the WACC, the APV is more effective in dealing with the "side 

effects" mentioned above, requiring fewer assumptions, making it a more accurate model. 

Damodaran (2006) briefly explained that this approach starts by considering the 

company's value without debt. Subsequently, when adding debt to the firm, the net effect is 



  
 
 
 
 

 

10 
 

accounted for, considering the benefits and costs of the borrowing. The author explains that, 

in general, "using debt to fund a firm's operations creates tax benefits (because interest 

expenses are tax deductible) on the plus side and increases bankruptcy risk (and expected 

bankruptcy costs) on the minus side." 

Then consider the subsequent formula: 

Value of business = Value of business with 100% equity financing + PV                      (9) 

+ of Expected Tax Benefits of Debt - Expected Bankruptcy Cost            

For this calculation, it is necessary to perform the following intermediate calculations: 

- Determination of the unleveraged cost of equity capital, estimated through the rewriting 

of equation (6), as a function of: 

rU = rf + β
U

 × [ E (rM) - rf ]                                             (10) 

where,  

- rU = unlevered cost of equity; 

- β
U

 = beta unlevered; 

- [ E (rM) - rf ] = market risk premium. 

- Assessing the benefit of debt financing, according to Damodaran (2012), can be 

computed as: 

PV of Tax Shields = ∑
tc × D × rD

(1+ rD)
t

 n
 t=1                                              (11) 

Concerning the optimal amount of debt, it is essential to mention that this is a variable 

value depending on the company to be analyzed; hence, debt issuance must occur whenever 

the implicit benefit offsets the inherent costs.  

- Calculation of bankruptcy costs (the most prominent in borrowings) using the following 

formula: 

PV of Expected Bankruptcy Costs = πa × PV of Bankruptcy Costs       (12)                                       

where,  

- πa = probability of default. 

According to Brealey et al. (2011, p. 482), "financial distress occurs when promises to 

creditors are broken or honored with difficulty"; this is a critical issue for investors because they 

know that leveraged companies can get into financial difficulties, leading to bankruptcy. Thus, 

this concern will directly impact the current market value of the leveraged company's securities.  

Damodaran (2006, p. 47) assumes that "the key limitation of the compressed APV 

approach, notwithstanding its simplicity, is that it ignores expected bankruptcy costs." It is 

noteworthy that, after completing the calculations, the conclusion reached is that the APV 

model will always value companies with a higher debt ratio.  

Regarding this theme, the author adds that "neither the probability of bankruptcy nor the 

bankruptcy cost can be estimated directly." Regarding the estimation of bankruptcy probability, 
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it presents, as an indirect suggestion for the calculation, the assessment of the bond's rating 

or a statistical approach based on corporate performance for the different debt levels. 

 

1.3.2. Equity Valuation Models 

1.3.2.1. Free Cash-Flow to Equity, 𝐹𝐶𝐹𝐸 

Damodaran (2006, p. 8) begins by introducing equity valuation models, stating that "we focus 

our attention of the equity investors in a business and value their stake by discounting the 

expected cash flows to these investors at a rate of return that is appropriate for the equity risk 

in the company." Koller et al. (2010) add that FCFE "can be viewed as free cash flows after 

investments which a company could distribute to its shareholders." 

Therefore, the FCFE formula can be given by: 

FCFE = NI + D&A - CAPEX - ∆WC + New Debt Issued - Debt Repayments           (13) 

where,  

- NI = Net Income. 

The application of this model happens recurrently as an alternative to the dividend discount 

methodology, particularly in companies that do not pay dividends, such as Netflix. 

Nonetheless, Viebig et al. (2008) state in this context that "one way to describe a free cash 

flow to equity model is that it represents a model where we discount potential dividends rather 

than actual dividends." 

Koller et al. (2010) further state that forecasting this model can be complex since it 

incorporates the firm’s capital structure in the cash flows. So it will be, therefore, more 

recommended for companies whose activities (operational and financial) are difficult to 

distinguish - as financial institutions. 

Unlike the DCF-FCFF discussed above, the DCD-FCFE allows the company's equity value 

to be estimated directly. So, the implicit formula of the FCFF model is as follows: 

Equity Value = ∑
FCFEt

(1 + rE)
t
 + 

TVn

(1 + rE)
n

n

t=1

                                           (14) 

where,  

- FCFEt = free cash flow to equity in the time period, period = 1 to n. 

To conclude and follow the line of thought of Pinto et al. (2010), we realized that despite 

the FCFF being the most used approach, the FCFE would be more direct and practical when 

the company's capital structure is stable. However, in the case of a leveraged company with 

negative FCFE, using the FCFF to value shares should be more accessible. Additionally, it is 

worth mentioning that in cases where a company has a track record of leverage changes," a 

growth rate in FCFF may be more meaningful than an ever-changing growth pattern in FCFE." 
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1.3.2.2. Dividend Discount Model, 𝐷𝐷𝑀 

An investor who holds shares in his investment portfolio intends to generate income by 

obtaining capital gains from speculation on the value of these assets or by receiving dividends. 

Pinto et al. (2010, p. 56) state that "the DDM is the simplest and oldest present value approach 

to valuing stock." The price of a firm's stock, concerning this approach, equals to the “present 

value of the perpetual stream of future dividends, discounted at the cost of equity”, as shown 

by the subsequent equation presented firstly by Williams (1938): 

V0 = ∑
Dt

(1 + rE)
t
                                                           (15)

∞

t=1

 

where,  

- V0  = current stock value; 

- Dt = expected dividend during each holding period. 

 

1.3.3. Profitability Models 

1.3.3.1. Economic Value Added, 𝑬𝑽𝑨 

Damodaran (2006) states that the profitability model EVA "is a measure of the surplus value 

created by an investment" and can be seen as an alternative approach to the DCF valuation, 

distinguished by the fact that it makes fewer assumptions and is more market oriented. So, it 

represents the excess return of this type of financial application over the invested capital. 

As a result, the corporation will only generate economic profit if the ROIC exceeds the 

WACC, demonstrating the corporate efficiency in allocating resources. 

Consider the following computation to assess EVA: 

EVA = Invested Capital × (ROIC - WACC) = NOPLAT - (Invested Capital × WACC)    (16)                                          

where,  

- NOPLAT = after-tax operating income;  

- Invested Capital = total amount of capital to fund operations. 

Following the EVA, addressing the Market Value Added (MVA) is relevant, which 

Damodaran classifies as "a simple extension of the net present value" that illustrates the PV 

of the entire economic value generated, usually discounted at WACC.  

MVA assesses past and potential value creation, indicating corporate management's 

ability to enhance shareholder value over time.  

 

NPV = ∑
EVAt

(1 + WACC)
t

t=n

t=1

                                                             (17) 

Using this methodology, the Enterprise Value (EV) is estimated as follows:  

EV = Invested Capital + MVA                                                   (18) 
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After that, starting with EV as a starting point, we can estimate the company´s Equity Value by 

adding the market value of all non-operating assets and subtracting the amount of non-equity 

claims. 

 

1.3.2.3. Dynamic Return on Equity Methodology, 𝑹𝑶𝑬 

The ROE approach follows EVA's reasoning since the result is also an excess return. In 

this sense, its main differentiator is the technique in which analysts analyze the acquired results 

since this approach does not assess the company's overall value but rather the equity value.  

EV = E0 + ∑
E t - 1 × (RoE t - Re)

(1+Re)
t

t=n

t=1

                                  (19) 

RoE is a percentage and can be with any company whenever profit and equity are positive 

(>0). Thus, and carefully analyzing the above formula, we see that the mathematical reasoning 

is induced similarly to the EVA approach since here, too, value creation will occur whenever 

the return on equity is greater than the cost of equity. 

In contrast to the cash flow models previously outlined, the RoE methodology was designed 

based on short-term forecasts. 

 

1.4. Relative Valuation 

Damodaran (2006, p. 56) claims that in relative valuation, "we value an asset based upon how 

similar assets are priced in the market." Koller et al. (2010, p. 351) add that "such an analysis 

can help a company to stress-test its cash flow forecasts, to understand mismatches between 

its performance and that of its competitors, and to hold useful discussions about whether it is 

strategically positioned to create more value than other industry players are." 

Thus, it is essential to mention that this methodology used extensively by financial analysts 

consists of a 2-step process: selecting a group of pairs and then deciding which multiples to 

consider. 

To conclude, even though DCF valuation is "the most accurate and flexible method for 

valuing companies," the use of relative valuation, a more simplified methodology with fewer 

assumptions, is frequently used as a complement to the valuation, which allows for increasing 

the accuracy of the obtained results (Koller T., 2010). 

 

1.4.1. Peer Group 

Henschke & Homburg (2009, p. 1) state, "It is difficult to find a peer group which corresponds 

to a target firm in all relevant value characteristics." Furthermore, to compare one firm to 

another, it must be priced in the market and operate in the same industry to ensure that the 
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risk, cash flows, and growth rate are similar. In this case, for sectors with a limited number of 

enterprises with varying business dimensions, it is critical to carry out a standardization that 

converts market prices into quantitatively comparable variables, boosting the valuation's 

accuracy (Liu, 2002).  

Damodaran (2006), similarly to the author above, highlights the difficulty of matching these 

characteristics and suggests alternative factors that can be further analyzed, including the 

earnings per share (EPS), betas, or return on equity. 

Thus, this is a thorough process; Koller et al. (2010) concludes that "the ability to choose 

appropriate peers distinguishes sophisticated veterans from newcomers." 

 

1.4.2. Multiples 

The selection of multiples is a critical stage that fits the aforementioned requirements; thus, 

this selection must match the company's nature and sector of activity under analysis. 

According to Koller et al. (2010), this selection is one of the fundamental principles to carry 

out a consistent valuation. In this context, the author states that EV/EBITDA and PER are the 

most employed metrics by analysts, despite "it is distorted by capital structure and 

nonoperating gains and losses." 

However, a variety of alternative multiples can be applied. Both Damodaran (2006)  and 

Fernández (2001) categorize these among three possible groups (Appendix A). 

Koller et al. (2010) recommend enterprise value multiples over equity multiples because 

equity multiples, like the P/E ratio discussed earlier, can be susceptible to manipulation through 

changes in capital structure. 

To summarize, the likelihood of the value computed using this methodology differing from 

that reached using the DCF valuation is high since the assumptions about the markets are 

substantially different. While this approximation presupposes that the market is correct on 

average, DCF valuation recognizes that markets make mistakes; however, a correction will 

ease its impact in the future.  

 

1.5. Subscription Based Valuation Approach 

McCarthy et al. (2017) tell us that if we compare the aforementioned corporate valuation 

methodologies with a customer-based corporate valuation, the paradigm shift happens 

because here, the valuation of companies is "bottom-up" instead of "top-down," where "they 

pay little attention to the health and composition of the company's customer base." The authors 

further add that this approach assumes the premise that "every dollar of revenue that a 

company generates must come from a customer – and that not all customers are "created 

equal."" (McCarthy, 2017) 
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Accordingly, the accounting method should catch that at the end of a given period, the number 

of customers should be equal to the number of new customers acquired plus those who have 

remained with the company since the beginning of that period, thus reflecting retention patterns 

of subscriptions and, consequently, the average revenue per user (ARPU). Moreover, based 

on an adequate customer list, analysts can estimate abandonment patterns, translating into 

an essential contribution to corporate valuation.  

Damodaran adds that similar to the previously provided equation, we must deduct the value of 

corporate expenses when assessing the worth of the firm's operations derived from the user 

(note the summary scheme presented below). 

 

Figure 1: Corporate Expense Summary 

Source: Damodaran (2017) 

According to Kvick (2019), starting from assumptions identical to those previously presented 

by McCarthy, it is then possible via Monte Carlo based on different KPIs on unit economics to 

analyse and estimate the value of a subscription model company. Hazlett (2015) states that 

unit economics represents "for each customer how much it costs to get them vs how much 

they are worth to you." Therefore, the unit's economy will be a popular tool to analyse 

companies that fall into this typology; so, firms that manage to attract a more significant number 

of customers and keep them linked to their services will have better results because the 

revenues with a customer are generated continuously (Shea&Company, 2017). 

Hence, according to the article Subscription Economy: Business Perspective – the "rate of 

churn, rate of customer acquisition, and cost of customer addition are popular metrics used by 

subscription businesses." Based on this, consider the formulas presented below, associated 

with the themes mentioned above, so that in the development of the methodology and 

respective calculations, it is possible to understand the terminology and applied deductions. 

Thus, the churn rate expresses the proportion of subscriptions that this typology of business 

loses in a pre-defined period. Consider the following formula: 

churnt = 
CUt 

Ut-1

                                                                        (20) 

where,  

- CUt = # churned users over the period; 

- Ut - 1 = # users at the begging of the period. 

Note that the formula presented does not consider users who were added during the period t 

and are no longer subscribers before that period, so the technique used usually goes through 

considering the denominator U̅t, that is, the average number of users during period t. 

Consequently, the retention rate will be:  

retentiont = 1 - churnt                                                           (21) 
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Afterward, the customer's life (CL) will allow monitoring the duration that an average user uses 

a specific service, as shown in the formula below: 

CL= ∑ (1 - churnt)
t
 = 

1

churnt

∞

t=0

                                          (22) 

It is also important to mention how the customer acquisition cost (CAC) is determined: 

CACt=
Total Sales & Marketing expenses

t

Number of new customer addedt

                                          (23) 

Finally, let us consider the aforementioned Average Revenue per User (ARPU) so that the 

methodology to be applied provides an integral notion of all the underlying concepts. 

ARPUt=
Total Revenuet

Average number of Users
t

                                          (24) 

According to Hardie et al. (2012), the most accurate notation for the expected lifetime value of 

the customer is given by E(CLV), even when compared to CLV. 

There are several approaches to calculating the E(CLV), which, of course, depend on the 

assumptions made at the time of calculation. For instance, when assuming that the Average 

Revenue Per User (ARPU) remains constant throughout the customer's lifetime (CL), the 

desired value is obtained by multiplying ARPU by CL. 

In this context, let us consider the Kvick (2019) methodology, which draws upon Pfeifer et al. 

(2005), based on the following equations: 

• E(CLV) for newly acquired customers: 

E(CLV) = ∑ CFPU ×
(1 - churn)

t

(1 + r)
t

 = CFPU × 
1 - churn

r + churn
                               (25)

∞

t=1

 

where,  

- CFPU = cash flow per user.  

• E(CLV) for to-be-acquired customers: 

E(CLV) = ∑ CFPU ×
(1 - churn)

t

(1 + r)
t

- CAC = CFPU × 
1 + r

r + churn
- CAC        (26)

∞

t=0

 

 

1.6. Brief Conclusions 

Netflix's recent credit rating upgrade to BBB+ in the Investment Grade category by S&P Global 

Ratings, coupled with stable financial indicators indicating a predominantly self-financed 

operation, as discussed in Chapter 4 - Company Analysis, led us to choose the DCF model 

over APV. Following this decision, a Relative Assessment will complement the DCF model, 

offering a robust evaluation in the second stage. (The Wrap, 2023) 

It is essential to highlight that, due to limitations in subscriber information disclosure by Netflix, 

both previously mentioned models incorporate elements of the Subscription Based Valuation 

Approach methodology in determining the streamer's revenue. This adaptation became 

necessary to overcome the challenges posed by the unavailability of comprehensive 

subscriber data for an exclusive model-guided assessment.  
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2. Business Description 

2.1. Company Description 

Netflix, Inc., founded in 1997 by Mark Randolph and Reed 

Hastings (Executive Chairman), based in Los Gatos, CA, is today 

one of the world's leading entertainment services (and leader 

in SVoD) with approximately 231 million subscriptions from over 

190 countries. Notably, Ted Sarandos and Greg Peters now 

serve as co-CEOs. 

This provider offers its subscribers a wide range of TV series, 

documentaries, films (on-demand), feature films, and mobile 

games adapted to various genres and languages. 

Five years after its founding, in 2002, Netflix became a public 

interest entity, becoming a member of the NASDAQ under the 

ticker "NFLX," where 5.5 million shares were made available at 

an initial public offering price (IPO) of 15$. 

(Yahoo Finance, 2023) (Figure 3) The company's final share 

price all-time high of $691.69 takes place on November 17, 2021. 

Nevertheless, it is still in 4Q of 2021 that its continued growth 

ended, "triggering a dramatic fallout likened to the dotcom crash" 

(Nicolaou, 2022). As a result, Netflix became the worst-

performing stock on the S&P 500 in the first half of 2022, giving 

rise to the term "Great Netflix Correction" in Hollywood, which 

warned of weaknesses in the streaming business model and its 

high vulnerability to a global recession. Starting from Q3 2022, it 

successfully reversed the price decline, with the August 2023 

price surpassing the crash levels by at least double. 

The company's first international expansion was to Canada 

in 2010, followed by Latin America and the Caribbean the 

following year. Later, in 2016, this strategy continued, reaching a 

global presence in 190 countries and 21 languages. 

In 2013, Netflix invested in content creation, where it quickly 

achieved a great return, winning international awards with its 

productions the same year. As a result, the company currently 

has over 200 million subscribers, making it the undisputed leader 

in entertainment streaming services. (Netflix, 2023) (Figure 2) 

 

 

 

 

Figure 2: Netflix Timeline          
Source: Netflix´s Website 

 

 

 

Figure 3: Netflix historical close prices 
(in $)                         
Source: Yahoo Finance 
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2.2. Business Segments and Business Model 

Netflix's sources of income are subscription plans for its content 

and DVD-by-mail services. The company operates in domestic 

and international streaming and domestic DVD (the US only). 

Therefore, for any of the lines of business, revenues come from 

monthly subscription fees. 

Since 1998, the home DVD segment has allowed subscribers 

to rent DVDs and Blu-Rays online through their specific website 

and then have them shipped to their homes. Thus, Netflix 

consolidates this segment differently and isolatedly, showing a 

progressive revenue drop (0.46% of total revenues in 

2022). (Netflix, 2023) (Figure 4) 

(Netflix, 2022) (Figure 5) Since 2007, the company has 

followed the same business model, earning it a reputation as a 

pioneer in the delivery of streaming entertainment. Netflix has 

consistently developed an ecosystem for internet-connected 

screens so subscribers can watch its available content by paying 

that monthly subscription fee. 

In early 2023, the provider implemented the password-sharing 

policy to monitor the number of people using a single account. In 

this sense, it has added to its plans a feature that makes adding 

users who do not live in the same house possible. 

The plans are similar worldwide, although a mobile-only plan 

exists exclusively for less developed regions (south Asia and sub-

Saharan Africa). (Netflix, 2023) (Figure 6) 

(Moody, 2022) The company consistently employs divergent 

pricing strategies globally, such as its recent reduction in India to 

secure a larger market share against competitors. (Netflix, 2022) 

(The Verge, 2023) With the standard with-ads plan offered at 

more competitive prices, Netflix began restructuring its basic 

subscription plan in Canada, the US, and the UK for new or 

returning members. 

(Figure 6) Monthly prices in its primary market (US) are not 

significantly different from those charged at the European level. 

However, the global variation ranges from around $2 to $26 for 

the premium plan.  

 

 

Figure 4: Domestic DVD Segment               
Source: Netflix [2019-2022] Annual Report 

 

 

 

Figure 5: Netflix Business Model             
Source: Netflix 

 

FY22 

 

FY23 

 

Figure 6: Netflix Subscription Plans 
FY22 vs FY23                       
Source: Netflix´s Website 
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3. Industry Overview and Competitive Positioning 

3.1. Media and Entertainment Industry 

Netflix's business line (SVoD) is part of the entertainment and media (E&M) industry, which 

considers five segments: traditional TV and video, cinema, over-the-top video (OTT), video 

games and esports, and internet advertising. The industry has undergone an intense digital 

transformation caused mainly by consumers' behavioural changes (predominantly among the 

younger generations) and our fast-paced technological environment. 

The pandemic impacts of COVID-19 pandemic and the Russia-Ukraine war heavily 

influenced the prior year of our analysis, resulting in uncertainties in the supply chain, public 

health, and geopolitics.  

In this regard, 2022 witnessed the global economy's decisive struggle to restore normalcy. 

In this context, the gradual increase of global central banks' interest rates and the drop in stock 

markets, among other macroeconomic constraints, led to a subdued growth trajectory in the 

E&M market of 5.4% in 2022 (2,32 trillion of US$) compared to 10.4% in 2021.  

 

 

Figure 7: Global E&M annual growth 
Source: PwC´s Global Entertainment & Media Outlook 2023-2027, Omdia, IMF 

 

(PwC, 2023) (Figure 7) The perspective indicates that the growth rate will gradually decline 

within the upcoming five years, reaching a turning point where growth stands at a mere 2.8% 

compared to the preceding year, representing that the rate of overall economic growth that the 

International Monetary Fund (IMF) foresee to be higher (3.1%). This slowdown, essentially 

caused by the deceleration in consumer spending, has forced companies like Netflix to 

redefine expectations; the main decisions of the big players have been restructuring strategies 

by geographic hotspots and the search for efficient mechanisms of emerging technology, such 

as the creative process generated by AI. (PwC, 2023) 
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Figure 8: Approaching a trillion-dollar market 
Source: PwC´s Global Entertainment & Media Outlook 2023-2027, Omdia 

The downshift in consumer consumption, which has historically been the main driver of 

global E&M yield value, is forecast to grow between 2022 and 2027 at a rate of 2.4% CAGR 

(approximately $900 billion in 2027). In this context, analysts anticipate advertising to surpass 

this threshold by 2025, forecasting a CAGR of 4.5% over the same period (totalling $950 

billion). This projection positions advertising as a potential pioneer, becoming the inaugural 

E&M category to attain an annual revenue of one trillion dollars. (PwC, 2023) (Figure 8)  

In this sense, it is essential to balance the aforementioned situation with the ongoing 

transition that Netflix is undergoing in its business segments, as outlined in the preceding 

chapter. This transition involves the gradual shift across its operational markets towards an 

inclusive base plan featuring advertising. 

 

3.2. Over-the-top Video 

OTT video is a segment of the E&M industry that includes all providers that autonomously 

make content available to their viewers over the Internet as an alternative to cable, broadcast, 

or satellite providers. As a result, the intermediary between content producers and consumers 

is no longer necessary, justifying the use of the word “over” in this segment. 

OTT industry total revenue is the sum of TVoD (transactional video on 

demand), SVoD (subscription video on demand), AVoD (advertising-based video on demand), 

EST (video downloads), and FAST (Free ad-supported streaming TV). TVoD differs 

from SVoD as it requires a subscription fee (Netflix also employs it), whereas AVoD derives its 

revenue from the advertisements that consumers engage with to access the content. 

(PwC, 2022) The contents available are unlimited, appearing exponentially, making the 

market increasingly competitive in the face of the limited set of dollars the consumer has at his 

disposal. In this sense, platforms have recognized the need to strike an equilibrium, as their 

sources of income may not be sufficient for their growth ambitions; for example, Netflix lost 

subscribers for the first time in a decade (April 2022), in addition to a sharp drop in share price 

(similarly to many of the most prominent players).  
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Figure 9: Expected E&M Growth by Geographic Markets 
Source: PwC´s Global Entertainment & Media Outlook 2023-2027, Omdia 

OTT streaming has grown more prominently in emerging countries due to the combination 

of typically underserved demographics, large-scale dissemination of mobile bandwidth, and 

increasing demand for regional and sports content. Consequently, major streaming providers 

are recognizing substantial growth prospects within this landscape. 

Hence, in Asia, specifically Indonesia, India, and China, the growth hotspot is foreseen, 

through a convergence of critical elements, presenting a significantly higher CAGR rate 

considerably higher than those of the North American market, the largest segment (2.6%). As 

for China's second largest E&M market, a 6.1% CAGR growth rate is anticipated, primarily 

driven by increased internet advertising revenue of 9.1%. (PwC, 2023) (Figure 9) 

 

 

Figure 10: Revenues decomposition in the Over-the-Top video segment (FY17 – FY27) 
Source: Statista´s Market Insights – updated in August 2023 

(Statista, 2022) (Figure 10) The segment's revenue under review amounts to $260.33 

billion in 2022, demonstrating a steady evolution projected through 2027, with an expected 

annual growth rate of 8.81%. Notably, the most substantial segment pertains to AVoD, 

sustaining its prominence throughout the covered period, with a market volume of $160.20 

billion in 2022. 
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3.3. Streaming Video on Demand Market 

As previously stated, (Figure 9), the SVoD market is one of the OTT subsets expected to 

experience a gradual yet accelerated pace in the forthcoming years. Thus, among 

the VoD monetization models, SVoD generates revenue through paid subscriptions (akin to 

the business model employed by Netflix).  

In 2022, the worldwide SVoD market generated $84.12 billion in revenue and hosted 1.2 

million users. As a result, an expected CAGR of 10.04% will drive global revenue (2023-2027), 

resulting in a projected market volume of $144.04 billion by 2027 (1.6 million users). This 

trajectory signifies a rise in the user penetration rate from 15.2% in 2022 to 20.6% by 2027. 

Penetration varies globally, so the industry will likely grow at diverse rates in different 

countries. (Statista, 2022) (Figure 11 & 12) 

 

 

Figure 11: Worldwide SVoD Revenues (USD: FY17 – FY27) 
Source: Statista´s Market Insights - updated in August 2023 

 

 

 

In a global comparison analysis, UCAN generated the most revenue in 2022 with US$34.1 

million, with a clear dominance of the US of $32.350 million (representing a penetration rate of 

44%), in sharp contrast to Canada's contribution of $1.704 million (equivalent to a penetration 

rate 38.6%). As a result, the forecasted 2023 ARPU in the US is $257.14, compared to $133.72 

in Canada. Therefore, the discernible geographic variance becomes particularly evident when 

comparing the projected ARPU values to the global benchmark of $69.08. (Statista, 2023) 

(Figure 12)  

Figure 12: Global SVoD Users (in billions: FY17 – FY27) vs Global SVoD Penetration (in %: FY17 – FY27) 
Source: Statista´s Market Insights 
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In 2022, reports indicate that Netflix recorded an average revenue of 15.86 U.S. dollars 

per active paying streaming customer in North America, showcasing an increment from the 

preceding year's 14.56 dollars. Meanwhile, the monthly ARPU derived from streaming 

subscriptions in Europe, the Middle East, and Africa totalled 10.99 dollars in 2022, 

experiencing a minor decline compared to the figures recorded in 2021. In contrast, the Asia 

Pacific and Latin America regions exhibit comparable monthly profitability figures, hovering 

around 8.5 dollars in 2022. (Statista, 2023) (Figure 14)  

 

 

Figure 15: Global Revenue Comparation (FY17 vs FY27) 
Source: Statista´s Market Insights - updated in August 2023 

Projections indicate that the profits generated in the SVoD segment will remain relatively 

consistent till 2027, given the global geographic distribution. (Statista, 2023) (Figure 15) 

Furthermore, the anticipated trajectory indicates that the EMEA region will remain the 

preeminent leader in user engagement over the long term. 

For its part, APAC should be the region that generates the lowest revenue among the 

geographical segments, a phenomenon attributed to Southeast Asia's propensity to consume 

its ARPU. Nevertheless, in terms of market penetration, the emerging market will be a big 

window of opportunity for streaming providers. 

Figure 13: Average Revenue per User (FY17 – 
FY27)  
Source: Statista´s Market Insights 

 

Figure 14: Netflix’s worldwide ARPU in 2022, by 
market segment  
Source: Statista´s Market Insights 
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3.4. Competitive Overview 

The video-on-demand streaming market is intensely competitive and subject to rapid changes, 

so even though Netflix is an industry veteran with a sizable market share, the company must 

constantly improve its product in the face of high competition. This industry's competition is so 

intense that it originated the term "Streaming Wars."  

Thus, although there are constraints that create a barrier to entry in the sector, this trend 

has been reversing, as a result of technological dynamism, with the introduction of a more 

significant number of valuable companies appearing in the market, disputing the attention and 

interaction of viewers – consider Disney+, Apple TV+, among others. 

According to the company's most recent annual report, Netflix identifies its competition as 

all video entertainment providers, distributors of multichannel video programming, streaming 

entertainment providers (including those providing pirated content), and video games. The 

company goes further, stating that it identifies as a competitor with any source of entertainment 

that its users can choose to enjoy in their free time; so, given the ecosystem of the 

entertainment market in which it operates, the competition entails raising exclusively licensed 

content as well as original content projects. (Netflix, 2022) 

 

3.4.1. Streaming Wars 

 

Table 1: Streaming Services Comparison (last available data) 
Source: multiple sources 

In the Streaming War, the differentiating factor that should reflect the platforms' success is 

the amount of content made available, given that content produced in the past with high 

recognition from the public and entertainment critics are valued, as is original content - here, 

justifying Netflix's great success with an extensive catalogue of over 3,600 exclusive movies 

and series. Disney+ also benefits from this condition due to the high visibility and recognition 

of its contents within the broader public sphere. (Table 1).  

Regarding subscriptions, Netflix has a significant advantage closely attributable to its 

maturity in the SVoD market. Amazon Prime Video, in this respect, has very high public loyalty 

because its streaming service is an integral part of its "Amazon Prime" service focused on its 
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commercial retail business. Meanwhile, Disney+ also stands out, achieving constantly higher 

subscription rates; the cause substantiates itself through its recent platform's shallow viewer 

saturation level and the substantial investment fund dedicated to producing original content. 

The summary table also illustrates that most providers have incorporated ad-supported 

options into their initial plans. The operator boasting the lowest price is Peacock, driven by its 

decision to discontinue the provision of a free initial plan. This strategic shift, previously justified 

by subscriber loyalty, was revised to accommodate the surge in subscribers over the previous 

year (Figure 16).  

Contrary to previous projections, which foresaw Disney+ emerging as the SVoD platform 

with the highest number of subscriptions, more recent studies place Netflix as the leader until 

2028. However, Amazon Prime Video has a very competitive number of subscriptions 

compared to Netflix, which will dictate that the performance of each provider in the short term 

could mean a change in the leader by 2028. (Figure 16) 

 

Figure 16: Number of subscribers by platform (2020-2028) 
Source: Statista´s Website 

In 2018, Disney+ acquired 21st Century Fox, a transaction encompassing the 

incorporation of TV station Star India—an esteemed streaming platform within India—and 

subsequently introduced "Disney Plus Hotstar." This strategic manoeuvre has positioned 

Disney+ as a prominent contender, intensifying provider competition. Notably, this 

transformation in the business model has led to a substantial decline in the streamer's Average 

Revenue Per User (ARPU) due to the markedly reduced pricing structures prevailing in these 

regions.  

From this report, we realize national markets' extreme importance in the streaming video-

on-demand market, which can impact global results. For example, Netflix suffers in the Dutch 

market, competing directly with local streaming services (such as Ziggo), which attract many 

viewers by providing content in their language and adapting to their culture. Additionally, 

pirated content can be discouraging for the high investment in creating original content for all 

the producers. (Statista, 2022) 
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3.5. Environmental, Social & Governance (ESG) 

 

 

Figure 17: Netflix ESG Risk Rating & ESG scores major competitors (2022) 
Source: Morningstar Company – Sustainalytics 

Netflix exhibits a risk magnitude of 16.34, according to Sustainalytics' ESG Risk Rating. This 

system assists companies and investors in identifying problems related to ESG factors, 

consequently representing a material financial risk for organizations. This metric is an absolute 

measure of risk, enabling comparison between companies. The quantification assigned to 

Netflix emanates from the equilibrium achieved between its exposure — reflecting the 

company's limited vulnerability to ESG risks attributable to industry and business model 

specificities — and its management approach — indicating a moderate risk due to the 

measures employed by the company to mitigate identified risks, manifesting through initiatives, 

practices, or policies. 

Netflix is ranked 126th out of 288 companies in the media industry, below its direct competitor 

Disney, and ranked 103rd with an ESG risk rating of 15.7. (Morningstar Company, 2023) 

(Figure 17) 

(Appendix B) Some of the recent results and policies implemented by Netflix are listed in the 

aforementioned summary table.  

 

3.6. Michael E. Porter´s five forces model  

 
Figure 18: Michael E. Porter´s five forces 

Source: Author Analysis 

Kindly examine the analysis conducted in Appendix C.  

5 
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4. Company Analysis and Forecasting 

4.1. Stock Performance 

Netflix's common stock (NFLX) began trading on the NASDAQ Global Select Market in 2002 

for a $15 IPO. As of December 31, 2021, there were 2,788 registered shareholders, though 

there are many more beneficial owners of the company's ordinary shares. Netflix has never 

paid cash dividends on its share capital to its shareholders and has no plans to do so 

shortly. (Netflix, 2022) 

Following its poor performance up to October 2002, the situation reversed, and less than 

two years after entering the stock market, the first stock split occurred (February 12, 2004) in 

a two-for-one split when it was trading at $71.96. The company made the decision when it 

surpassed $1 billion in market capitalization, closing at $37.30 per share (ROI 397% since the 

IPO), and still only operated with a DVD-by-mail subscription service. 

Later, in 2015, as a result of exponential growth in subscriptions, with an emphasis on the 

international market, Netflix leveraged the shares to around $700 each, becoming one of the 

most expensive stocks traded in the S&P 500, deciding on July 15, perform a seven-to-one 

stock split, which closes at $98.13 per share (ROI 9.058% since the IPO). 

 

 

 

 

Figure 19: Comparation of 5-year cumulative total return (2017-2022) 
Source: Netflix 2022 Annual Report 

 

Derived from the contents of Netflix's annual report, the cumulative total shareholder return 

(for every $100 invested five years ago) as of December 31, 2022, is compared to the 

cumulative total return of the NASDAQ, S&P 500, and RDG Internet indices. Note that the 

measurement points correspond to the final trading day of each Company's fiscal year ending 

on December 31. 
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This analysis reveals that when juxtaposed with the leading indices, Netflix is undergoing 

a counter-cyclical growth phase concerning favourable return margins. Nonetheless, its 

performance aligns closely with the benchmark NASDAQ and the S&P 500 set while 

maintaining a distance from the RDG Internet Composite Index - which means that Netflix 

holds a significant position within these portfolios (Netflix, 2022) (Figure 19) 

Netflix is a company comprising the FAANG shares, a group of big tech companies in the 

US market - this group gained substantial prominence during the recent bullish market. The 

table delineates the return generated by these shares over the past decade, of which only 

Alphabet does not exceed a 1,000% growth rate. Notably, the furnished figures have already 

incorporated the 2022 setbacks experienced by Meta and Netflix, both of which encountered 

a 70% decline. Although FAANG companies "faced heightened scrutiny and profit-taking by 

investors seeking opportunities in other sectors," they remain remarkably profitable over the 

long term. (Groves, 2023) (Figure 20) 

 

Figure 20: FAANGs performance - 10-year total returns 
Source: Forbes Advisor (Morningstar Direct – 19 June 2023) 

 

 

Figure 21: Netflix’s PE Ratio (Set 2020 – Aug 2023) 
Source: Finance Charts 

The PE Index was 32.86% on December 31, 2022, a low value given the historical ratios 

of the provider. Nevertheless, higher than that recorded between Q2 and Q3 of the year, 

consistently below 25%. The latest data, referring to the Q2 of 2023, attributed Netflix a ratio 

of 47.39%, to which, among FAANG shares, only Amazon is superior. (Financial Charts, 2023) 

(Figure 21)  
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4.2. Profitability 

Netflix's profitability has emerged recently, with revenues increasing at a CAGR of 8.15% 

between 2020 and 2022. Nonetheless, the relative year-over-year (YoY) revenue growth rate 

for the same period decreased from 24.01% in 2020 to 6.46% in 2022. (Appendix D) 

Revenues have increased across all geographic segments, with UCAN continuing to be 

the region with the highest expression, with more than $14.1 million in revenue in 2022. 

However, it is also the region with the lowest growth rate for the period under consideration 

between 2020 and 2022 (6.76% CAGR), as opposed to APAC, which grew faster at 14.60% 

CAGR. (Figure 22) 

 

Figure 22: Netflix`s revenues & CAGR per geographic segments (2020-2022) 
Source: Netflix´s Financial Statements, Fourth Quarter Earnings 2022 

Netflix's ROCE exhibited a consistent upward trend between 2017 and 2021, implying that 

the company was becoming increasingly efficient at employing capital. Nevertheless, the 

indicator decreased to 24.53% in 2022, which is justified by the decline in the profitability of 

investments due to the drop in operational efficiency during the reference year. Additionally, 

this fluctuation reflects the challenges that Netflix faced, given the unfavourable economic 

environment, especially for the activity sector of large technology companies, with the end of 

the recent bullish market. 

Both the ROCE and ROE should rise over time; even so, given the aggregated historical 

data, it is possible to state that Netflix consistently demonstrates its adeptness in generating 

shareholder value by effectively reinvesting profits. In 2022, the average ROE for S&P 500 

companies was roughly 21.17%, which Netflix outperforms. 

The ROA in 2022 was 9.64%, which shows that Netflix's management is ensuring, at a 

reasonable level, the efficient usability of its resources. Of course, the comparability between 

other companies in the sector is not very easy to perform since most operate in a broader 

market than just streaming and production; even so, according to Finbox (2023), the company 

is in the 84.7 percentiles for their industry, which is a frankly positive outcome. 

The rate of return on invested capital (ROIC) aligns with the abovementioned indicators, 

registering 13.49% in 2022, justified by Netflix's decrease in profitability and, consequently, 

allocation of funds. (Appendix E) 
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4.3. Liquidity and Solvency 

At Netflix, the account receivables balance is null since receipts are processed instantly; hence 

the Quick Ratio and Cash Ratio are the same for the period considered in this report. 

Between 2017 and 2020, both ratios showed an upward trend, following the increase in 

cash and cash equivalents, reaching a value of 1.05 in 2020. This figure indicated that the 

company was in a favourable situation, with sufficient cash and cash equivalents to pay off all 

short-term debts. However, from fiscal year 2021, the indicator decelerated, reaching 0.76 in 

2022, which given Netflix's specificities, is adequate given the substantial investment in the 

creation and licensing of content (and not interpreted as an indicator of risk). Thus, despite the 

general decline in Netflix's financial performance, in 2022, current assets were sufficient to 

cover the integrity of the current liquidity ratio. 

Following the company's expansion strategy, Netflix has been resorting to debt, reaching 

$14.353 million in the last year, exclusively in senior notes issued at par and assuming semi-

annual payments at fixed rates. 

Regarding the debt/equity ratio, Netflix's ratios have consistently declined since 2019, 

culminating in a value of 81.49 in 2022, a drop that already exceeds twice the average values 

recorded in the period covered in the table above. The previous ratios did not translate into 

unstable financial health for the provider since the financial risk was covered through efficient 

debt management to leverage its equity returns and growth opportunities. Still, the current ratio 

suggests that the company has more equity than debt, inevitably translating into less risk 

exposure for the company. 

The debt to total assets ratio provides insight into how financially stable a company is; the 

Netflix ratio for 2022 (34.84) falls within the reference range the market considers comfortable. 

In this context, Netflix takes advantage of the benefits of debt acquisition tax while not being 

burdened, indicating that the firm is financially stable with no related risk of default. (Appendix 

F) 

 

4.4. Revenue 

Netflix's revenue derives from two distinct sources: domestic DVD (US) and streaming 

revenue. For the first source of income, with the progressive decline in subscriptions, we 

assumed this premise for the period under analysis, given its immateriality. 

Nevertheless, the secondary source of revenue is responsible for Netflix's performance as 

a leader in the SVoD sector. Furthermore, as of 2017, the company began disclosing financial 

data partitioned down into four distinct geographic segments; thus, given the importance of the 

company's internationalization strategy, our (descriptive) analysis will be oriented towards this 

segmentation, adjusting the different indicators to the behavioural nuances inherent of each 

geographical sphere.  
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In this sense, the selected model1 is aimed explicitly at the SVoD industry (through a 

bottom-up approach), which has as a critical element the consideration of the three key 

revenue drivers of this operational framework, namely: 

1. Existing subscribers and the renewal rate; 

2. New subscribers and their renewal rate; 

3. Monthly fees and price fluctuation. 

For every enterprise encompassed in this business model, regardless of size and growth 

rate (as long as it is at an average level), the primary source of revenue is closely related to 

the first key driver. Netflix, in this regard, is no exception. The rationale behind this conclusion 

aligns with the premise that a portion of existing user at the start of period n will renew their 

subscription throughout year n (regardless of the fluctuations between available plans they 

decide to do). This behaviour tendency then allows us to estimate, with significant precision, 

the number of subscribers who persistently uphold their monthly subscriptions during the entire 

period n. 

However, over its existence, Netflix has not disclosed its churn rate (a metric of the 

company's customer turnover metric). Moreover, since this indicator is crucial for the accuracy 

of our forecast, we took into account sources that seemed credible to assume an indicative 

value, namely: an article by a former Netflix CPO who stated that by 2020, the monthly churn 

of customers was close to at 2%; and a report by Antenna, which displayed that in Q3 the rate 

was 3.5%, after an increase of +0.1p points compared to Q2, and +1.5p compared to the 

preceding year (Antenna, 2022) (Figure 23). Thus, considering that the values do not undergo 

significant changes, even because the trends in the SVoD market pointed to stabilization and 

some prudence requirements, we considered a churn rate of 3.75% as an indicative 

benchmark. 

 

Figure 23: Premium SVoD Weighted Average Active Monthly Churn Rate (FY20 – FY22 YTM) 
Source: Antenna 

 
1See step by step video guideline: https://www.youtube.com/watch?v=_MtzsX3F_qE (Mergers & Inquisitions, 2016) 

https://www.youtube.com/watch?v=_MtzsX3F_qE
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Based on the assumptions stated above and considering that the churn rate fluctuates 

between the different regional segments, we guarantee that the weighted average of churn 

rates, factoring in the number of existing subscribers in 2022, was 3.75%. Although, we 

projected a lower rate of 3% in the company's principal market (UCAN), as consumers perceive 

Netflix as a supplementary offering rather than a substitute. Followed by EMEA, with 3.75% 

(which, given historical information and significant European contribution), is the next region 

with the lowest turnover rate. Finally, given the standard of living and severe competition, the 

LATAM and APAC regions assumed rates of 4.2% and 4.7%, respectively, although more 

prominent in the latter (with the significant introduction of local OTT companies). 

Next, we presume that renewal rates would decrease repeatedly due to the expected grow 

in the subscriber group in each segment. Here, and in line with the aforementioned geographic 

rationale, we forecast an annual decline of 0.5%, 1%, 1.5%, and 2% until FY28. 

The second key driver is the principal driver of revenue growth in subscription-based 

business models. Empirical observations drawn from historical datasets of several companies 

in the sector reveal that new subscribers cancel their subscriptions more quickly than existing 

ones during the initial year. As a result, we initiated the analysis by employing the previously 

stipulated churn rates for existing subscribers and raising them by 2%. Furthermore, to be 

deemed an existing subscriber, a new subscriber must remain loyal for at least one year; 

consequently, new users would have the same renewal rate as existing users after the first 

year. 

Additionally, within the scope of net growth rates at the level of the company's subscribers, 

the projection was established based on the number of subscribers in the prior year (n-1). 

Here, and in order to make our projection as accurate as possible, three different factors were 

accounted for, namely: 

a) the rates of subscriber additions were derived based on figures released by forecasts 

from relevant sources within the market. Notably, Statista's estimate that by 2028 the number 

of subscribers will reach 277 million; the latest study conducted by Digital TV Research 

corroborated the projected number of subscribers, increasing the degree of reliability of this 

assumption;  

b) within the scope of the number of subscriptions to be achieved by 2028, and based on 

the study above, using a constant annual growth rate, the provider's subscribers expect a 

growth rate of 3.09%. However, considering the preceding financial year marked a paradigm 

shift characterized by fluctuations in Netflix's growth trajectory, including subscriptions and 

share unit value, it was decided to apply a recovery rate of 50 % higher for the year 2023, 

translating into a growth rate of 4.64% – on account of information released by Netflix, a 

decision supported by information published by Netflix in its second-quarter earnings report 
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and addressed to shareholders. Consequently, this assumption means a rate correction for 

the remaining period of our projection (FY24 E – FY28 E) from 3.09% to 2.79% (Table 2); 

c) despite the estimated addition rates, being oriented toward the number of subscribers 

to be attainable (shown in the table above), also were defined percentage ranges for each of 

the operational segments in which Netflix operates to ensure that they respected the 

company's strategy in capturing subscribers. For instance, lower rates were applied at UCAN 

by at least 50% of the APAC, given the former region's higher level of market consolidation 

when compared to the latter, which, as we mentioned, is seen by the market as the growth 

hotspot, and where Netflix has already confirmed its proactive efforts in defining strategies to 

achieve a progressively higher market share.  

 

Table 2: Netflix’s paid membership forecast (base scenario: FY22 – FY28 E) 
Source: Own estimates 

Regarding the third key driver, our approach started from the data disclosed on Netflix's 

10-K form regarding the average monthly subscription fee, also known as ARPU. However, 

since it is impossible to predict exchange rate fluctuations consistently, we relied on the IMF's 

inflation projection for the time frame under consideration. Thus, although Netflix's high pricing 

power is known, it fluctuates significantly depending on the region. In this sense, except for the 

UCAN region, where we maintain the forecasted inflation rates for forecast integrity, the other 

segments were only considered a portion of inflation for FY23, considering the circumstances 

in which Netflix currently operates in the short term, with the stabilization (retention) of the 

number of subscribers being critical, where the introduction of a new plan featuring advertising 

further amplifies this significance. 

Within the EMEA segment, with only Europe being more susceptible to accepting price 

changes and considering Netflix's historical performance in these markets, we only considered 

one-third fluctuation in inflation. Again, given the circumstances and internal cost-oriented 

strategy, a conservative 25% level of inflation for both the EMEA and APAC segments was 

considered. Moving forward into the subsequent years (FY24 – FY28), there are no 

assumptions about the inflation rates disclosed by the IMF. (Appendix G) 

After comprehensively considering the assumptions above, we established the average 

annual fluctuations in subscribers and the average monthly fees per subscriber (ARPU). 

Moreover, through the product between them, we derived the profitability of streaming 

revenues by segment. (Figure 24) (Appendix H – Base Scenario) 
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Figure 24: Netflix´s projected streaming revenue in thousands of dollars (FY22 – FY28 E) 
Source: Own estimates 

Finally, given the immateriality of Netflix's income sources for the domestic DVD segment, 

we forecast that revenue would continue to align with historical trends, as evidenced by a 

CAGR of -20.21% for 2017-2022 (Figure 25).  

 

Figure 25: Netflix´s projected domestic DVD revenue in thousands of dollars (FY21 – FY28 E) 
Source: Own estimates 

 

4.4.1. Scenario Analysis 

The selected model suggests the feasibility of analysing scenarios in the forecast of the 

provider's revenues. This approach allows us to obtain a comprehensive perspective of the 

potential outcomes by considering fluctuations likely to occur in the long-term alignment face 

to the initially defined assumptions. In this sense, four scenarios were considered in addition 

to the base one, explained in detail above, with expected changes in the first two key drivers, 

as shown below. (Figure 26)  

 

Figure 26: Alternative scenarios employed in the Netflix´s revenue forecast 
Source: Own estimates 
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Adopting a dynamic model makes it possible to evaluate the volatility of streamer's revenue 

based on the main drivers of the business model and its impact on the implicit stock price, to 

be explored in the last chapter of this dissertation.  

Recently, Netflix has seen its annual growth rates in terms of revenue increase 

exponentially, perpetuating the bull market moment in which technology enterprises lived. 

Nevertheless, during the pandemic resolution phase, the provider and many other companies 

in the same sector witnessed an extreme slowdown, indicative of market saturation reaching 

unprecedented levels. This phenomenon already impacted the 2022 fiscal year, with a growth 

rate of slightly 6.62%. 

 

 

 

Next, about the base scenario, an average annual growth rate of streaming revenues of 

7.63% is expected, anticipating that 2028 profit would exceed 48.9 billion dollars. On the other 

hand, the upside scenario would grow at a rate of 8.58%, and the extreme upside at 9.53%. In 

contrast, the downside scenario would already present a rate of 6.67%, compared to the 

extreme downside of 5.72%. This analysis underscores Netflix's trajectory toward a mature 

growth stage, characterized by a steady market presence, as evidenced by the subtle 

percentage variations across scenarios. (Figure 27) 

Concerning the number of subscribers, the base scenario presents the indicative value of 

Statista's forecast of 277 million, and, given the scenarios set up, the expected number of 

viewers will fluctuate within a range between 246 million and 311 million. (Figure 28) (Appendix 

H – Upside Scenario, Extreme Upside, Downside Scenario and Extreme Downside) 

 

4.5. Investment in Content – Strategy and Forecast 

Netflix has been restructuring its content strategy available to its subscribers, so the firm 

increased its proportion of created content (in net terms under content assets) from 19.75% in 

FY17 to 61.11% in FY22. (Appendix I) 

Netflix has been deliberating internally about the slowdown in revenue growth, which it 

believes is predominantly a result of connected TV adoption, account sharing, competitive 

Figure 27: Case scenarios of streaming revenue 
(FY22 – FY28)  
Source: Own estimates 

 

Figure 28: Case scenarios of streaming 
subscribers (FY22 – FY28)  
Source: Own estimates 
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pressures, and macroeconomic influences such as sluggish economic growth, largely thanks 

to the impacts of the Ukrainian conflict (Netflix, 2023). Despite these challenges, in the latest 

communications to shareholders, the company stated that the revenue decline would not affect 

its content production; this assertion substantiates by Netflix's recent announcement of its 

acquisition of a prominent animation studio, a strategic move aimed at fortifying its commitment 

to developing top-tier animation content. 

Additionally, Netflix emphasized the growing significance of producing content in 

languages other than English to create an impact in many of the geographic points where it 

operates and spread stories of local impact to its entire subscription community. As well as 

acquiring three game studios, in line with its new long-term commitment to this specific market. 

Indeed, the corporation's strategic intent is evident in its commitment to amplifying 

investments in content development while concurrently concentrating on competitive 

dynamics. The previously mentioned acquisition is a clear example of this, as its competitor 

Disney+ has a consolidated position within the market on animation production. 

Thus, Netflix will continue to spend a significant amount of money since its production 

temporarily triggers the related expenditures, with a direct return only after its release on the 

platforms. In this regard, the corporation disregards the short-term deterioration of FCF 

performance, the influence on short-and long-term ROIC, and the strength of growth.  

Beginning with the assumption that the expansion of Netflix's membership base is closely 

related to the delivery of high-quality content tailored to the various geographic realities in 

which it operates. Subsequently, our predictions anticipate that content expenditures will 

behave similarly to the expected proportion of revenues for the period under consideration 

(FY22-FY28), indicating the company's size and leverage potential. (Figure 29) (Appendix J – 

[C] Content Assets, Net)  

 

Figure 29: Netflix´s Investment in content – thousands of dollars (FY22 – FY28) 
Source: Own estimates 
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4.6. Cost of Revenues 

 
According to the information disclosed on Netflix's 10-K form for FY22, it is clear that the 

revenue costs come from two different sources, namely: 

a) amortization of content assets – content acquisition, licensing, and production 

expenses; 

b) streaming delivery costs and other operations costs. 

The first source represents most of Netflix's yearly cost of revenues, accounting for 

~73.17% of the historical data considered in our estimates for the valuation period, on average. 

Amortization is accelerated based on "the shorter of each title's contractual window of 

availability or estimated period of use or ten years, beginning with the month of first availability." 

This accelerated nature is due to the corporation expecting a higher flow of viewing at the 

launch of the content, referring that "on average, over 90% of a licensed or produced content 

asset is expected to be amortized within four years after its month of first availability." (Netflix, 

2022a, p. 44) 

The remainder is related to the second source; The company's global content delivery 

network, "Open Connect," predominantly absorbs the cost of streaming delivery, enabling the 

transmission of a high volume of content to its subscribers spread across different regions. 

The acquisition costs are related to the same software, encompassing payroll, personnel 

expenses, third-party costs, customer service, payment processing fees, and all costs incurred 

directly in streaming the content to its subscribers. (Netflix, 2022a, p. 44) 

Returning to the first cost source, the content accounting used by Netflix (2022a, p. 44) in 

the amortization approach has a subjective character. Considering the streamer’s latest 

financial data, it is impossible to guarantee with a comfortable level of confidence that, on 

average, 90% of the streaming content amortizes within four years after its release, warning 

that "our estimates related to these factors require considerable management judgment," 

implying potential adjustments to the abovementioned amortization levels.  

Effectively, between FY17 and FY22, cash expenses with content have been successively 

higher than the disclosed amortization costs (Appendix K). Therefore, investors should 

consider and integrate this data into their valuation, particularly in the current period that Netflix 

crosses. 

In this concern, and since we had already forecast the investment in content for the entire 

duration of our valuation, we decided to correlate this information to the amortization expenses, 

guided by the following rationale: 

i) we determine the amortization of content assets based on investments in content over 

the last four years (inclusive) using historical data from the period between FY17 and FY22, 

subsequently translating into the calculation of the weighted average between FY20 and FY22 

– estimating a rate of ~22.27%; 
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ii) we applied the rate of ~22.27% on the investment in content from FY23 to FY28, thus 

obtaining the projection for the amortization costs. In this way, we disregarded the above 

accounting policy to avoid overlooking the prudence requirement associated with our valuation; 

iii) we also consider that Netflix amortizes licensed content considerably faster than 

produced one. Thus, based on the company's objective of achieving an increasingly significant 

share of content produced, we adjust the amortization rates for each type of content to this 

trend.  

 
Figure 30: Netflix´s expected cost of revenue – thousands of dollars (FY22 – FY28) 

Source: Own estimates 

Later, we calculated cost source b), named by Netflix as "Other costs," as a weighted 

average of these by total revenue costs – ~28.51% (FY20 – FY22). We guarantee that the 

revenue costs equal the sum of amortizations (cost source a)) with these "Other costs" (cost 

source b)) maintaining the same percentage allocation throughout the projections. (Figure 35) 

(Appendix J – [B] Cost of Revenues)  

 

4.7. Marketing, Technology and Development, and G&A Forecast 

In addition to the revenue costs presented above, we must also consider other expenses 

related to the company's core business, namely: 

a) Marketing – advertising expenses (promotional activities: digital and television), payroll, 

and related expenses for personnel that support marketing activities; 

b) Technology and development – payroll and related expenses for technology personnel 

responsible for making improvements to Netflix services, general use computer hardware and 

software;  

c) General and administrative – payroll and related expenses for corporate personnel, 

professional fees, and other general corporate expenses. (Netflix, 2022) 

Regarding marketing costs (a), the company's strategy focuses entirely on the streaming 

industry. On the other hand, Netflix is known for its highly effective communication campaigns, 

oriented towards its long-term vision, prioritizing investment in campaigns for its self-produced 

titles, and growth with local communities in line with its international expansion strategy. 
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The company's historical data shows that the percentage spent on marketing, 

proportionally compared to revenues, has decreased, representing approximately 8% in FY22. 

Thus, commencing with the -5.03% negative CAGR observed during the period between FY20 

and FY22, we applied it to the period of our projection since we believe that in the coming 

years, despite the fierce competition, the increase of its produced contents unknown to the 

public, and betting on a new segment (video games), Netflix should see its marketing costs 

decrease at a slower pace cause is at a stage of maturity in the market, with its brand image 

established and moving towards greater operational efficiency. 

Concerning technology and development costs (b), the proportion of expenses in relation 

to income has not undergone any materially relevant fluctuation, so we will consider a static 

ratio of 7.86%, referring to the weighted average of the historical information considered in our 

projections.  

Finally, concerning general and administrative costs, historical data tells us that Netflix has 

been growing its costs in proportion to its revenues at a meagre pace, as the CAGR between 

FY19 and FY22 was just 3.28%. Here, once again, the latest internal communications released 

by Netflix reveal its strategy to deal with the "password crackdown" effect and the adoption of 

other functionalities related to artificial intelligence. In this sense, the company will have to 

spend a greater cash flow than historically to efficiently monetize password-sharing accounts 

and review processes adopted to make them more independent of human understanding. 

Therefore, for the projected period, Netflix should continue to see its general and administrative 

costs increase, although at a slower rate, also considering the initial stage of maturity in which 

it finds itself. (Appendix L) (Appendix J – [C] Operating Expenses) 

 

4.8. Non-operating Items  

Concerning interest expense, Netflix (2022a, p. 23) assumes that it "consists primarily of the 

interest associated with our outstanding debt obligations, including the amortization of debt 

issuance costs." In this sense, we considered all the company's reporting on its debt, entirely 

in the form of senior notes, almost unchanged between FY22 and FY21. Additionally, we 

project an annual financial expense based on each senior note's average opening and closing 

balances, increasing in specific years due to the expected maturity until FY28. 

On the other hand, "interest and other income (expense)" predominantly consolidate 

"foreign exchange gains and losses on foreign currency denominated balances and interest 

earned on cash and cash equivalents." Here, the item's weight in FY22, as a percentage of 

revenues, was considered by applying to the projected revenues for the entire period. This 

decision was because the exchange rate estimate was inaccurate, in addition to the fact that 

the weight of senior notes in euros represents about 30% of the debt. (Appendix J – [D] Interest 

and Other Income (Expense)) 
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4.9. Income Taxes 

The information released on Netflix's 10-K form for FY22 reinforces that the company's 

operating deferred income taxes are mainly due to Federal and CA R&D tax credits. In this 

context, "The R&D tax credit equals: 15% of the excess of California qualified research 

expenses for the taxable year over the base period research expenses". (AndreTaxCo, 2022)  

The R&D tax credit is a tax incentive that allows US businesses to expand their research 

and development spending by reducing or refunding the tax (Berry-Johnson, 2022). For R&D 

projection purposes, California allows the use of two different methods, the regular and the 

simplified, at a credit rate of 15%. However, the second often generates lower credit 

amounts. (Howes, 2021) 

As a result, because no conditions prevent adopting the Alternative Simplified Credit (ASC) 

approach, this will be chosen for our valuation forecasts. In this sense, the following steps were 

considered: 

a) calculation of Netflix's 3-year average qualified search expenses (QREs); 

b) our base amount will be the previous 3-year average considered at a rate of 50%; 

c) where later, must deduct this amount b) from the QREs calculated for the company's 

current year to obtain the credit assessment by applying a rate of 15%. (Berry Johnson, 2022) 

The statutory rate in the US was 21% from the fiscal year 2017. However, due to legal 

adjustments, Netflix has only paid the effective rate. As a result, we do not assume any 

modification directly altering the effective rate in any of our estimates.  

Thus, following the calculation of non-operating items, we obtained pre-tax income.  

First, the US federal statutory tax rate expected through FY28 of 21% was applied to get 

the "Expected tax expense." Subsequently, to calculate the "current income tax," the "Excess 

tax benefits on stock-based compensation" was added, projected based on a 2-year moving 

average, considering the variable nature of the remuneration of equity ownership rights in the 

company. 

Ultimately, when comparing our methodology to that of Netflix, it is evident that we analyse 

fewer tax effects than the company. Nonetheless, we are secure in our approach because the 

recalculation of the effective rate for the historical period under consideration was highly 

accurate. (Appendix J – [E] Benefit from (Provision for) Income Taxes)  

 

 

 

 

 

 



 
  

41 
 

5. Peer Group 

In the context of conducting a relative valuation of Netflix, as part of the final section of this 

dissertation, we have identified a cohort of peers. In this sense, we identified a set of 

companies that, essentially due to their business model, are likely to be considered for a 

comparative analysis of future performance. Nonetheless, most of these companies 

predominantly derive their core revenue streams from sources other than the SVoD market. 

 
Table 3: Comparable companies’ analysis 

Source: Thomson Reuters 

Therefore, we began by defining an immediate exclusion criterion based on the market 

capitalization of companies, which should always exceed at least 50% of Netflix ($97.465 

billion), to filter businesses likely to present identical risks and growth opportunities. Although 

the companies in the first three positions have significantly higher market shares than Netflix, 

excluding them is not warranted, as they invest heavily to increase streaming revenues, 

representing significant growth potential (Netflix, 2023). 

Among the fifteen initially considered companies, only the first seven met the criteria above 

– starting from this more restricted group, we computed the average values, first quartile, and 

third quartile in order to apply an additional criterion, where companies should satisfy at least 

three of the requirements listed below: 

a) the net margin generated in 2022 must be at least equal to the first quartile; 

b) the ROE must match or exceed the first quartile; 

c) the Debt/Equity ratio must be equal to or higher than the company median; 

d) the Beta must match or exceed the first quartile; 

e) the companies' revenue growth rate must correspond to at least 50% of Netflix. 

From this analysis, we excluded only the American telecommunications multinational 

AT&T. This decision stemmed from its negative net margin – which could indicate a growth 

phase inverse to Netflix, a negative ROE – which reflects an inability to generate positive 

returns on shareholder investments and a notably low beta – which suggests a low and 

considerably less volatile level of risk than Netflix. (Thomson Reuters, 2023) (Table 3) 
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6. Valuation  

After presenting the external and internal perspectives of the company, along with the 

formulation of a set of assumptions, which made it possible to predict the expected evolution 

of Netflix's performance, culminating in obtaining the Income Statement (Appendix J), Balance 

Sheet (Appendix M) and Cash Flow Statement (Appendix N) in a format similar to those 

disclosed in Netflix's 10-K form. 

This chapter will present the intrinsic and relative estimate of the streamer, as well as a 

sensitivity analysis, to acknowledge the possible repercussions of changes in WACC 

depending on beta and the perpetual growth rate considered. 

 

6.1. Intrinsic Valuation Model – Discounted Cash Flow 

6.1.1. Cost of Equity, 𝒌𝒆 

To ascertain the cost of equity, we used the Capital Asset Pricing Model as a basis, applying 

the rationale previously listed in the literary review.  

In this context, we began by estimating a proxy for the risk-free rate, where the 10-year 

US Treasury yield rate was applied, as it presents a high level of liquidity and absence of 

default risk.  

We obtained the financial information from the US Department of the Treasury and applied 

a baseline value of 0.96% as of 31 December 2022.  

Next, the equity risk premium was defined, which consists of the compensation that 

investors expect to obtain for assuming the risk of investing in the stock market, which is 

typically volatile, instead of investing their capital in risk-free assets, such as those considered 

at the risk-free rate presented above. Hence, we incorporated an equity risk premium of 5.94% 

based on data available from the NYU Stern website. 

Regarding the Market Risk Premium, the non-adjustment of the indicator through a Global 

Country Risk Premium was since this required detailed and updated data on the specific risks 

of the countries in which Netflix operates; however, the streamer only discloses this information 

in aggregate form between 4 geographic segments, without disclosing the actual proportion of 

each country in relation to its region. By consulting the NYU Stern website, it became evident 

that the dispersion of the indicator is very significant, mitigating the need to apply a 

straightforward arithmetic average to around 55% of revenues coming from segments other 

than UCAN, where Moody's rating is Prime. In addition, we also validated that for countries 

where, according to internal data, the size of Netflix is more significant, the credit rating is 

"Investment Grade," which supports our prudent decision to avoid data distortion. 

Finally, the levered beta was selected; we started by validating, through the website 

mentioned above, the latest beta data by sector in the United States, specifically in the 

entertainment sector, comprising a cohort of 110 companies, yielding a beta of 1.45, for the 

reference period of our dissertation. In this assessment, we opted to validate Netflix beta by 
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applying two distinct methodologies, selecting the one that most accurately captured the 

characteristics of both Netflix and its respective market. 

From this perspective, we applied the Blume Adjusted Beta and the Pure Play Method. 

The first mechanism involved a linear regression, encompassing a five-year historical 

dataset ending on December 31, 2022, which correlated the returns of the NASDAQ 

Composite Index and Netflix share prices, yielding a beta value of 1.22.  

Under Damodaran's (2002) second approach, which relies on the leveraged beta of 

comparable companies, in this case, the pre-selected peers for the relative valuation of the 

company, consulted through the Thomson Reuters and employing equation (27) in a first 

phase and its inverse, resulted in an estimated beta of 1.37. 

β
unlevered

 = 
β

levered 

1 +
D
E

× (1- Tax rate)

                                           (27) 

We chose to weight 75% of the Beta of the first methodology compared to 25% of the 

second - "β~1.26", as we consider that the combination of models would represent an optimal 

point, preventing the estimate from being excessively conservative concerning Netflix's risk, 

especially since it would be unlikely that the streamer was significantly less volatile than the 

market in which it operates.  

Nevertheless, the deliberate reduction in the percentage allocation, in contrast to the first 

methodology, was a strategic move aligning Netflix's business model more closely with 

competitors in the market. This adjustment aimed to mitigate potential excessive influence from 

other business segments inherent in the betas of comparable companies that extend beyond 

the domain of video streaming. (Appendix O) 

So, having acquired all necessary inputs for the CAPM application, the calculation derived 

in a cost of equity at 8.44%. (Table 4) 

 

Table 4: Cost of Equity 
Source: NYU Stern, U.S. Department of the Treasury, Thomson Reuters, Yahoo Finance, Own Estimates 

 

6.1.2. After-tax Cost of Debt, 𝑘𝑑(1−𝑡𝑐) 

Regarding the information disclosed in Netflix's 10-K form regarding debt, it is noticeable that 

the streamer only presents aggregated outstanding notes in circulation in its portfolio, which in 

2022 amounted to $14.353 million, already net of issuance costs.  

Netflix issued each note at par, with different maturities and remuneration rates, 

categorizing them as unsecured liabilities. 

Furthermore, interest is paid semi-annually at fixed rates denominated in the notes. In this 

way, Netflix not only releases a summary of the outstanding debt it holds but also what it 
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classifies as "Level 2 Fair Value", which is essentially the fair values based on market prices 

for similar assets for the reference period of our projections.  

Therefore, considering the detail mentioned above, we could determine the pre-tax cost 

using a yield-to-maturity methodology by assuming that the pre-tax cost of debt represents the 

weighted average of the YTM.  

Netflix's disclosures also state that all notes had clauses providing total or partial 

repayment before maturity. However, we assumed that this would not happen in the fullness 

of our analysis, as it is not a recurring practice, nor does any disclosure exist that reflects this 

intention on the part of the streamer.  

Ultimately, we computed the weighted average of the profitability rates to maturity, 

resulting in a rate of 5.17% (where the market value of the debt equals $14.083 million).  

To compute the post-tax cost of debt, it was necessary to consider a marginal tax of 21% 

(under the assumptions listed in the Income Taxes section in the previous chapter), leading to 

an effective rate of 4.09%. (Appendix P) 

 

6.1.3. Equity Market Value 

After estimating the market value of the debt, we proceeded to calculate the market value of 

the equity. To achieve this, we opted for a methodology identical to the one suggested in the 

Thomson Reuters. Instead of considering the number of outstanding shares in circulation, we 

considered the weighted average of diluted shares. We decided to provide a more 

comprehensive representation of the firm's capital structure in the dissertation, as these shares 

encompass all of the streamer's obligations. 

 
Table 5: Netflix’s Enterprise Value 

Source: Netflix Annual Report, Thomson Reuters, Own Estimates 

 

As the table above suggests, we obtained a company value of $147.159 million on 

December 31, 2022. (Table 5) 

 

6.1.4. Weighted Average Cost of Capital, 𝑾𝑨𝑪𝑪 

Following conducting all the estimations mentioned above in the pursuit of determining the 

WACC, we identified a benchmark figure of 8.03% (refer to Table 6). 

 

Table 6: Netflix’s WACC 
Source: Own Estimates 
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6.1.5. Present Value of the Free Cash Flow to the Firm, 𝑷𝑽 𝑭𝑪𝑭𝑭 

 

Table 7: Forecasted Netflix’s Operating Cash Flow, FCFF and PV of FCFF 
Source: Own Estimates 

(Appendix R) The appendix shows the underlying rationale for calculating the company's 

FCFF. Furthermore, our projections foresee that the operating cash flow will grow at a CAGR 

rate of 7.71% for the entire period. However, the FCFF is markedly lower, implying that the 

growth rate is only 2.32% for the same time window.  

This modest growth rate can be attributed primarily to the deduction of capital 

expenditures, particularly investments in content - where our projections suggest that these 

investments are expected to grow more substantially and constitute a more significant portion 

of expenses than licensed content. This strategic emphasis on growth and international 

expansion, as adopted by Netflix, takes precedence overachieving a more substantial FCFF. 

Following that, and based on the WACC mentioned above, it was then possible to 

determine the associated discount factor, which, subsequently adjusted to the FCFF, gave us 

the PV of FCFF. (Table 7) 

 

6.1.6. Terminal Growth Rate 

In order to valuate Netflix, and from the perspective of the chosen methodology, it becomes 

crucial to hold the implicit assumption that the streamer will continue to generate cash flows 

ad infinity. Therefore, it is necessary to determine the company's terminal value derived from 

a constant growth rate. 

In this sense, we sought to understand the approaches that would best suit the reality of 

Netflix, having chosen to apply two different methodologies in order to ensure that the 

determined rate did not present a pace that was too equidistant from the growth rate observed 

in the economy (Damodaran, 2002). 

Therefore, we begin by determining, through equation (28), a terminal growth rate that 

combines the forecasted inflation rate (Appendix A) with the GDP growth rate (Appendix Q), 

which would ensure that we consider the macroeconomic scope in our projection. 

TGR = (1+Expected Inflation Rate) × (1+Expected GDP Growth rate) -1          (28) 

In this regard, after adjusting the two variables to Netflix's revenue by business segment, 

we established a rate of 5.23%. 
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Additionally, and as mentioned above, it was determined through the Gordon Growth 

Model based solely on future free cash flows (instead of dividends, often associated with the 

model since Netflix never distributed dividends), a second growth rate constant and perpetual. 

TGR = Reinvestment Rate × ROE                                           (29) 

where,   

- Reinvestment Rate= 
CAPEX+∆Net Working Capital

NOPAT
 

Resulting, then, in a terminal growth rate of 1.33%. 

Consequently, considering each growth rate mentioned above, we isolated the Terminal 

Value for computation. Subsequently, we accounted 75% of the first approach and 25% of the 

second one, yielding an implicit terminal growth rate of approximately 4.74%. (Appendix R) 

 

6.1.7. Terminal Cash Flow and respective Present Value 

 

Terminal Value = 
NOPLAT +(1-Reinvestment Rate) × (1+TGR)

(WACC - TGR)
                             (30) 

(Appendix H) As previously stated, equation (30) was employed to ascertain the Terminal 

Value, resulting in a total of $229,593,135 thousand.  

PV of Terminal Value = 
Terminal Value

(1+WACC)
t

                                 (31) 

Which subsequently adjusted, under the discount factor, translates into a PV of the terminal 

cash flow of $144,470,294 thousand – in accordance with equation (31). 

 

6.1.8. Fair Value 

 

Table 8: Forecasted Netflix’s Implied Share Price – 31/12/2022 
Source: Own Estimates 

We derived the enterprise value from the PV of the terminal value. Subsequently, we 

incorporated the amount of cash and cash equivalents as an offset to the amount of debt. This 

process allowed the determination of an implicit equity value amounting to $144,399,492 

thousand, which was subsequently decomposed based on the number of diluted shares in 

circulation, ultimately resulting in an implicit intrinsic share price of $319.97. (Table 8) 
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By direct comparison with the market value of $294.88, this estimate showed a notable 

level of precision. According to the model's foundational assumptions, the calculated upside 

rate of 8.51% implies that the company's valuation is lower than its intrinsic value 

(undervalued) - even when applying our threshold, which recommends a “Hold” with a 

tendency to “Buy” position. (Appendix S)  

 

 

 
 
Our forecasts are designed based on a dynamic subscription revenue model. Within this 

framework, we meticulously devised five distinct scenarios. It was then possible for us to 

automatically update all the financial data presented throughout the dissertation. 

Consequently, our examination of the DCF model revealed a noteworthy range of price 

fluctuations, spanning $135.62, as it oscillated between extreme downside and extreme upside 

scenarios. (Figure 31) 

Finally, we estimated the target price-weighted between the five mentioned scenarios, 

assuming that the base scenario had a 50% probability of occurrence, compared to 37.5% of 

the intermediate and extreme scenarios with only 12.5%, which proved to be slightly different 

from the base scenario – $320.83, since the positive and negative sides offset each other. 

(Table 9)  

 

6.1.9. Sensitivity Analysis 

After determining the fair value for the base scenario in our DCF model projections, we 

selected to perform a sensitivity analysis on the most representative components within our 

projection; this practice makes it possible to give greater robustness to the work carried out, 

providing readers with the possibility to interpret inherent risks, and giving them information to 

make a more informed decision.  

In this regard, we identified the components with the most substantial impact on fair value 

projection - we decided to opt for WACC through the fluctuation of the leveraged beta ("β") and 

the perpetual growth rate (g).  

This decision is underpinned by the predominance of the cost of equity within Netflix's 

WACC, especially in comparison to the Debt/Equity (D/E) ratio, where, when estimated 

through the CAPM, it proved to be the only element accounted with a component of the past 

Table 9: Forecasted Netflix’s weighted Target Price 
– 31/12/2022 
Source: Own Estimates 

 

Figure 31: Forecasted Netflix’s Share Price 
Diagram –31/12/2022 
Source: Thomson Reuters, Own Estimates 
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company's performance. Furthermore, according to data from the Thomson Reuters, the 

historical fluctuation of 'β' over the company's existence has been highly significant. 

We also scrutinized the perpetual growth rate due to its substantial influence on the 

company's valuation. This analysis stems from the assessment's fundamental premise, which 

anticipates Netflix's transition into a phase characterized by moderate growth in the future, 

diverging from its historical performance. This shift aligns with industry expectations for mature 

sectors such as streaming, where a gradual deceleration is a recurring pattern over time (also 

supported by subscriber forecasts based on this dissertation). 

Given the above rationale, and as expected, the implicit share price proved extremely 

volatile, varying from a maximum of $551.60 to a minimum of $224.93. Based on the output 

obtained, we drew through a straight line the area of incidence under which share prices were 

within the limits obtained between the downside and upside scenario (37.5% of occurrence) 

and with a dashed line the extreme downside and upside scenario (12.5% of occurrence), as 

previously defined. In this way, we limited the number of prices susceptible to our analysis, as 

we do not consider them all reasonable. The price for the base model translates into a "Hold" 

investment recommendation, although with tendency to "Buy". 

 

  Base Scenario (50% occurance) 

  Downside and Upside Scenario (37.5% of occurrence) 

   Extreme Downside and Extreme Upside Scenario (12.5% of occurrence) 

Table 10: Netflix’s Sensitivity Analysis of WACC as function of Beta and Perpetual Growth Rate 
Source: Own Estimates 

In summary, calculating a weighted average based on the probabilities of occurrence 

previously defined, we perceive that 19.8% of prices reflect a positive view of the asset, 

suggesting a high level of confidence and growth potential that justifies its acquisition; 70.5% 

indicate a neutral stance and straight performance without great expectations of growth above 

the market and 9.7% demonstrate that the investor should show caution regarding the asset 

under analysis. However, from the last set mentioned, it is essential to mention that 8.4% are 

associated with the "Reduce" recommendation, compared to only 1.3% of "Sell," which 

translates into the vision of potential risk in the asset, which could justify position reduction or 

partial sale, and where the complete sale scenario is implausible. (Table 10) (Appendix T) 
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6.2. Relative Valuation 

From the restricted group of companies that satisfied the requirements outlined previously in 

the "Peer Group" chapter, we retrieved their Income Statement and Balance Sheet from 

Thomson Reuters. Subsequently, we compiled a financial overview encompassing the six 

companies subject to our analysis. Note that it was necessary to adjust the information from 

Apple and Walt Disney since, for the reference date of our dissertation, it was the first quarter 

of the 2023 fiscal year, which coincided with December 31, 2022, having been our LTM in 

order to compare all pairs accurately. (Appendix T) 

Additionally, we collected available information regarding projections from Thomson 

Reuters, dated December 31, 2023, so that it corresponded to our NTM, as we believe that 

these forward-looking multiples offer a more precise method of pricing, a perspective 

consistent with the approach advocated by Koller et al. (2015). 

As a result, the appendix outlined above serves as the foundation for a comprehensive 

summary table that encompasses all the data underpinning our relative valuation analysis. To 

enhance comparability and mitigate risk, we adopted a strategy of excluding outlier values, 

specifically those highlighted in pink. We based this decision on the criterion that any indicators 

falling outside the range of the mean adjusted by standard deviation would be excluded from 

consideration (Appendix V) 

As expected, employing LTM multiples predominantly tied the results to historical 

performance, which we found entirely unsuitable for capturing the future trajectory we 

anticipate for Netflix. Hence, it becomes crucial to direct our attention towards the implicit price 

of NTM shares, as they incorporate the outlook for future growth and the effect of the high 

volatility experienced by FAANG companies, of which Netflix is a constituent, along with their 

respective recovery, as early as 2023. 

 

 

Table 11: Netflix’s Implied Share Price under Relative Valuation Methodology 
Source: Thomson Reuters, Own Estimates 

 

(Table 11) To conclude, according to the methodology under analysis, the implicit share price 

should range between $238.50 and $344.63, which translates into an average price of 

$272.97, associated with a "Reduce" recommendation, under our threshold. (Appendix S and 

V) Notably, this swing has an implied negative rate of ~7.43% when compared to the price as 

of 31/12/2022, significantly lower than our DCF valuation target price of ~14.7% higher. 
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7. Investment Snapshot 

 

 

 

 

 

 

 

 

 

 

 

Figure 32: Netflix’s Financial Analysis Summary 

Source: Own Estimates 
 
- The historical share price in the 52 weeks before our analysis's reference date shows extreme 

volatility to which the asset is subject; 

- The intrinsic valuation model estimated an implicit share price ~14.7% higher than the pricing 

obtained through relative valuation; 

- In the DCF model assumptions, we aimed to align them with long-term expectations of the SVoD 

market, where the main valuation component is related to perpetuity, which involved adjusting a rate 

for Netflix's maturity stage and macroeconomic factors; 

- Both the scenario analysis and sensitivity analysis suggest that, as of the reference date, Netflix 

is likely to be well-valued - and within the least likely scenarios, it is more likely that Netflix is 

undervalued; 

- In the relative valuation, the implicit price suggests a reduction recommendation due to potential 

risks affecting the asset's future performance. However, it is crucial to consider that these estimates, 

based on NTM multiples, have a short-term focus, which contradicts our long-term FY28 perspective 

presented throughout the dissertation; 

- Even if we ignored the weaknesses identified in the relative valuation, if we computed the average 

between the implicit price of both methodologies, the target price would be $296.47, showing an 

undervaluation of the asset and a "Hold" recommendation, under our threshold – supporting our final 

decision. (Appendix S) 

Recommendation: HOLD → BUY 

Price (as of 31/12/2022): $294.88 

Price Target:                    $319.97 

Thomson Reuters: NFLX 
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8. Conclusion 

Throughout the dissertation, we meticulously formulated a set of premises that accurately reflected the 

characteristics of the SVoD market in which Netflix operates, as well as its stage of maturity, without 

disregarding the expected macroeconomic evolution, which significantly contributed to the observed 

volatility of the fair value of the streamer's share, in the short term. Our rationale aimed to give investors 

a confidently derived estimate, enabling them to make informed decisions regarding the asset by 

comparing the December 31, 2022, price to our target price obtained through two robust methodologies 

widely adopted in Corporate Finance. 

In this sense, the primary approach was the DFC model derived through the FCFF through a six-

year projection, as it was the period in which, at the date of publication of this dissertation, there was 

rigorous internal and external information, worked on by renowned entities in the market, which 

increased the robustness of our assumptions. 

The target price was $319.97, which suggests a saturation of the SVoD market, a notable 

deceleration in subscriber growth, and cost pressures, particularly in the LATAM and APAC regions, 

the latter classified as a growth hotspot, requiring close monitoring of Netflix's activities. Hence, we 

concluded that these conditions reduced the CAGR of FCFF, justifying a perpetual growth rate lower 

than the typical rates observed among FAANG companies. 

Even though, given the specificity of the PV of the projected FCFF, which is markedly smaller 

compared to the proportion of the terminal value, it did not explicitly demonstrate this adjustment made, 

being camouflaged by the fact that the majority of the enterprise value comes from the TV, standard in 

companies in the maturity phase with slower growth, where the majority of the value is associated with 

the cash flow generated after the explicit projection period, derived from the belief that the company 

will continue to generate cash at a stable and consistent pace in the long term. 

To complement our primary model, we employed a relative valuation that resulted in approximately 

~14.7% lower pricing outcomes than the DFC valuation. However, as previously mentioned in the 

investment snapshot, this analysis is static and from the perspective of the short term, which translates 

into some fragility of the model, especially as Netflix is going through an initial phase of maturation with 

slower growth and recovering from the "Great Netflix Correction," after having been the worst 

performing stock in the S&P 500 in the first half of 2022, in addition to the fact that there is no 

comparable company that generates profit exclusively from the same business model, which could 

bias the financial indicators used. 

In conclusion, we have chosen to rely solely on the first approach for our recommendation within 

this dissertation. According to this approach, the target price suggests that Netflix is undervalued. 

However, considering our established threshold and adhering to a prudence criterion, we recommend 

maintaining a 'Hold' position in the investment portfolio with tendency to “Buy”, not being seen as an 

aggressive buying opportunity nor with an urgent reason to sell. (Appendix S) 
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Appendixes 

Appendix A – Multiples Categorization 

 

Source: Damodaran (2006) & Fernández (2001) 
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Appendix B – Netflix’s ESG results and policies (2022) 

 

Source: Netflix’s Environmental Social Governance Report 2022  
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Appendix C – Michael E. Porter’s five forces model analysis 

Industry rivalry: Very High  

The SVoD market has become increasingly fragmented, evidencing the high competitiveness each 

media player gradually began to provide its streaming service (reducing prices and, consequently, 

profitability). However, there is a sizeable perceptible barrier to the entry of new rivals: the high costs 

of acquiring and producing content. One of the main constraints that this reality implies is the product's 

low differentiation, which results in companies competing in selecting content to attract the most 

significant number of subscriptions. For example, when WarnerMedia, which owned the broadcasting 

rights to "Friends," launched "HBO Max," Netflix lost one of its most popular series. 

 

Threat of Substitutes Services: Moderate  

There are few substitute products in this industry, and traditional media's role in shaping society is 

becoming less dominant. Nonetheless, Netflix, like other providers, suffers from seasonality in its 

services (higher consumption during cold weather periods) because its customers prefer other sources 

of entertainment and leisure activities. Furthermore, and in a highly replaceable product, piracy 

concerns streaming providers, even more so in the absence of a direct cost. 

 

Threat of New Entrants: Very High  

When there were few providers in the market other than Netflix, the threat level from new entrants 

was very high. However, since the most prominent entertainment players have already entered the 

streaming market, the risk is substantially lower today, apart from technological constraints.  

Moreover, the business model of these operators is easy to replicate. However, their competitive 

advantage lies in the content available, implying high investment and networking in the sector, so, 

given their level of saturation, the threat of a new entrant with power is less and less likely to take away 

market share from the big players. 

 

Bargaining Power of Suppliers: High  

 There are few content producers, and Netflix, like other providers, must guarantee contracts with 

the most famous studios in order to maintain the quality that its subscribers have come to expect. In 

addition, the contracts specify the number of platform subscribers, so fluctuations outside the expected 

standards may represent increased costs for the platforms and content in exclusivity, which also has 

very restrictive clauses. Thus, licenses entail high price negotiations, which reach ever-higher values 

due to intense competition.  
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Bargaining Power of Consumers: Very High  

Netflix, like other providers, allows customers to subscribe to one service for a month and then 

switch to another. As a result, the business model ensures that consumers have a high level of 

bargaining power, and providers must practice competitive (low) pricing in response to customer 

demand and, consequently, the competition's offer. In addition, this consumer influence compels 

operators to maintain a high level of service based on their subscribers' preferences. 
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Appendix D – Netflix’s sales return (2020-2022) 

 
 

 
 

Source: Netflix´s Financial Statements, Fourth Quarter Earnings 2022 
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Appendix E – Netflix’s return on investment ratios (FY17 – FY22) 

 

Source: Bloomberg 
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Appendix F – Netflix’s Liquidity (FY17 –FY22) 

 

Source: Bloomberg 
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Appendix G – Forecasted Inflation Rate, Average Consumer Prices (FY22 – FY28) 

 

Source: International Monetary Fund 
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Appendix H – Forecasted revenue under a Subscription Revenue Model (FY22 – FY28)2 

Base Scenario 
 

 

 

 

 
2See step by step video guideline: https://www.youtube.com/watch?v=_MtzsX3F_qE (Mergers & Inquisitions, 2016) 

https://www.youtube.com/watch?v=_MtzsX3F_qE
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Upside Scenario 
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Extreme Upside Scenario 
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Downside Scenario 
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Extreme Downside Scenario 
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Assumptions 
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Source: Own Estimates 
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Appendix I – Netflix’s total content decomposition (FY17 – FY22) 

 

Source: Netflix [2019-2022] Annual Report 
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Appendix J – Netflix’s Consolidated Income Statement (FY22 – FY28)  
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Source: Netflix Annual Report, Own Estimates 
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Appendix K – Netflix’s investment in content compared to the amortization costs – thousands of 

dollars (FY17 – FY22) 

 
Source: Netflix [2019-2022] Annual Report 
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Appendix L – Netflix’s expected cost of operating items – thousands of dollars (FY22 – FY28) 

 
Source: Own estimates 
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Appendix M – Netflix’s Consolidated Balance Sheets (FY22 – FY28)  
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Source: Netflix Annual Report, Own Estimates 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
  

98 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
  

99 
 

Appendix N – Netflix’s Consolidated Cash Flow Statements (FY23 – FY28) 

 

Source: Netflix Annual Report, Own Estimates 
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Appendix O – Netflix’s Beta Estimation 

 

Source: Yahoo Finance and Thomson Reuters, Own Estimates 
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Appendix P – Netflix’s Debt Analysis (FY22 – FY28)  
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Source: Netflix Annual Report, Own Estimates 
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Appendix Q – Real GDP Growth (FY22 – FY28) 

 

Source: International Monetary Fund 
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Appendix R – Netflix’s Forecasted Present Value of FCFF and DFC Implied Intrinsic Share Price 

under the five design Revenues Scenarios (FY22 – FY28) 
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Source: Netflix Annual Report, Own Estimates 
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Appendix S – Netflix’s Report Recommendations Threshold 

 

Source: Own Estimates 
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Appendix T – Netflix’s Sensitivity Analysis 
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Appendix U – Netflix’s Peers Financial Data, LTM and NTM (in $ millions)  
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Source: Thomson Reuters, Own Estimates 
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Appendix V – Netflix’s Multiples – Implied Share Price Determination 

 

 

 

Source: Thomson Reuters, Own Estimates 


