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PART 2 – ANALYZING THE FINANCIAL INFORMATION 
 
 
Before I begin my analysis of the respective companies, it is important to note that 
even though these companies fall under the entertainment industry, their business 
models differ quite dramatically. In addition to that, these companies are at different 
stages in their life cycle. The main company, Netflix, is currently in its growth stage. 
While Disney and Lionsgate are in their mature stage. Looking at Lionsgate latest 
financials, it is possible that Lionsgate is in its decline stage but it warrants further 
analysis of its past performance. But for this paper, my focus will be on Netflix and how 
its business model differs from the rest, and how some of its ratios that is seemingly 
low is not really a cause for concern. 
 
Netflix’s credit position is quite risky even though the current ratio (CR) and quick ratio 
(QR) do not reveal this. The CR for all three companies range between 0.95-1.25, with 
Netflix being the highest. Looking at the QR, it seems that Netflix is in a very risky 
position with a QR of 0.38. Disney and Lionsgate have 0.81 and 0.95 respectively. 
However, this is misleading. Netflix does not have any accounts receivable as its 
business model is mostly pure cash. Currently, it has about 93 million memberships 
with an average monthly revenue of $8.5 per membership, and revenue received is 
paid by consumers’ credit cards. Other ratios might provide better insight to its credit 
position. The Times Interest Earned (TIE) and EBITDA Coverage for Netflix is 2.53 and 
2.91 respectively. It is low compared to Disney but it is my position that Netflix is in its 
growth stage, and it is financing its growth largely through debt as revealed by its 
Financial Leverage (FL) of 485%. Since Netflix is largely debt-financed, the following 
two ratios will better reveal its credit position. Looking at free operating cash flow to 
total debt ratio of -0.24, it reveals that despite its profitability, its cost is outpacing 
revenue. It is even lower than Lionsgate, which is having a bad year. Also, Netflix’s 
profit margin is a mere 2.1%. And finally, taking into consideration that Netflix 
subscribers can cancel at any moment’s notice, this makes Netflix’s revenue stream 
very risky. I would give Netflix a credit rating of BB. 
 
Netflix’s low profitability translates to its Earnings Per Share (EPS). It has a low EPS of 
0.44 as compared to Disney’s 4.95. However, the same argument applies here. Netflix 
is a growing company and faced with competitive pricing from Hulu and Amazon 
Video, I believe Netflix is using a loss-leading strategy to starve its competitors and 
capture market share. Once it has consolidated the market, Netflix will probably revise 
its price per subscription, and this will translate to a higher EPS. Netflix is already trying 
to contain costs – it is developing its own shows as opposed to licensing from other 
studios. This belief that Netflix will eventually be profitable is seen in its Price to 
Earnings Ratio (PE). It has a PE of 281, as compared to Disney’s 18, and Lionsgate’s 
64. The market believes that Netflix will consolidate the video-on-demand (VOD) 
market in the near future. 
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As discussed previously, Netflix does not need to collect any receivables. This is where 
the magic of Netflix lies. Most of its transaction are in cash, which means it does not 
need a huge amount of float to keep operations going, hence its low QR.  A more 
comparable company would be Walmart, which also receives its revenue mostly in 
cash. For Disney, it has a few businesses under its umbrella. It has a film studio and a 
television channel that sell its content on account. With its total operations averaged 
out, it has a cash collection cycle of 74 days. For Lionsgate, its main business is 
producing and distributing films, which usually have revenue streams stretching across 
a few years. This translate to a cash collection cycle of 150 days. This helps explain 
why both Disney and Lionsgate have a much higher QR than Netflix. Nonetheless, both 
Disney and Lionsgate lean heavily on trade, with Accounts Payable Turnover (APT) at 
3.53 and 3.99 respectively. Their Accounts Payable Days Outstanding (APDO) are 
between 97 to 111 days. With interest-free financing from suppliers, this helps both 
companies manage their cash flow. Netflix, on the other hand, has a high APT and a 
low APDO. But as most of its revenue is cash, it can afford to pay its suppliers of 
content much quicker. This might also be advantageous as suppliers are willing to 
charge Netflix a lower rate per content, in exchange for quicker cash. While the other 
two companies have to bear the burden of hidden interest in the fees they pay to 
suppliers. 
 
In conclusion, many investors expect Netflix to eventually consolidate the VOD market, 
and this will translate to higher profits in the near future. However, its credit position is 
weak, and this might translate to higher interest cost in the future. Also, interest rates 
for treasury bonds are expected to rise in the coming year, and this will increase the 
cost of borrowing for Netflix. With a weak credit position and a higher cost of 
borrowing, Netflix might be unable to produce more television shows, which is pivotal 
in capturing the market share. To mitigate this issue, Netflix should do the following. 
First, it can offer a yearly subscription package at a lower price for its members. This 
will reduce churn and volatility in its subscriptions, ensuring a more stable cash flow for 
the company. Second, it has a substantially high PE, making it too expensive for 
smaller investors. Netflix could do a 2 to 1 stock split, making its shares more 
affordable to investors. With a lower price per stock, it can sell more shares to the 
public to fund its operations – hence relying less on debt. Nonetheless, Netflix is the 
king of VOD in the current market and it does not look like it will lose its position 
anytime soon. As long it can reduce churn and continue funding its production slate, it 
will be company to look out for. 



Ratios Formula Netflix Disney Lionsgate
Net	Working	Capital Current	Assets	-	Current	Liabilities 1,133,634.00$																 124,000.00$																													 (53,761.00)$																					
Profitablity	Analysis

Net	Income
Average	Stockholders	Equity

Net	Operating	Profit	After	Tax	(NOPAT)
Avg	Net	Operating	Assets	(NOA)

Non-Operating	Return	 ROE	-	RNOA -7.7% 3.6% -0.7%

Net	Operating	Profit	After	Tax	(NOPAT) Net	Operating	Profit	Before	Tax	(NOPBT)	-	Tax	On	Operating	
Profit 264,213.90$																			 9,357,100.00$																										 48,418.05$																						

Tax	on	Operating	Profit
Tax	Expense	+	(Pretax	Net	Nonoperating	Expense	x	Statutory	

Tax	Rate) 115,579.10$																			 4,844,900.00$																										 (73,448.05)$																					
Net	operating	Assets	(NOA) Operating	Assets	minus	Operating	Liabilities 668,539.00$																			 58,603,000.00$																								 767,074.00$																				

Net	Operating	Profit	After	Tax	(NOPAT)
Sales
Sales

Average	NOA
Dupoint	Analysis	Ratios

Net	Income
Sales	Revenue
Sales	Revenue

Average	Total	Assets
Avg	Total	Assets
Avg	Total	Equity
Net	Income

Avg	Total	Equity
Net	Income	+	[Interest	Expense	x	(	1	-	Statutory	Tax	Rate)]

Avg	Total	Assets
Credit	Risk	and	Analysis

Earnings	before	Interest	and	Taxes	(EBIT)
Interest	Expense

EBT	+	Interest	Expense,	net	+	Depreciation	+	Amortization
Interest	Expense

Cash	from	operations
Short-term	debt	+	long-term	debt
Cash	from	operations	-	CAPEX

Short-term	debt	+	long-term	debt
Liquidity	Analysis

Current	Assets
Current	Liabilities

Quick	Assets	(Cash	+	Mkt	Securities	+	Accts	Receiv.)
Current	Liabilities

Solvency	Analysis
Total	Liabilities

Cash	from	operations	to	total	debt -0.21 0.45 -0.01

Free	operating	cash	flow	to	total	debt -0.24 0.25 -0.02

5.9%

Profit	Margin		

Asset	Turnover	

Financial	Leverage	(FL)	

Return	on	Equity	(ROE)	 7.6%

Return	on	Net	Operating	Assets	(RNOA)	

Return	on	Equity		

Net	Operating	Profit	Margin	(NOPM)

Net	Operating	Asset	Turnover	(NOAT)

7.6% 19.6% 5.90%

15.3% 16% 6.6%

2.99%

5.11

16.8%

0.95

2.10%

19.6%

3.22

2.1%

Return	on	Assets	(Adjusted)	

Times	Interest	Earned	(TIE)	

EBITDA	Coverage

Current	Ratio	

Quick	Ratio	

Liabilities	to	Equity 4.07 0.94

16.5% 0.6%

0.74 0.62 0.66

485.2% 187.8% 422.3%

3.53

2.91 64.34 -0.22

1.25 1.01 0.95

0.38 0.81 0.95

2.4% 10.6% 2.4%

2.53 54.62 -0.46



Total	Stockholders	Equity
Long-term	Debt	incl.	Current	Portion	+	Short-Term	Debt

Stockholders	Equity
Recognise	Revenue	and	Operating	Income

Net	Income	less	Preferred	Dividends
Weighted	Avg	Common	Shares

Net	Income
Weighted	Avg	Common	Shares	including	Dilutive	Items

Preferred	Dividends Preferred	Dividends	(see	10K/10Q) N/A 1.42$																																										 0.34$																																
Weighted	avg	Common	Shares See	10K	/	10Q 428,822,000																			 1,629,000,000																										 148,480,000																				
Weighted	Avg	Common	Shares	including	Dilutive	Items See	10K	/	10Q 438,652,000																			 1,639,000,000																										 154,088,000																				
Asset	Recognition	and	Operating	assets

Sales	Revenue
Average	Accounts	Receivable
Average	Accounts	Receivable

Average	Daily	Sales
Sales	Revenue	-	Cost	of	Goods	Sold

Sales	Revenue
Cost	of	Goods	Sold
Average	Inventory
Average	Inventory

Average	Daily	Cost	of	Goods	Sold
Sales

Average	PPE
Original	Cost	of	Depreciable	Assets

Depreciation	Expense
Accumulated	Depreciation

Original	Cost	of	Depreciable	Assets
Liability	Recognition	and	Nonowner	Financing

Cost	of	Goods	Sold
Avg	Accounts	Payable
Accounts	Payable

Avg	Daily	Cost	of	Goods	Sold
Equity	Recognition	and	Owner	Financing
Stock	Price Closing	Price	on	Market	that	day 123.80$																											 92.49$																																							 21.85$																														
Dividend	Per	Share Dividends	declared	per	share	of	common	stock N/A 1.42$																																										 0.34$																																

Dividends
Current	Stock	Price

Market	Value	Per	Share
Earnings	Per	Share

Market	Cap Stock	Price	x	Shares	Outstanding 53,088,163,600$											 150,666,210,000$																			 3,244,288,000$														

Gross	Profit	Margin	(GPM)

0.34$																																

41.67 2.12 67.04

7.58 36.4 6.74

67.43% 29.2% 52%

21.29 3.53 3.99

18.94 111.11 97.4

N/A 1.5% 1.6%

PPE	Turnover	(PPET)

Average	Useful	Life

Inventory	Turnover	(INVT)

Average	Inventory	Days	Outstanding	(AIDO) 200.73 N/A

Liabilities	to	Equity

Total	Debt-to-Equity

Basic	EPS

Diluted	EPS

Accounts	Receivable	Turnover	(ART)

Average	Collection	Period	(ACP)	

4.07 0.94

3.71 0.67 3.09

0.44$																																 4.95$																																										

3.53

281.3636364 18.68484848 64.26470588Price	to	Earning	Ratio

0.43$																																 4.90$																																										 0.33$																																

N/A

N/A

6.51 2.42

56.04 150.92

46.4% 46.1% 39.7%

1.82 20.26 N/A

18.02

Percent	Depreciated

Accounts	Payable	Turnover	(APT)

Accounts	Payable	Days	Outstanding	(APDO)

Dividend	Yield
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PART 5 – NETFLIX – IS IT OVERVALUED? 
 
 
Before I make any recommendation, it is important to note the nature of Netflix’s 
business. First, there is no good comparable companies in the industry. The current 
competitors, though lagging far behind Netflix, are Amazon and Hulu. Second, the 
industry itself is very new. It might fall under the umbrella of the entertainment industry, 
however, there is no exact replica of Netflix. Most entertainment companies possess 
the standard business structure, a focus on theatre releases, television, and residual 
income from syndication. Lastly, most entertainment companies are in the matured 
stage of their life cycle, while Netflix is in its growth stage. With all these factors 
combined, it makes it difficult to accurately assess the intrinsic value per share of 
Netflix. Nonetheless, after going through all the models and making the necessary 
adjustments, my recommendation in regards to Netflix’s stock at the end of fiscal year 
2016 is a hold decision. 
 
The template provided by the course uses a parsimonious forecast of Netflix’s top line 
revenue. However, as Netflix is a growth company, the fundamental belief that drives 
investors to invest in Netflix is its capability to growth at an exponential rate. Due to the 
nature of the course, I was not able to delve into the product categories that Netflix 
offer, mainly international and domestic, and project revenue for each category. This is 
important as Netflix’s recent expansion overseas is a key driver for its stock price. 
Despite the limitations, I did make some adjustments that is more reflective of Netflix’s 
future performance. Initially, I had an estimate factor of 2.99% for its NOPAT, but this 
gave me a very low valuation for Netflix. To align myself closer to analysts’ consensus, 
I modified the NOPAT value for the projected years, using the EBITDA values in its 
place. Once this modification is made, I can now see how the various models value 
Netflix. 
 
The main model that I used was ROPI, while DDM and DCF were not useful. Before I 
go into detail why my preferred model was ROPI, let me explain why the DDM and DCF 
were not useful. Netflix is a growth company, and like most growth companies such as 
Amazon and Tesla, they do not provide dividends. Hence, the DDM model was not 
used to valuate Netflix. On the other hand, the DCF model did provide a final value for 
Netflix. It gave $67.01 per share. Here, I took reference to analysts’ consensus, and 
they projected a negative cash flow for the next five years. I decided to align myself 
with the analysts’ consensus, and concluded that the DCF model is not useful if the 
projected cash flow is negative. I could, however, created a financial statement model 
(FSM) and projected Netflix’s cash flow for the next 10 years until I arrive to a sufficient 
number of years with positive cash flow. Once again, due to the nature of the course, I 
decided not to. 
 
This leaves me with the ROPI model. There is another model I have yet to mention, 
which is market multiples. Let me focus on the ROPI model before going into detail 
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how I used the market multiple. The reason why ROPI model was my model of choice 
is largely due to the limitations of the other models. As mentioned previously, Netflix 
has projected negative cash flow for the next five years, making it difficult to use the 
DCF model. Nonetheless, Netflix has projected positive operating income, and this line 
item is useful in valuating Netflix. Analysts’ consensus is that Netflix is growing at 
double digit rates, and the profit margins are improving. If the company is growing, and 
the profit margins are improving, these two factors will be aggregated into the 
operating income line item. Hence, this was the rationale that the ROPI model was the 
model of my choice. The model gave me an intrinsic value of $67.01 per share. With 
the current market price per share above $100, this makes Netflix over-valued. There is 
a caveat. The beta that I used was from Bloomberg and was a 2-year regression 
analysis against S&P500. Google provided a beta of 1.35, and Yahoo provided a beta 
of 0.77. I did a sensitivity test on the beta input, giving me different values for WACC. If 
the beta is changed to 1, the ROPI model gives me an intrinsic value per share of $141, 
which makes the company undervalued. However, it is my belief that a 2-year 
regression analysis is a better reflection of the volatility of Netflix’s stock price, 
considering that their international expansion was very recent. I feel it is important that 
a beta value should reflect the uncertainty regarding a business’s operation. 
 
The last model that I should make a mention is the Market Multiples. The reason I did 
not consider this model is because there are no real comparable companies. The two 
comparable companies used in the model are Lionsgate and Disney. On closer 
observation of their business models, they are not similar. For example, Disney has its 
hands in theme parks, television, and movies. Lionsgate is focused on producing and 
distributing content. While Netflix is focused on purchasing and creating content, and 
distributing exclusively through the internet. Hence the figures given by the various 
multiples used were at the low $20s. To further explore this model, I did make some 
modifications. I decided to use a EV/rev multiple to valuate Netflix. The rationale for 
this decision is that Netflix is a growth company, and its NOPAT, NOA, Net Income, are 
not at steady states. It is hard to use market multiples if the key input is not reflective of 
the company’s future state. Hence, the EV/rev multiple did provide a value slightly 
closer to the market price, which is $51. I decided to add two more companies into this 
model, and they are Tesla and Amazon. The reason for doing so is to reach an 
aggregate EV/rev multiple that takes into considering investors’ sentiment towards 
growth companies. This gave me an intrinsic value per share of $81. Lastly, I used 
Tesla as the only comparable company, and it gave me an intrinsic value per share of 
$159. Nonetheless, these figures do not tell me anything significant regarding the 
intrinsic value of the company. It is simply saying investors value Netflix’s growth in a 
similar manner they do for Tesla. As for the fundamental reasons as to why or how they 
derive such valuation remains unknown. 
 
Hence, my recommendation remains the same and it is a hold decision. I believe that 
Netflix and Tesla are in very similar states. Both are not very profitable but the factor 
that is driving its high valuation is the narrative. For Tesla, investors believe that with 
diminishing natural resources, a new industry will be born, which is sustainable 
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transport, which makes Tesla the de facto company. For Netflix, investors believe that 
the future of entertainment is in video-on-demand, and there are some signs that 
indicate such a future. For one, there is an increase in cord-cutting. Second, internet 
penetration is increasing around the world. Third, there is a generation of youths that 
are growing up without televisions. The culture and way we consume media is 
changing, hence, investors are betting on that. Even though the fundamentals do not 
reveal the full picture of Netflix, the market movements indicate that Netflix’s stock is a 
good investment for growth investors. If anybody is holding on to Netflix’s stocks, keep 
at it, as market sentiments, whether rational or irrational, might bring value to your 
investment. 
 
 
 
 
 
POSTSCRIPT 
 
After the presentation, I decided to use a secondary methodology to assess the 
suitability of my recommendation. Since the beta value provided varies from 0.77 to 
1.53 (my ROPI model used a 1.53 beta value), I decided to do a what-if analysis on all 
beta values in that range. The idea is to see what is the probability of a buy-decision 
versus the probability of a sell-decision. The methodology is simple. I used beta values 
in that range to give me different WACCs, and the different WACCs are used to 
calculate intrinsic value per share. The what-if analysis gave me a probability of 39% 
for a buy-decision, meaning in that range, 39% of the beta values gave an intrinsic 
value per share above the market price of $123. This assessment affirms my 
recommendation that it is a hold-decision. If the probability distribution was in favor of 
a buy-decision, I would have amended my recommendation. 


