
 

August 16, 2017 

  

The APTV Battle Line. Netflix Versus 
Disney S1 E1 

Opportunity Derived from Strategy, Data and Precision  

Richard Tullo 
 

 p. 646 201 2044  Rich.Tullo@gmail..com 
https://tenxresearch.com/  



Forward 

APTV Battle Line is a white paper series discussing media opportunities. To be clear. I have a short position (Puts) 

in Netflix shares and will benefit if the price declines. I intend to hold part if not all the position until the options expire in 

September. On any given day, I have limit orders to expand or cut my position. If the stock declines >10% in the very near-

term readers should assume I will cut my risk by as much as 75%.  While I think Netflix shares decline from these high 

valuation levels, I have the upmost respect for Netflix’s management and the Enterprise’s ability to provide a loved trilling 

service at a price the average person can afford.  

Personally, I do not like short research attempting to impair management or organizations. Managers make decisions for 

many different reasons and there is no computer known to humankind that can predict the future with clarity. I assume 

managers make decision to maximize the benefit to long term stakeholders. However, every decision an enterprise makes 

has risks and rewards. Sometimes even if good research is wrong it has value and contributes to the overall fact set 

available to investors.  

Analysts and Investors are not reporters, we forecast the future based on the facts we have today. In some cases, like a 

Government Bond the fundamentals are known and the cash flows are certain. In the case of a “Steady Eddie” business 

many of the fundamentals are known and the cash flows can be forecasted in a narrow range.  In the case of high growth 

disruptive consumer direct enterprises, all investors can know is these businesses are miss priced -defined as an asset 

with greater or lower risk than its return would imply. These assets can have A) little relative risk and low returns, B) high 

risk and high returns, C) low relative risk and high returns or D) excessive risk and low returns. The challenge is we do not 

know of a Company like Netflix is under or overpriced. Thus, good rational analysts could derive a $300 price target or a 

$60 target and each could have pure and valid reasons for their diverse conclusions.  

The purpose of this white paper and follow on white papers is to provide insights on the APTV Market and the recent 

developments between industry competitors such as The Walt Disney Company, AMC Networks, Time Warner, CBS and 

Netflix which represent different Strategies in the marketing and distribution of APTV content.  

APTV: or AP TV is catch all term TenXResearch uses to describe digital video content distributed as A La Carte OTT, 

SVOD Subscriptions, TVE Aps, Skinny Bundles, AD ONs, Digital Download, and VMPVD services. While HULU TV is 

different than HBO Now the nuance in inconsequential, TV even if it’s an Ap on a Mobile Device is TV to the consumer.  

 

Image Source: CF Institute, The question; given the level of volatility of returns is Netflix less efficient today than 

other investments. If so do investors benefit from the inefficiency?  
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Introduction  

On August 8, 2017 after the market close The Walt Disney Company CEO (DIS, NC) cancelled its deal to provide Disney 

first window exclusive content and movies to Netflix (NFLX UW). CEO Bob Iger’s reason for announcing and pulling its 

content is a planned new service being launched in 2018/19.  

We think it is important to note that the relationship between DIS and NFLX is complex and covers more than the content 

discussed on the earnings call. Several box office franchises are covered by the announcement such as Toy Story, Frozen 

and Lion King. Each of these franchises has generated over $1 billion in aggregate revenue from rights and box office for 

DIS. At the time, the original deal was announced in 2012 the deal covered theatrical movies, direct released movies and 

TV content. Over time the relationship expanded to include more Pixar, Marvel, and LucasFilms content which are also 

controlled by The Walt Disney Company. In addition to the traditional content syndication deals Disney also produces 

Marvel Comics based Original series for Netflix including Luke Cage, Dare Devil, Iron Fist and Jessica Jones. In separate 

agreements, other Disney platforms such as ABC and ESPN also sell content to Netflix in North America and International 

Markets.   

Deal Assumptions 

• Today we assume all theatrical Disney and Pixar content is not available in the first window after December 2018.  

• The NY Post and other media outlets have reported that 30% of Netflix viewership is Disney content. The estimate 

sounds high and with an 80% probability the percentage is likely over 20%.  

• The cancelled content does not include:  Marvel Produced Netflix Originals, Marvel Theatrical Content, ABC, and 

ESPN, and Lucasfilms Theatrical and TV content including live action, animated and documentary content.  

• Netflix and Disney are in negotiations to extend the non-Disney Pixar relationship including the rights for additional 

seasons for Marvel and Lucasfilms content.  

• According to Disney’s SEC filings the total content catalog includes approximately 1,400 active produced and 

acquired titles, including 1,000 live-action titles and 400 animated titles, in the domestic home entertainment 

marketplace and approximately 2,500 active produced and acquired titles, including 1,900 live-action titles and 

600 animated titles, in the international marketplace, roughly 4000 titles. 

• We estimate roughly 90% of the catalog is covered in the Netflix Disney/Pixar deal.  

• According to all AlFlix Netflix had over 8000 movies and shows available to subscribers on the service in 2014, 

today the estimate is roughly 4000.  

• Not all of Disney’s content is on Netflix contemporaneously, we estimate that at any given time 5% to 10% of the 

titles on Netflix are licensed from Disney and a lower percentage is covered under the deal.  

• We assign a 60% probability Disney will seek to cancel Marvel Theatrical Content on Netflix 

• We assign an 80% probability Disney will see to cancel Lucasfilms theatrical content on Netflix.  

• We assign a 20% probability Disney will seek to cancel Marvel Original Series on Netflix.  

• We assign an 80% probability Netflix will seek to cancel first window ABC TV content on Netflix.  

 

So, from our perspective the Netflix deal covers about 400 hours of content, total Disney content (including Marvel 

and Lucasfilms) costs Netflix about $600 million annually. We assume the Disney is “take and pay” and Netflix 

spends between $300 and $400 million annually on the Disney/Pixar deal.  

 

Thus about 10% of Netflix content spend is on Disney content and roughly 8% is on the deal we know is getting 

cancelled.  



Disney Licensing and Netflix  

 

Unless stated otherwise most if not all content in the Netflix deal is second run and covered under the 2nd Run 

example below. If Disney or Netflix also pull Netflix Originals in addition to 2Nd Run Disney Deal content, the 

ramifications make the Disney versus Netflix battle lines more complex.  

 

In a worst case, the lost Disney top line sales from Netflix expands by roughly 50% to about $600 million from $400 

million, Netflix losses rights to content potentially on a global basis. Both Companies would have to write down 

content investments and it is likely Netflix writes down Disney Marvel content if Marvel series are cancelled. Marvel 

has a limited streaming history as compared to the 50-year-old syndicated TV market and given the small sample 

set auditor estimates could be volatile. Netflix has more than 80 licensed Originals, Documentaries and Comedy 

Shows and all could also face expanded scrutiny in a worst case.  

 

 

 

 

 

 

 



 

We do not have specifics on the Disney Deal but we do have estimates.  

 

In 2014, WikiLeaks Twitter Furor was not about Donald Trump and the Russians. It was about North Korea and Sony 

Pictures, like OJ they never found the real hackers to our knowledge. Personally, I believe the Sony hack was initiated by 

two disgruntled SNAP Inc. engineers who were fired weeks before the hack, the reason – one of the oldest, revenge- the 

Sony Pictures CEO has a vested interest in SNAP INC.  

Thousands and thousands of documents were hacked and posted on Wikileaks. Moreover, the hack is searchable if you 

know what you are looking for in the database. When I come across sensitive information or reason to believe systems are 

vulnerable due to this “North Korean” hack I notify the principles and the authorities. I am looking for unique public 

information that can help with investment insights due to the Wikileaks transparency. Note several of the principles in the 

SONY hack do show up in the “Russia Elections Hack” so to speculate: Putin hacked Sony to subvert Seth Rogan’s career 

and put his thumb on the scale for Jonah Hill (Satire). 

What does hacking have to do with Netflix and Disney Content? Available on Wikileaks are Slide Decks used to support 

meetings between SONY executives (who at the time were negotiating a similar output deal as DISNEY with Netflix). In 

the decks Sony and Netflix employ an unnamed sell side analyst/s to model the Disney Deal.  

 

 

 

Source: Sony Pictures  



Sony Hack Slide below:  

Since 2013 Netflix has outperformed internal projections on a subscriber basis but has underperformed the SONY/Netflix 

Model on a pricing basis under some assumptions. Overall, excluding content spending on other deals and Netflix Originals 

Netflix is ahead of the projections below. Including the new spending, high stock price and international, TenXresearch 

thinks Netflix is in a different position (operating from market leadership) than it was in 2013. The financial position at Netflix 

is less risky than Sony Modeled but more complex as the Netflix Balance sheet is at greater scale in 2017 than forecasted. 

In 2013, Netflix’s content spend and liabilities were $600 million and $4 billion respectively versus $6 billion and $16 billion 

today.  

 

Source: Company Reports and Wikileaks 

 

 



Sony’s 2013 opinion of Netflix Disney Risk  

Investors should asses the motives behind Disney cancelling the Netflix deal and the many possible reasons. We rank 

our scenarios from most likely to less likely. 1) Disney seeks to maximize the value of its catalog and following the Bam 

Tech acquisition the content has greater value if Disney goes direct to the consumer. 2) The cable ecosystem has 

collapsed under its own weight and faulty industrial logic. 3) The Golden Age of TV is a bubble. After the burst, movies 

on APTV will have more value per hour than TV Originals thus an output deal structured as a loss leader to sell Originals 

to Netflix makes no sense if Netflix is cancelling expensive Licensed Originals and favoring Netflix Owned content over 

Marvel Content (see MillarWorld transaction) and 5) Its 2017 and now Disney is concerned about getting paid.   

 

Source: Company Reports and Wikileaks 



What is take and pay?  

Take or pay (T/P) covers many media SVOD deals. T/P basically is the business practice of paying a minimum 

guarantee for content which covers a catalog and new titles when they are available. For example, under the old 

STARZ deal with Lucasfilms when The Force Awakens was available STARZ had the option of taking the film and 

paying $19 million (applying the take towards its $230 million annual minimum) or not taking the film and applying 

the minimum to other titles in the catalog. Many variations will apply to a specific agreement but this is a simple 

explanation of how it works.  

 

The CFA says “Under a take or pay contract, the purchaser firm commits to a supplier to buy a minimum quantity 

of an input over a predefined period. In order to properly reflect the nature of these commitments, an analyst should 

compute the present value of these debt obligations, and this value should be added to the Company’s longterm 

assets and debt values to assess the Company’s Debt value” -CFA Institute study materials.  

 

NFLX does not provide a table of its take and pay Disney contracts. However, the Company does provide a table 

of all its deals with Hollywood. I have stated many times in the past Netflix is highly levered owing to its off-model 

content liabilities now at roughly $16 billion total. This liability is the reason why despite a 4x expansion in revenue 

since 2013 Netflix earnings and Free Cash Flow are down.  (Yeah Yeah Yeah they are investing……) 

 

To properly value Netflix we think investors should add back the content liabilities to Enterprise Value treating the 

net liability like debt. Thus, while the NFLX market cap is about $75 Billion its Enterprise Value is $95 billion 

including debt and content liabilities. In other words, an investor cannot and must not simply look at NFLX shares 

and apply a takeover premium to the Market CAP or the Enterprise Value as it is normally defined. The would-be 

acquirer analyzes the off-model liability that is not included in either the EV or MCAP calculation. Thus, a rational 

strategic partner after conducting due diligence will include a portion of the liability when determining the price paid 

for Netflix.   

 

Hypothetically, how a deal may look in the board room:  

 

1. Disney looks to acquire Netflix for $100 billion in January of 2017.  

 

2. The deal valued at price is derived after due diligence. Disney concludes it can pay $100 Billion = $73 

billion (MCAP)+$16 billion (Content)+$4 billion (Debt)-$2 billion (Cash)+$9 billion (Premium).  

 

3. Thus, investors should not 100% expect a $51 premium in a Netflix takeover as the bulls have suggested. 

It is a roughly $20 premium if you fair value the company at $100 billion and include the liability in enterprise 

value according to best practices.  

 

4. If Disney’s valued at price is lower (let’s say $60 billion) shareholders get hurt. The liability is a constant in 

the short term and the impact of the liability on fair value is worse. For example, if Disney values Netflix at 

$60 billion. At a $60 billion deal price DIS pays $93 a share for Netflix in a take under and not $144 dollars 

in the above scenario in January.  

 

 

 

 

 

 



Content Licensing at Netflix Beyond Disney 

 

Recently, Reed Hastings the Netflix CEO said “We have a strong financial position because our debt to market 

cap ratio is favorable.” The statement was both correct and incorrect, linking a company’s financial position with 

its ability to tap equity markets is procyclical, Lehman Brothers operated under similar assumptions.  

 

In a Bull Market when revenue growth is robust Mr. Hastings is correct he can raise equity tomorrow with minimal 

dilution in price or earnings. However, in the long term if revenue flattens or the capital markets are less liquid the 

market may be closed to Netflix. I am not implying the company is doing anything wrong but investors need to fully 

understand a risk that until recently has been over looked in Netflix shares. Mr. JP Morgan once said “Never visit 

your banker with hat in hand.” This is the reason why, levered companies cannot raise capital on good terms when 

they “need” the capital. A metric like a strong Debt to Market Cap only applies if Netflix issues a secondary offering 

soon.  

See Below: According to Netflix:  

 

Basically, what Netflix is saying in the above is it expenses content in two different ways. One way for licensed 

deals and another way for self-produced Originals. The difference is based on who owns the content, how long 

the content is controlled and duration of the cash flows generated by a title.  

 

 



Amortization at Netflix  

 

Most Netflix content is controlled for a period exceeding a year and even when 2nd run contracts expire in many 

cases they are renewed or replaced with deals for Licensed Netflix Originals or cherry-picked content where Netflix 

has more control over the titles in the deal. Generally, since the old Netflix deals were done when Netflix had less 

subscribers new content deals have substantial escalations.  

 

Netflixing: Most users and some investors do not fully appreciate Netflix Content suppliers and assume if they 

never heard of the title it must be a Netflix Original (we call the loss of brand recognition Netflixing and even 

reporters on TV do it all the time).  

 

Netflixing is less prevalent today as compared to 2015 but in TenXresearch channel checks and focus groups 

users will still frequently associate a show such as Under the Dome or New Girl as a Netflix Original. These are 

cases where the content becomes associated with the Netflix brand as opposed to the original broadcaster brand.  

 

In extreme cases, Netflix will overtly revive a popular licensed Original such as Full House or Gilmore Girls to 

capture audience and associate the entire series with the Netflix brand.  

 

 

 

 

 

 



Expense Capitalization at Netflix  

At TenXResearch, we philosophically believe all assets are expenses to be recognized over the long term. For 

example, when Tesla buys aluminum to make its cars it buys a raw material asset and when it manufactures a 

Model S the Company the company moves metal from inventory to cost of goods sold and generates an expense 

plus the associated net income or a loss and cash. When Tesla designs a piece of software (an IP Asset) before 

the model is produced it creates an amortizable asset and when the car goes into production the asset is then 

expensed more aggressively.  

Some TV content is evergreen. For example, when Star Trek was first produced in the 1960’s the cost per episode 

was roughly $125K. About 25 years later at the peak in the syndication market, Star Trek generated about $260K 

per episode even though book value of the assets was nearly zero. Hypothetically, if an episode of Star Trek was 

sold every year in syndication for $100K the life time revenue of Star Trek’s 72 episodes in the syndication market 

is $2.8 billion. The cost to produce the 72 episodes which generated the $2.8 billion -approximately $9m. For every 

Star Trek there are dozens of Originals like “The Partners” the show that replaced Star Trek in 1971. (Some people 

reading this report have parents born around 1971 and Star Trek still makes money).  

The decision to amortize content on a straight line or accelerated basis is not really a concern to investors today. 

In this new APTV world if amortization was very conservative then we would argue the EPS, EBITDA and FCF 

would not be exactly equal but in the same ballpark reflecting what Netflix calls contribution margin which 

apparently does not contribute much to Netflix earnings or FCF.  

 

 

 

Source: TenXResearch.com and Company Reports  

Rich Tullo wrote this and I copied this and plagiarized  
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Investor questions about straight line (less conservative and less tax efficient) and accelerated (more tax efficient 

and conservative) should be secondary. The primary question should be about duration or the period in which 

content is being amortized. In an environment when the consumer manages her TV schedule and may binge watch 

4 seasons (4 years’ worth of content in the linear world) in a month duration matters because the subscriber is 

consuming a cost of goods sold. Several factors are not discussed when it concerns Netflix’s Content expenditures 

and capitalizations. Among the factors are churn, and viewership and Netflix does not provide data but if it 

amortizes the assets and the consumption pattern is accelerated Netflix may have to adjust its footnotes and 

financial statements. Consumption versus the linear model goes from years to days. Based on churn, the 

amortization needs to be accelerated from years to days to match consumption if the Content is not evergreen in 

on the self-scheduled APTV platform.  

 

If the consumer is not churning out of the Netflix service or if the churned subscribers are replaced by net new 

cohort subs then the growth of Netflix Content costs in the near term are matching duration with usage growth. 

However, if the subs churn out or if net additions flatten then the liability and the amortization come into play. The 

logic is if Netflix does not have to replace the $5 billion in content assets and can match the viewers to the life of 

the assets. Netflix will be fine and generate EPS, EBITDA and FCF if subs in the US grow.  

 

However, if Netflix over bought and is amortizing costs over 4 years that should be expensed over fewer quarters 

then Netflix’s current FCF, and EBITDA reflect Netflix’s long term financial model and losses are secular. In other 

words, the Netflix Income statement is attractive and Cash Flow Statement Netflix is a disaster. In the first scenario 

Netflix is buying ever green assets and in the second scenario Netflix is expensing short term costs like long term 

assets, the liability builds and Enterprise value is transferred from the equity to holder to the debt or liability holders 

as Netflix needs liquidity to pay its bills.  

 

If investors believe Netflix Content expenses are not evergreen then investors need to model Netflix using a cost 

waterfall cohort model and not a leverage model. The use of leverage models is one reason why analysts said in 

2013 Netflix would make approximately $2.50 to $3.00 a share in 2017 yet TTM earnings are $0.99 per share 

despite 10 million more US Subs and 50 million more international subs then most analysts modeled in 2013. So 

far there is no leverage in the Netflix Model and a rational investor could argue the model is past the point of 

economies of scale.  

     

    

 

Source: TenXResearch.com and Company Reports  

*FCF is a Company defined measure  

TenXResearch calculates EBITDA as Operating Income excluding net additions to streaming content 

assets, Interest and Tax expenses.  

Operating Income $384,749

+Content Purchases (5,013,087)                 

+Content Amortization 2,856,477                   

EBITDA (1,771,861)                 

EBITDA Per Share ($3.97)

FCF Per Share* (1,030,967)                 

FCF per share ($2.31)

EPS $0.55

*Company Measure 

1H17A



Over a Barrel versus an Operating Leverage Gold Mine  

Today Netflix is at an inflection point. Either Netflix cuts costs, generates followup hits to House of Cards, Orange is the 

New Black, and Narcos or the $10 billion they spent over the last few years is a sunk cost going over Niagara Falls.  In a 

best-case scenario pulling the Disney Deal saves Netflix about $400 million annually or roughly $1 million per programming 

hour. Replacing the hours will not be cheap, $1 million for Disney content compares to $8 million spent on Sense8, $13 

million spent on The Crown and $6 million spent on Orange is the New Black per programming hour. This comparison is 

one reason why we like CBS and its strategy. https://www.cnbc.com/video/2017/08/07/cbs-beat-revenues-but-still-flat-

point-views-david-dietze.html 

If Netflix has modeled a conservative case scenario the Disney Deal when the cancellation is recognized should reduce 

the content liability to by $1.2 to $1.8 billion or a little over 10%. Replacing the content is a big wildcard. Disney content is 

a known element in the syndication market but new Netflix Originals even with Netflix’s big data advantage are no 

guarantee of success. Netflix may have to spend $2 to $4 billion annually to replace the viewed programming hours it lost 

owing to Disney. The opportunity for Netflix is getting by without spending the savings. If Netflix’s current catalog, 

supplemented by new follow on programming, does better than cancelled Originals like Sense 8 or Bloodline Netflix has a 

shot and the content budget is being spent on evergreen assets. If the hit ratio does not improve Netflix fails.  

 

 

 

 

 

https://www.cnbc.com/video/2017/08/07/cbs-beat-revenues-but-still-flat-point-views-david-dietze.html
https://www.cnbc.com/video/2017/08/07/cbs-beat-revenues-but-still-flat-point-views-david-dietze.html


Netflix and its Direct to Consumer Mojo?  

I have said this before and I will say it again, Netflix is one of the best brands ever to advertise and market. The Company is on track to do $11 billion 

in revenue in 2017. The Company sells subscriptions on the Internet when its major competition is Broadcast TV, Ad Supported You Tube, Bundled 

Amazon Prime, Piracy, and sleep (if you thought Reed Hastings’s was serious and is really that arrogant).  

We recently conducted a survey of enterprises in the US that have built direct to the consumer models. Like FAANG companies CRI firms sell direct 

to the consumer, embrace hug technology and have outperformed the stock market and their distributed peers by over 300%. The Index we 

constructed excludes APPLE, and Alphabet but includes old economy businesses that sell Pizza, Cars and Live Events but use technology to build 

B to C relationships in an Bought, Earned and Owned marketing business model.  

 

In the chart above we plotted the relative performance of the S&P 500 and our CRI index which is comprised of Facebook (FB), Netflix (NFLX), Criteo 

(CRTO), Tesla (TSLA), Dominos Pizza (DPX), Live Nation (LYV) and Amazon (AMZN). The performance of equities has trended higher since 2012 

however the CRI began to significantly outperform the S&P 500 in 1Q15. One catalyst for the greater price CRI momentum could be the availibility of 

broad band internet access.Broadband and Mobile Internet speads brought better consumer experiences for On Demand Media, Social Networks 

and eCommerce.  

 

In the 5 Year Period, beginning in May of 2012 the CRI index outperformed the S&P 500 by roughly 335%. A proportion of the CRI rally may be due 

to the “Trump Rally” we think the rally provided momentum to an existing trend as the index was up 238% pre Trump.   
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CRI enterprises are focused on using technology to serve their customers and this focus is valued on the C Suite and Board Level. Sure AMAZON, 

and Facebook are perhaps easy examples because these enterprises are defined by their direct link to the market. Others such as Netflix, Tesla or 

Live Nation could have gone the easy route and inked distribution deals. Surely, GM would like to distribute Tesla Cars, surely LYV could have ceded 

the secondary ticket market to PayPal’s Stub hub, and surely Netflix could be just another SVOD service on Comcast with 60% 40% economics.  

 

However, management and the boards at these companies have decided to sacrifice near term revenue and earnings for longer term revenue growth 

based on the unique experiences they provide. Executives at these firms in contrast to their DRI (Distributed Relationship Index) peers are 

compensated based on metrics such as GRUs, Subscription Sales and Ad unit performance. DRI executives are compensated on measures more 

loosely linked to the consumer and markets such as TV Affiliate Fees, Upfront Ad Revenue, Vehicles sold to dealers. The difference is subtle but 

critical.  

 

When we contrast Sony and Netflix Sony is making its decisions on what Netflix and not necessarily by Sony’s relationship with movie goers or TV 

audience. As a result, Sony’s is to a degree separated from the market and the viewers. Can Sony change its strategic fundamentals with the VUE 

TV App, it is possible but the board must compensate management for VUE growth and underweight the compensation value of Sony Pictures and 

Sony TV Production. If there is no change in the status quo management will over allocate resources to the old business model compensating the C 

Suite and VUE will not develop the consumer branding and mind share it needs to dominate the market in an Amazon or Netflix way.  

 

 

 

Source: Sony Entertainment  

 

If Sony was dedicated building relationships with the consumer and had the resources and contractual flexibility (which frankly they may not) they 

should pull OTT and VOD distribution of is content and make it exclusive to VUE. You do not see Netflix in North America distributing House of 

Cards, or Orange is the New Black to HULU? (This was Originally published on June 8, 2017, does it not sound 

like the Disney Announcement?) 

 

 

 

 

 

 

 

 

 



Netflix is now starting to deviate from its CRI Model  

TenxResearch observes tactical decisions at Netflix which off its laser focus CRI discipline. 

• Netflix cancelled Sense8 a socially relevant super hero Original after 2 seasons  

• Netflix cancelled Bloodline after 3 seasons (Produced by Sony) 

• Netflix cancelled Marco Polo after 2 seasons (Produced by The Weinstein Company) 

• Netflix cancelled The Get Down after 1 season (Produced by Sony) 

• Netflix cancelled Longmier after 2 seasons on Netflix (Produced by TWX) 

• Netflix ceded distribution in China to TenCent, to date no additional shows have made it past Chinese censors and some shows were 

pulled.  

• Netflix is distributed in the EU by Altice and Cannel.  

• Netflix in the US has entered into agreements with Comcast, Verizon, and Altice. Terms are not disclosed.  

• Not working with Disney or any other Content company to sell add ones to Netflix.  

TenXResearch thinks cost and viewability were the major factors in the Marco Polo and Get Down cancellations. Marco Polo cost about $11 million 

per episode and the sex and violence depicted in the Marco Polo is taboo in some International Target markets but that did not hurt viewership. The 

Get Down cost about $16 million per episode and just did not create the social phenomena Netflix expected. Based on our Google trends analysis 

Bloodline and Sense8 while not house names like House of Cards or Narcos carried audience.  

I think investors should view the cancellations as change in strategy from expensive Licensed Originals to cheaper self-produced content. The problem 

is some of these shows had loyal audience which when aggregated held Netflix churn low. If Netflix replaces the cancelled with more shows like 

Stranger Things and Stranger Things holds it sophomore season audience then Netflix will be better than ok. But if not, Netflix has a content, business 

model and balance sheet problem.  

Netflix does not provide user metrics but for years I have compared Netflix programing to other TV events and have extrapolated intent to view from 

Google Trends and Twitter Trends Data. The idea is if something like the NBA finals has Google Search Footprint and House of Cards is also trending 

at the same time viewer ship can be extrapolated. The Google Trends comparison could provide an estimate of the Netflix views if an estimate of the 

NBA views is accurate and correlated. Is it perfect? no, but the extrapolation has been validated in the past.  

Thus, I am 80% confident the extrapolation will yield an estimate for Netflix views +/- 2 million, which is a more accurate data point than the one 

provided by Ted Sarandos. Ted said “Sense 8 was not watched and expensive in 2017 ...it was mind blowing and International in 2015 and was the 

best 4 hours of anything we have done” (he said).  

 

Source: The Hollywood Reporter 



Netflix Viewership 

 

Based on the Google Trends, I suspect Netflix has roughly 6 million unique viewers in the US for House of Cards as compared to 30 million for the 

NBA finals. This audience has grown by roughly 100% since S1E1 when I estimated the show had 2.5 million unique fans. I would also suggest that 

Kevin Spacey needs to put Donald Trump on his Christmas card list because based on Google Trends the House of Cards benefitted big league from 

Trump’s Palace intrigues, IMHO. (I digress, that is in another Trend Chart not published here)Rich Tullo wrote this and I copied this and plagiarized  

 

 

Source: Google Trends and TenXResearch  

Viewing is now an important metric for NFLX. Netflix may now need to write down content as Netflix is capitalizing content. Under capitalizing and 

expense rules, if shows are cancelled after 2 or 3 years and they are not well viewed the accountants will make Netflix expense the shows more 

conservatively to better match the expense and timing of revenue. The write down is also more likely if Netflix is amortizing the shows over a 4 to 6-

year period.  

Any content company cannot expense as if the Original is going to last 5 years and get 10 million viewers if it is cancelled after 3 years and gets 3 

only million viewers. Moreover, while a write down is noncash, Netflix would certainly have fewer assets, and less equity to support the debt needed 

to fund remainder of its $16 billion liability. A Company burning cash and taking on liabilities to fund future earnings and FCF is undermined by a write 

down as the asset is marked down because the Cash Flows did not pass the accounting means test.  



House of Cards Clearly outperforms; Netflix’s Fallen Stars seem popular 
according to Google Trends.  
 

As compared to HL and HOC: Sense8, The Get Down, and Marco Polo, three notable cancelled Netflix Shows, appear to have Google Trends in the 

same ballpark as House of Cards and likely similar viewership. Since HOC is cheaper to produce than some of the cancellations and a key Netflix 

tentpole the show was not cancelled.  

However, if the Netflix model is based on retaining HOC and Orange is the New Black viewers throughout the year, Netflix is going to need to find 

another way to combat churn and retain subscribers. Maybe the new content is movies but so far Netflix does not have a runaway movie hit that 

compares to House of Cards, or Orange is the New Black. 

In the case study below we used Showtime’s Homeland as a bellwether to compare Netflix content.  
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On Average  

When we look at the average Google Trends Worldwide of the Netflix programing sample HOC lags the cancelled Originals comparison set. Sense8 

and Marco Polo had global Google trends which are roughly double HOC. One explanation for the difference is the cancelled Originals were at some 

point more popular than HOC but are not more popular today. 

 

Source: Google Trends and TenXResearch  

There is more to statistics than an average.  

The goal of good content is to retain audiences and limit subscription cancellations.  The Standard Deviation may be a good measure of retention for 

an Original. Netflix, owing to its business model, must essentially renew its subscriber base each month. If Netflix provides popular content every 

month retention is an easier as compared to blowing up the Internet every month with a spectacular premier. HOC may be less popular at times as 

compared to the cancelled Netflix shows. However, over time HOC has fewer ups and downs as exemplified by the lower standard deviation on 

Google Trends. Thus, the HOC audience is more bankable than The Get Down or even Homeland due to the low average variance. 

 



Conclusion  
 
When compared to Netflix’s CRI peers and the S&P 500 the Company is overpriced using several metrics.  

• On Price to Sales it is trading at a premium to the peer group 7.6x vs. 5.6x and roughly 2.4x for the S&P 500.  

• On EV to EBITDA even with the over statement it trades 112x TTM versus 50x to the peer group and 12x for the S&P 500 

• We also note owing to the off-model nature of Netflix’s content liability many Netflix Balance sheet and operating ratios are over stated if 

the business slows.  

• Excluding the content liability Netflix Debt to EBITDA ratio is 5.2x functionally its higher but they have favorable working capital.  

• Bears should view the company as having downside to the low 100’s in the short term if the Disney deal is a harbinger and bulls should 

view Netflix upside capped at $200 as Netflix has to spend more to offset the Disney Deal Loss as we defined it. 

• And we did not even discuss increased competition.   

 

 



 

Full Disclosure 

Investors should assume the author has a trading interest in any of the enterprises noted in this report and investors should not use the findings in 

this report as the sole basis for an investment decision. Readers should not view any of the views in this report as a buy sell recommendation.  

This report is Copy Righted in 2017 and any publishing analyst, associate buyside analyst or investment banker plagiarizing this work may be subject 

to State and Federal prosecution. Also, be aware this report contains encrypted watermarks and copying parts or the whole of this document can be 

verified. TenXresearch provides this work to invest to in the potential expand everyone’s opportunity. We will make mistakes and hopefully we will 

have great success, we only ask for professionalism and not to present our ideas as your own in return.  

I have made no fees and provide no representations or warranties for the information in this report.  

 

 

 

 

 

 

 


