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DALALBYTES RESEARCH · FIVE-PILLAR ANALYSIS · NASDAQ: NFLX

Netflix, Inc.
Five-Pillar Analysis: Four Pass, One
Partial

Sunrise, Moat, Iron Fortress, and Free Cash Flow pass. Leadership grades partial

after the October 2026 advertising guide cut. Score 72/100, Positive.

OCTOBER 30, 2026

Reference price $62.05 (NASDAQ close, October 29, 2026). Companion to the Netflix investment report of the same

date. Educational purposes only, not financial advice.
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1   THE SCORECARD

Strong fit: 4 of 5 pillars pass, 1 partial. Score 72/100, Positive.

PASS

Sunrise, Moat, Iron Fortress, Free
Cash Flow

PARTIAL

Leadership

72/100

Overall DalalBytes score

What would change the score. The score rises if the 2027 guide puts advertising back on the original

doubling path with revenue growth at or above 12%, and it falls if revenue growth slips under 10% or the

advertising guide is cut a second time.

Pillar Grade One-line evidence

1. Sunrise industry PASS
Premium streaming and TV advertising pools still

grow while linear shrinks

2. Leadership PARTIAL
Guides beaten on revenue and margin, cut once on

advertising

3. Moat PASS
More than 325M paid memberships at the last

disclosure, pricing power, and a self funding content
machine

4. Iron Fortress PASS
Net debt of $6.9B, about 0.43 times guided

operating income

5. Free Cash Flow PASS $9.46B in 2025 and a guide of about $12B for 2026

The one partial sits on the newest promise. Netflix kept every guide it set on revenue and margin for two

years, then cut the advertising guide in October 2026, on the leg that is supposed to carry the next decade of

growth. The four passes sit on older, harder evidence: a rising profit pool, a moat measured in retention, a

balance sheet the Warner deal never touched, and a cash conversion rate no rival in media matches.

2   PILLAR 1, SUNRISE: PASS

The sunrise test asks if the industries are rising. Premium streaming and connected TV advertising both are,

even as the television hour itself stops growing.

• Netflix revenue grew 13.7% in the first nine months of 2026, computed from the shareholder letters.

• Advertising revenue more than doubled in 2025 to just above $1.5B. The ad pool is the fastest growing

major line in media.
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• Streaming took 49.6% of US TV time in Nielsen's August 2026 Gauge, and the share keeps moving from

linear to streaming.

• Live events opened a new category in two years: WWE weekly, NFL Christmas games, MLB from 2026,

and the FIFA Women's World Cup in 2027.

The counter-evidence is real, and it does not break the grade:

• US TV time is a fixed pie. YouTube holds 15.8% of it and Netflix 7.7%.

• Engagement hours grew only 2% in H1 2026, to more than 97B. The pool grows by monetization now, not

by new hours.

• A sunrise profit pool can still consolidate into fewer hands, as the Skydance deal showed.

The pillar grades the industry, not the entrant. The profit pool is rising and shifting toward the formats Netflix

sells. Pass.

3   PILLAR 2, LEADERSHIP: PARTIAL

The leadership test is simple: did they do what they said, in order, on dates. On the two primary promises,

revenue and margin, the record across 2025 and 2026 is met or beaten, quarter after quarter. On the newest

promise, advertising, it broke in October 2026.

What landed:

• FY2025 revenue. Guided at $43.5B to $44.5B in January 2025. Delivered $45.18B.

• FY2025 margin. Guided at 29%. Delivered 29.5%.

• FY2026 margin. Guided at 31.5% in January 2026. Held in every letter since, while growth slowed.

• Quarterly guides. Q2 and Q3 2026 operating margins both beat the company's own forecasts.

• The Warner test. Held the $27.75 price against a $31.00 rival bid, walked away on February 26, 2026,

and collected the $2.8B fee with no debt drawn.

• Capital returns. A $25B buyback authorization added in April 2026 and a record $4.8B repurchased in

Q3 2026.

What broke:

• The ads guide. Roughly $3B for 2026 became about $2.7B in the Q3 2026 letter, blamed on rollout pace

and partner integrations.

• The content chair. Bela Bajaria departed in October 2026. Peter Rice took the chair on October 26,

2026, and the film chief was dismissed days later. The rebuild is fast, and the film slate is Rice's on an

interim basis.

• The cost line. About 1,000 roles were cut in October 2026, with severance charged into the Q4 margin

guide.

• The founder transition. Reed Hastings left the board in June 2026. It reads as planned succession, and

it still removes the founder from the room.
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The verdict on the pillar:

• Delivery on the core business is excellent.

• The one broken promise sits on the growth leg the valuation leans on.

• Partial is the honest grade. It rises if the 2027 ads guide is set credibly and met.

4   PILLAR 3, MOAT: PASS

The moat is a conversion machine, not a library. Netflix spends on content at a guided

cash-spend-to-amortization ratio of roughly 1.1x and converts it into more than 97B hours of viewing per half

year, then converts the viewing into price increases that members accept. The proof of the moat is not the

catalog, which Skydance just showed can be bought. The proof is churn: after the January 2025 and March

2026 US price steps, churn improved year over year in 2026, per the shareholder letters. A service that can

raise price and keep its members has the only moat that matters in subscription media.

Scale compounds the defense in ways a challenger cannot rent. Viewing data from more than 190 countries

trains the recommendation system, so local content in Korea or Spain becomes an asset to the entire base.

The amortization curve makes the back catalog cheaper every quarter it keeps drawing hours. The

advertising tier now plugs into the same machine, selling attention the subscription built, and live events give

members a weekly reason not to cancel. A rival must beat the content, the data, the distribution, and the price

ladder at the same time, while funding losses Netflix does not have.

The limits are stated plainly. YouTube holds twice Netflix's share of US TV time with a revenue-share cost

model instead of fixed slates, and it owns the younger viewer. Engagement hours grew only 2% in H1 2026,

so the attention pool is nearly flat even if the profit pool is not. Skydance now holds a comparable library plus

HBO's prestige slate. None of that has yet touched the metric the moat protects, which is retention at rising

prices. Pass.

5   PILLAR 4, IRON FORTRESS: PASS

The fortress test asks if the balance sheet can take a hit. This one already took the test in public: a $59B

bridge was arranged for the Warner deal, amended twice, and terminated undrawn, and the balance sheet

that remains is the ordinary one.

• Gross debt at September 30, 2026 was $15,132M, which the Q3 letter rounds to $15.3B. Cash was

$8,194.3M. Net debt is $6,937.7M.

• Net debt is about 0.43 times guided FY2026 operating income of about $16.1B.

• Moody's affirmed the A3 rating in December 2025, in the middle of the deal process.

• Current debt is only $677.5M. There is no maturity wall in the filings.

• Every Warner facility terminated on February 27, 2026 with nothing drawn.

The caveats, stated fairly:
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• Book equity is $29,286M after buybacks are charged against it. Treasury stock at cost stands at

$(33,233)M. The line is, arithmetically, an artifact of the repurchase program.

• The slate is a real commitment. Current content liabilities of about $3.0B sit inside payables, and content

cash spend runs at a guided cash-to-amortization ratio of roughly 1.1x.

• A future mega-deal would again be debt funded from this standing start, as the bridge showed.

The grade:

• A fortress does not need book equity to look pretty. It needs debt it can service in a bad year, and $6.9B

of net debt against about $16.1B of guided operating income clears that bar with room.

• The pillar grades the balance sheet as filed, not as contemplated during the deal.

• Pass.

6   PILLAR 5, FREE CASH FLOW: PASS

The cash test asks if the business funds itself. Netflix funds itself, its content slate, and a record buyback at

the same time.

• Free cash flow was $6,925M in FY2023, $6,922M in FY2024, and $9,461M in FY2025. The FY2023

figure rests on XBRL aggregation and carries lower confidence than the later years.

• FY2025 free cash flow converted at about 71% of operating income.

• The FY2026 guide is about $12B, after a $0.5B trim for a real estate closing.

• Capex is almost nothing by media standards, $688M in FY2025 against $10,149M of operating cash flow.

The asset is content, and its cost runs through amortization, not plant.

• Buybacks are funded from free cash flow. FY2025 repurchases of $9,127.2M sat just inside the year's

$9,461M of free cash flow, and the first nine months of 2026 ran to $10,781.7M, including a record

$4,796.7M in Q3.

The caveats:

• Q1 2026 free cash flow of $5.1B, as the company presented it, includes the $2.8B termination fee receipt.

The underlying quarterly run rate is $2.7B to $2.9B.

• Content cash spend is a fixed appetite at a guided ratio of roughly 1.1x amortization. A weak slate would

pressure conversion with a lag, through the amortization curve.

• The real estate trim shows the guide can move $0.5B on a single transaction. It was disclosed in plain

language, which is the right way for a guide to move.

The grade:

• The business converts profit to cash at a rate no other major media company matches, and guides to

more of it.

• Pass.
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7   WHAT WOULD CHANGE THE GRADES

Pillar Upgrade trigger Downgrade trigger

Sunrise
Industry growth re-accelerates as live

and ads scale
US engagement falls outright for a full

year

Leadership
The 2027 ads guide is set credibly and

met
A second ads guide cut or a revenue

guide miss

Moat
Another price step lands with churn still

improving
Churn rises after a price step, or TV

share falls under 8%

Iron Fortress Net debt falls toward zero after buybacks A new debt funded deal above $20B

Free Cash Flow
A FY2027 free cash flow guide above

$14B
Conversion under 55% of operating

income

The five-pillar read and the report verdict agree. Netflix passes the four structural tests on filed evidence, and

takes a partial on the one test that grades promises, because the promise that broke is the growth story itself.

The business is stronger than the stock's year suggests. The grade path now runs through a single

document: the 2027 guidance in the January letter. Score 72/100, Positive.

8   DISCLOSURES

• This analysis is research and opinion.

• It is not investment advice.

• DalalBytes Research. For educational purposes only. Not investment advice.

• Numbers come from company filings, shareholder letters, Nielsen publications, and named press reports.

• The author holds no position in Netflix at the time of publication.


