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Peloton’s Business Model

Peloton is a leading connected fitness company that combines hardware, software, and content to
deliver a unique at-home workout experience. Its business model focuses on selling high-end
fitness equipment, like the Peloton Bike and Tread, paired with a $39/month subscription for live
and on-demand classes. This integrated approach drives strong user engagement, customer
loyalty, and recurring revenue. The company also offers a digital app for non-equipment users,
broadening its reach to build a community..

However, high customer acquisition costs (~$1,100 per subscriber) and premium pricing limit its
market to affluent customers. While Peloton’s churn is currently low, there is concern that churn
could rise as initial contracts from early adopters expire and lower-cost competitors emerge,
posing challenges to scaling and long-term growth.

Peloton’s Subscribers Projections

Our team conducted projections on Peloton’s subscriber and revenue growth and performed a
7-year DCF on Peloton stock’s fair value. Based on its historical performance with a churn rate
of 7.5%, Peloton is expected to have 7,030,000 subscribers by November 8, 2026. Based on
analyst expectations with a churn rate of 18%, Peloton is expected to have 5,624,000 subscribers
by November 8, 2026 (see Exhibit 1).

DCF Valuations of Peloton

Using the ‘Historical Performance’ metrics, the equity value per share for PTON is $35.6 (see
Exhibit 2a & 2b).

Using the “Analyst Expectations” metrics, the equity value per share for PTON is $26.3 (see
Exhibit 3a & 3b).



Peloton’s Current Stock Market Valuation

Our analysis implies that PTON’s current stock market valuation is undervalued. With an
expected share price of $35.60 extracted from historical performance and a share price of $26.30
based on analyst expectations, the current share price of $23.46 is a buy. Currently, if our
analyst’s conservative expectations are correct, purchasing the stock now could result in a gain of
12.1%. On the other hand, if the stock grows according to its historical pattern, analysts predict a
gain of 51.2%.

Subscriber Cancellations

Subscriber cancellations pose the largest risk when it comes to projection of revenues.
Historically, Peloton experienced a 7.5% churn rate, while our analysts bumped expected
cancellations to 18%. Based on analyst expectations, we should expect nearly every 1 in 5
subscribers to cancel their subscriptions. However, even with this conservative subscription
cancellation rate, our target stock price is $26.30, which is still a 12.1% gain on its current share
price. Although subscriber cancellations are Pelaton’s largest threat to their revenues, our
analysts predict that the current share price of $23.46 is still undervalued. Our analysts
recommend that Knox invest in PTON at its current share price of $23.46, with a target sell price
of $26.30. In conclusion, even with a conservative churn rate of 18%, Peloton is still a profitable
investment.



Appendix

Exhibit 1. Peloton’s Subscribers Projections



Exhibit 2a. Revenue Build Projections using “Historical Performance” Metrics

Exhibit 2b. DCF Valuations using “Historical Performance” Metrics



Exhibit 3a. Revenue Build Projections using “Analyst Projections” Metrics

Exhibit 3b. DCF Valuations using “Analyst Projections” Metrics


