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Important Disclosure Information is contained on the last page of this report. 
The recipient of this report is directed to read these disclosures. 

 

Expectations Investing: Quantifying Netflix’s Valuation 
In a recent e-letter, CEO David Trainer highlighted how we apply “Expectations Investing” in the valuation 
analysis of every stock we cover. In the e-letter, he went in depth on what our Company Model, and our reverse 
discounted cash flow (DCF) model, said about NVIDIA (NVDA).  

Today, we’ve put together similar analysis on another high-flying stock, and one that we’ve long maintained is 
significantly overvalued, Netflix (NFLX).  

Now, we’re not saying that Netflix, or NVIDIA for that matter, won’t see their stocks continue to rise beyond 
rational levels. Instead, we want to mathematically, and visually, show just how expensive NFLX is at current 
price levels.  

Before we dive in, let’s first provide a bit of background on Expectations Investing, and how it relates to our 
reverse DCF model. Our favorite quote from the Expectations Investing website is: 

“Investors who use Expectations Investing will have a fundamentally better way to evaluate all stocks, 
setting them on the path to success.”  

While the concept of Expectations Investing is rather easy to understand, it is very difficult to apply in the real 
world, especially at scale. At New Constructs, one of our most valuable offerings is the application of 
Expectations Investing at scale, across 3,400+ stocks under coverage  

What the heck is a “reverse” DCF model?  

First, a quick note on the key concept behind how the "reverse” dynamic DCF model works. The first question we 
like to ask new analyst trainees is: would you rather be a fortune teller or a critic of a fortune teller?  

We believe it is much easier to be a critic of someone trying to predict the future than to predict it oneself. And 
our reverse DCF models work the same way. These models do not attempt to predict the future. Instead, they 
reverse engineer the future cash flows required for the model to produce a value equal to the stock price. In 
other words, we start with the stock price and figure out what the future cash flows have to be to justify that stock 
price.  

What the Default DCF Scenario Says About NFLX 

Now, let’s show we use our reverse discounted cash flow model to quantify the expectations baked into Netflix 
(NFLX) at $921/share.  

In the Default scenario, our DCF model shows it would take Netflix over 100 years to generate the profits needed 
to justify its stock price. The Default scenario is based on: 

1. Consensus estimates for revenue growth 
2. Future NOPAT margins are roughly the same as past margins 
3. Capital efficiency improves pretty aggressively. 

Quantifying the Expectations in NFLX: Getting the Mathematical Facts  

Given that few investors want to think in terms of a hundred-year forecast horizon, we created two new scenarios 
for Netflix’s future cash flows: Optimistic and Pessimistic. Here’s a summary of what we changed versus the 
Default scenarios: 

1. Optimistic scenario: above consensus revenue growth and higher profit margins 
2. Pessimistic scenario: lower revenue and profit margins than Optimistic but still above consensus and 

TTM 

Figure 2 is a picture from the Decision page in our company models. The purpose of the Decision page is to 
summarize the reverse DCF into a table and a few charts so clients can get a quick and easy read of the results 
of the model. We can break the Decision page down into a few parts:  

https://www.newconstructs.com/category/dont-take-my-word-for-it/
https://www.newconstructs.com/my-secret-weapon-for-calling-the-top-in-nvda/
https://www.newconstructs.com/education/models/
https://www.newconstructs.com/education-close-the-loopholes-how-our-dcf-works/
https://www.newconstructs.com/education-close-the-loopholes-how-our-dcf-works/
https://www.newconstructs.com/netflix-nflx/
https://www.expectationsinvesting.com/
https://www.newconstructs.com/education-close-the-loopholes-how-our-dcf-works/
https://www.newconstructs.com/models-results-decision/


   DILIGENCE PAYS 12/19/24 

 

Page 2 of 9 
 

1. the summary table (Figure 1),  
2. the implied stock price charts (Figure 2), and  
3. the implied future revenue and ROIC (Figures 3 & 4). 

Figure 1, from left to right, shows: 

1. The grey section presents the key variables over recent history. 

a. Revenue CAGR (“CAGR” stands for Compound Annual Growth Rate) 
b. ROIC - WACC = Return on Invested Capital minus Weighted Average Cost of Capital  
c. GAP (Growth Appreciation Period) = our term for CAP (Competitive Advantage Period). They 

are exactly the same thing. 

2. Forecast 1 section shows the future performances required to justify the current price based on the 
Optimistic scenario. 

3. Forecast 2 section shows the future performances required to justify the current price based on the 
Pessimistic scenario. 

This table allows for easy comparison between past performance of key variables to implied future performance. 

Figure 1: Summary Tables for the Reverse Dynamic DCF for NFLX 

 

 
 

Sources: New Constructs Company Valuation Models 

To keep things simple, we’re going to focus on the tables based on the current stock price ($921.08/share).  

1. In the Optimistic scenario, to justify $921.08, Netflix must grow revenue at an 18% CAGR while 
achieving an average ROIC-WACC spread of 91% for the next 13 years.  

2. In the Pessimistic scenario, to justify $921.08, Netflix must grow revenue at a 15% CAGR while 
achieving an average ROIC-WACC spread of 111% for the next 18 years. 

For reference, in the last fiscal year, Netflix grew revenue 6.7% year-over-year (YoY) and achieved an ROIC – 
WACC spread of 5.8%. Over the past three years, Netflix achieved a 6.6% revenue CAGR and an ROIC – 
WACC spread of 6.9%.  

These are the mathematical facts about the company’s historical performance and the future performance 
implied by the stock’s valuation. 

The True Meaning of Expectations Investing: What You Do with the Mathematical Facts 

As an investor, the question you must answer is whether or not you believe the mathematical facts. Put another 
way, do you believe that Netflix can achieve the performance implied by its stock price. That question is the 
entire point of Expectations Investing. The beauty of Expectations Investing is that the investor does not 
have to predict the future. Instead, the investor simply determines whether or not he/she believes in the 

https://www.newconstructs.com/category/dont-take-my-word-for-it/
https://www.newconstructs.com/education-return-on-invested-capital/
https://www.newconstructs.com/education-weighted-avg-cost-capital/
https://www.newconstructs.com/education-growth-appreciation-period/
https://www.newconstructs.com/education/models/
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market’s prediction about the future of the company. The investor gets to be a critic of the future implied by the 
stock price. 

Now, a key point here is that the only way to be a well-informed critic is to rigorously quantify the expectations 
embedded in the stock price. And, that is exactly what our reverse dynamic DCF models do for clients.  

Specifically, our reverse DFC models enable investors to faithfully answer the key question required to make an 
informed decision about investing in Netflix is: Do I agree with the stock price’s prediction that Netflix can grow 
revenues and reach the ROIC-WACC spread for the respective GAPs shown in Figure 1. 

1. If your answer is yes, then the stock is fairly valued. 
2. If you think Netflix will do even better, then the stock is cheap. 
3. If you think Netflix will do worse, then the stock is expensive. 

Quantifying the Expectations in NFLX: Revenue 

Next, we’ll show how our models can make answering this question easy, through succinct visuals. 

First, our dynamic DCF quantifies the market’s expectations based on common-sense operational metrics (e.g. 
revenue growth and ROIC) that you can compare to the historical performance of the business and to your own 
expectations about the future performance of the business. Valuation doesn’t have to be done through a multiple 
that’s difficult to understand.  

Figure 2 shows the implied share prices over multiple Growth Appreciation Periods so you can see how the 
different scenarios affect the valuation of the stock. Not surprisingly, the slope of the Optimistic line is steeper 
than the Pessimistic line because of the faster revenue CAGR assumptions in the Optimistic scenario. 

This chart specifically shows how we find the market-implied GAPs. It shows how we run scenarios over as long 
a time frame as needed for the DCF model to get to the current stock price. The year in which the DCF model 
produces a stock value equal to the current stock price is the market-implied GAP. The market-implied GAP is 
important for many reasons, but, in particular, it is important for creating charts like Figure 3.  

Figure 2: Implied Share Prices over Growth Appreciation Periods: NFLX 
 

 
 

Sources: New Constructs Company Valuation Models  

https://www.newconstructs.com/category/dont-take-my-word-for-it/
https://www.newconstructs.com/education/models/
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Figure 3 shows us how Netflix’s past revenue compares to the future revenues implied by each scenario.  

This chart shows us that Netflix’s revenue will reach $278 billion at the end of its GAP for the Optimistic scenario1 
while its revenue will reach $445 billion at the end of its GAP for the Pessimistic Scenario.  

The chart also shows the magnitude of the improvement in revenue compared to where the company has been 
in the past. Just look at how low and flat the revenue line is going back to 2009. The future implied revenues 
make the past revenue look miniscule. 

Figure 3: Comparing Historical Revenue to Implied Future Revenue: Netflix 
 

 

Sources: New Constructs Company Valuation Models 

We need more context to truly conceptualize how large $278 billion and $445 billion in revenue is. Let’s start with 
the fact that Netflix’s trailing-twelve-months (TTM) revenue at the end of its 3Q24 was $37.6 billion, or less than 
15% of the implied revenue in the Optimistic scenario and less than 1/10th the implied revenue in the Pessimistic 
scenario.  

Beyond Netflix, only two companies in our coverage universe currently generate more than $445 billion in 
revenue: Walmart (WMT) and Amazon AMZN). Just 12 companies generate more than $278 billion in revenue 
over the TTM.  

Here’s further perspective, $445 billion in revenue would make Netflix the 36th largest country, based on GDP 
per the International Monetary Fund’s (IMF) October 2024 World Economic Outlook, ahead of the likes of South 
Africa and Denmark. 

We think it is safe to say the market’s expectations for Netflix’s future revenue are quite high. 

Quantifying the Expectations in NFLX: ROIC 

Revenues are just one piece of the valuation puzzle. We know companies can grow revenues and take market 
share if they slash prices and margins. In such a scenario, ROIC usually declines.  

In other words, revenue growth at any level, but especially large revenue growth like that in the Optimistic and 
Pessimistic scenarios, is next to impossible to achieve while also increasing ROIC. So, to illustrate the optimism 
baked into both scenarios, we ran the same comparison for ROIC as we did for revenue, and the results are in 
Figure 4.  

 
1 We use a no-growth terminal value in our DCF models. The formula is NOPAT(t+1)/WACC. Note that we believe a no-growth terminal value 

is necessary for a reverse dynamic DCF model to have integrity. 

https://www.newconstructs.com/category/dont-take-my-word-for-it/
https://www.newconstructs.com/education/models/
https://client.newconstructs.com/nc/coverage/view.htm
https://www.imf.org/en/Publications/WEO/weo-database/2024/October/weo-report
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In the Optimistic Scenario, Netflix’s ROIC would reach 208% at the end of its GAP. In the Pessimistic scenario, 
Netflix’s ROIC would reach 418% at the end of its GAP.  

Figure 4 shows the magnitude of the improvement in ROIC compared to where the company has been in the 
past. 

Figure 4: Comparing Historical ROIC to Implied Future ROIC: NFLX 
 

 
 

Sources: New Constructs Company Valuation Models 

Just as with revenue, below we’ll provide additional context to understand how impressive it would be to achieve 
a 208% or 418% ROIC.  

First, Netflix’s current ROIC is 24%, which is the highest it has been since 2011.  

In the TTM, there are just eight companies in our entire coverage universe that generate an ROIC greater than 
208%, and just one that generates an ROIC greater than 418%.  

Over the past five years, an S&P 500 company has generated a ROIC greater than 300% just three times.  

We think it is safe to say the market’s expectations for Netflix’s future ROIC are quite high. 

Quantifying the Expectations in NFLX: NOPAT 

To finish up our visualization of the expectations baked into Netflix’s stock, we’ll analyze the implied net 
operating profit after-tax (NOPAT) in each of the scenarios above.  

Per Figure 5, to illustrate the optimism baked into both scenarios, we ran the same comparison for NOPAT as 
we did for revenue and ROIC.  

In the Optimistic Scenario, Netflix’s NOPAT would reach $72.3 billion at the end of its GAP. In the Pessimistic 
scenario, Netflix’s NOPAT would reach 100.1 billion at the end of its GAP.  

 

 

 

 

 

https://www.newconstructs.com/category/dont-take-my-word-for-it/
https://www.newconstructs.com/education/models/
https://www.newconstructs.com/education-net-operating-profit/
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Figure 5: Comparing Historical NOPAT to Implied Future NOPAT: NFLX 
 

 
 

Sources: New Constructs Company Valuation Models 

Below we’ll provide more context to understand how impressive it would be to achieve such NOPAT levels.  

Netflix’s NOPAT over the TTM is $8.1 billion, which is the highest in the history of our model (goes back to 2002 
for Netflix). Netflix’s current NOPAT is 11% and 8% of the implied NOPAT in the Optimistic and Pessimistic 
scenarios presented above, respectively.  

Additionally, there are just three companies in our coverage universe that generate more than $72.3 billion in 
NOPAT over the TTM: Apple (AAPL), Microsoft (MSFT), and Alphabet (GOOGL). Only Apple generates more 
than $100.1 billion.  

In other words, to justify its current stock price, Netflix must become either the fourth or second most profitable 
company in the world (assuming those companies don’t also grow profits), depending upon which scenario we 
analyze. Anything less, and the stock is not worth its current valuation.  

We think it is safe to say the market’s expectations for Netflix’s future NOPAT are quite high. 

So, What Is Netflix Worth?  

Given the extremely optimistic expectations for revenue and profit growth baked into Netflix’s stock price, it is 
worth exploring just what the stock is worth.  

The company’s economic book value, or no-growth value, is currently $134/share – or 85% below its current 
stock price.  

Even if we assume the company:  

• maintains its TTM NOPAT margin (21.5%) from 2024-2033,  
• grows revenue at consensus estimates in 2024, 2025, and 2026, and 
• grows revenue at 11% (equal to 2026 consensus) each year thereafter through 2033, then 

the stock would be worth $326/share today – a 65% downside to the current stock price.  

Even in this scenario, Netflix would generate $21.5 billion in NOPAT in 2033, which 2.6x its TTM NOPAT and 
higher than all but 19 companies under coverage in the TTM period.  

https://www.newconstructs.com/category/dont-take-my-word-for-it/
https://www.newconstructs.com/education/models/
https://www.newconstructs.com/education-economic-book-value/
https://www.newconstructs.com/wp-content/uploads/2024/12/NewConstructs_DCF_NFLXvaluationScenario_2024-12-18.png
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In other words, if Netflix simply maintains current levels of profitability and grows revenues by expected rates, the 
stock holds significant downside risk.  

And, here’s the best part. You don't have to take our word for the right stock price for NFLX. You are now a well-
informed critic who can make your own determination as to what the future might hold for Netflix. 

This article was originally published on December 19, 2024.  

Disclosure: David Trainer, Kyle Guske II, and Hakan Salt, receive no compensation to write about any specific 
stock, sector, style, or theme. 

Questions on this report or others? Join our online community and connect with us directly.   

https://www.newconstructs.com/category/dont-take-my-word-for-it/
https://www.newconstructs.com/expectations-investing-quantifying-netflixs-valuation/
https://www.newconstructs.com/society/
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It’s Official: We Deliver the Best Fundamental Data in the World 

Many firms claim their research is superior, but none of them can prove it with independent studies from highly 
respected institutions as we can. Three different papers from both the public and private sectors show: 

1. The stock market is missing footnotes – and only we have that critical data. 
2. Legacy fundamental datasets suffer from significant inaccuracies, omissions, and biases.  
3. Our proprietary drives novel alpha. Our measures of Core Earnings and Earnings Distortion materially 

improve stock picking and forecasting of profits. 

Best Fundamental Data in the World 

In The Journal of Financial Economics, a top peer-reviewed journal, Core Earnings: New Data & 
Evidence proves our Robo-Analyst technology overcomes material shortcomings in legacy firms’ data collection 
processes to provide superior fundamental data, earnings models, and research. More details. 

Key quotes from the paper: 

• “[New Constructs’] Total Adjustments differs significantly from the items identified and excluded from 
Compustat’s adjusted earnings measures. For example… 50% to 70% of the variation in Total 
Adjustments is not explained by S&P Global’s (SPGI) Adjustments individually.” – pp. 14, 1st para. 

• “A final source of differences [between New Constructs’ and S&P Global’s data] is due to data collection 
oversights…we identified cases where Compustat did not collect information relating to firms’ income 
that is useful in assessing core earnings.” – pp. 16, 2nd para. 

Superior Models 

Ernst & Young features the superiority of our ROIC, NOPAT and Invested Capital research to Capital IQ & 
Bloomberg’s in Getting ROIC Right. See the Appendix for direct comparison details.  

Key quotes from the paper: 

• “…an accurate calculation of ROIC requires more diligence than often occurs in some of the common, 
off-the-shelf ROIC calculations. Only by scouring the footnotes and the MD&A [ as New Constructs 
does] can investors get an accurate calculation of ROIC.” – pp. 8, 5th para. 

• “The majority of the difference…comes from New Constructs’ machine learning approach, which 
leverages technology to calculate ROIC by applying accounting adjustments that may be buried deeply 
in the footnotes across thousands of companies.” – pp. 4, 2nd para. 

Superior Stock Ratings 

Robo-Analysts’ stock ratings outperform those from human analysts as shown in this paper from Harvard 
Business School. Bloomberg features the paper here. 

Key quotes from the paper: 

• “the portfolios formed following the buy recommendations of Robo-Analysts earn abnormal returns that 
are statistically and economically significant.” – pp. 6, 3rd para. 

• “Our results ultimately suggest that Robo-Analysts are a valuable, alternative information intermediary to 
traditional sell-side analysts.” – pp. 20, 3rd para. 

Our mission is to provide the best fundamental analysis of public and private businesses in the world and make it 
affordable for all investors, not just Wall Street insiders. 

We believe every investor deserves to know the whole truth about the profitability and valuation of any company 
they consider for investment. More details on our cutting-edge technology and how we use it are here. 

https://www.newconstructs.com/category/dont-take-my-word-for-it/
https://www.newconstructs.com/education-core-earnings-earnings-distortion/
https://www.newconstructs.com/earnings-distortion-score-methodology/
http://jfe.rochester.edu/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3467814
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3467814
https://www.newconstructs.com/data/
https://www.newconstructs.com/education-core-earnings-earnings-distortion/
https://www.newconstructs.com/blog/
https://www.newconstructs.com/evidence-on-the-superiority-of-our-earnings-data/
https://www.newconstructs.com/getting-roic-right/
https://www.newconstructs.com/wp-content/uploads/2019/06/Getting-ROIC-Right.pdf
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3514879
https://www.bloomberg.com/news/articles/2020-02-11/robot-analysts-outwit-humans-in-study-of-profit-from-stock-calls?sref=zw7RLDfe
https://www.youtube.com/watch?v=wRUr5w4zDVA
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DISCLOSURES  

New Constructs®, LLC (together with any subsidiaries and/or affiliates, “New Constructs”) is an independent organization with no management 
ties to the companies it covers. None of the members of New Constructs’ management team or the management team of any New Constructs’ 
affiliate holds a seat on the Board of Directors of any of the companies New Constructs covers. New Constructs does not perform any 

investment or merchant banking functions and does not operate a trading desk.  

New Constructs’ Stock Ownership Policy prevents any of its employees or managers from engaging in Insider Trading and restricts any trading 
whereby an employee may exploit inside information regarding our stock research. In addition, employees and managers of the company are 

bound by a code of ethics that restricts them from purchasing or selling a security that they know or should have known was under consideration 
for inclusion in a New Constructs report nor may they purchase or sell a security for the first two days after New Constructs issues a report on 
that security. 

 

DISCLAIMERS  

The information and opinions presented in this report are provided to you for information purposes only and are not to be used or considered 
as an offer or solicitation of an offer to buy or sell securities or other financial instruments. New Constructs has not taken any steps to ensure 

that the securities referred to in this report are suitable for any particular investor and nothing in this report constitutes investment, legal, 
accounting or tax advice. This report includes general information that does not take into account your individual circumstance, financial 
situation or needs, nor does it represent a personal recommendation to you. The investments or services contained or referred to in this report 

may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about any such 
investments or investment services. 

Information and opinions presented in this report have been obtained or derived from sources believed by New Constructs to be reliable, but 

New Constructs makes no representation as to their accuracy, authority, usefulness, reliability, timeliness or completeness. New Constructs 
accepts no liability for loss arising from the use of the information presented in this report, and New Constructs makes no warranty as to results 
that may be obtained from the information presented in this report. Past performance should not be taken as an indication or guarantee of 

future performance, and no representation or warranty, express or implied, is made regarding future performance. Information and opinions 
contained in this report reflect a judgment at its original date of publication by New Constructs and are subject to change without notice. New 
Constructs may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions from, the 

information presented in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared 
them and New Constructs is under no obligation to insure that such other reports are brought to the attention of any recipient of this report.  

New Constructs’ reports are intended for distribution to its professional and institutional investor customers. Recipients who are not 

professionals or institutional investor customers of New Constructs should seek the advice of their independent financial advisor prior to making 
any investment decision or for any necessary explanation of its contents.  

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 

locality, state, country or jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which 
would be subject New Constructs to any registration or licensing requirement within such jurisdiction.  

This report may provide the addresses of websites. Except to the extent to which the report refers to New Constructs own website material, 

New Constructs has not reviewed the linked site and takes no responsibility for the content therein. Such address or hyperlink (including 
addresses or hyperlinks to New Constructs own website material) is provided solely for your convenience and the information and content of 
the linked site do not in any way form part of this report. Accessing such websites or following such hyperlink through this report shall be at 

your own risk.  

All material in this report is the property of, and under copyright, of New Constructs. None of the contents, nor any copy of it, may be altered in 
any way, copied, or distributed or transmitted to any other party without the prior express written consent of New Constructs. All trademarks, 

service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of New Constructs. 

Copyright New Constructs, LLC 2003 through the present date. All rights reserved. 

 

https://www.newconstructs.com/category/dont-take-my-word-for-it/

