
Duolingo (NASDAQ: DUOL)
On the Horizon to Experience Exponential Growth

BUY
Target Price: $181.59
Last Close: $147.20
Potential Upside: 23.33%
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TDM should Incorporate Duolingo into their Portfolio
Executive Summary

Investment Recommendation

Industry Overview

Business Overview

Investment Thesis

Valuation

Risks and Mitigation

A buy recommendation with $181.59 target price, potential upside of 23.33% and 32% IRR

Significant Historical growth and Barriers to Entry within Digital Learning Industry that Duolingo Benefits From

Duolingo is a High Growth Company with a Diverse App Range and Revenue Streams

Competitive advantage enables user 
base expansion and retention

Margin growth from monetisation of 
Duolingo maths, music and max

Revenue growth from increased 
international opportunities

Blended Valuation and IRR supports a 
buy recommendation

Assumptions include increased 
revenue from users, subscriptions, 

tests and decreased costs

Bullish scenario analysis and 
sensitivity supports a buy

Cyclical Competition Cybersecurity
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We've Considered Growth and Competition in Digital Language Learning
Industry Overview

13.45%

E-learning CAGR 
2020-2023

English digital language 
learning CAGR 

2023-2030 

21.98%17.54%

Digital Language 
Learning CAGR 

2023-2030 

Competitive landscape

Duolingo's 64% market share 
highlight its strong brand reputation 
within digital language learning

Highly fragmented market with many 
significant competitors. Duolingo is the 
exception

Competitors

Remote Learning

Duolingo Market Share

Online Certifications

AI LLM development

Global E-learning Industry Size
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Mobile-first experience

Growth Drivers
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Duolingo is a High Growth Stock with a Multi-subject Gamified Offering
Business Overview

Duolingo's Key 
Metrics

500m +
Downloads

40.2m
Active Users

$369.5m
Revenue

Duolingo Apps

Duolingo's Revenue Streams
Language Maths Literacy Music

Subscriptions Advertising

English Tests Other

74.02% 12.11%

8.86% 5.02%

Users on subscription plans In-app advertisements

Digital English Testing In-app Purchases

Duolingo considered a 
'COVID winner' as 
user base skyrocketed

Duolingo Share Price
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+95%
Share Price 

Growth

1-year
Share Price 

History

Duolingo operates on a freemium model to offer highly-accessible online education to users on their mobile devices

18-34 24% 22%
Forms 54% 
of their user 

base

Duolingo 
users focus 
on English 

lessons

Duolingo users 
are in the US, 
their largest 
geographic 

region
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 Counter 
positioning

      Network
      Economics

Cornered 
Resource

     Switching
 Costs

     Process 
     Power

Duolingo’s competitive advantage positions for top-line growth
Investment Thesis 1

Hamilton Helmer's 7 Power Framework

With the industry’s high forecasted growth and inflow of new learners, 
Duolingo's branding and dominant market-reach allows for optimal capture 
of this growth, increasing their user base and gross revenue

      Branding
  Scale 

  Economies

User RetentionNew User Growth

With Duolingo's network economics, new users gained in growth will be 
retained through integration into Duolingo’s community, improving 
customer life-time value, conversion rates and total gross revenue

In-game community functions for collaboration

Community created lessons 

Strong branding enforced through daring social-media tactics led to 
market-wide recognition and a large increase in new subscribers

Established consumer trust with commitment to free high-quality education

2.0%
CURR growth 
month over 
month

55%
DAURR 2023

4.5x
CURR Growth
2018 - 2022

Network Economics

1

2

74.1m
Monthly active 
users; 50% YoY 

growth

21.4m
Daily active 

users, 62% YoY 
growth

Number of Paid Subscribers

M
ill
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ns

M
ill
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ns

TikTok Followers
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Multi-subject experience drives expansion into education-technology firm
Investment Thesis 2 (A)

Expansion into primary education

Large market for adults who want to ‘stay sharp’

Subject expansion leads to a larger user pool – Duolingo Maths

Accessibility

~3.6 million students do 
not have access to 
music education

Upcoming Duolingo Music taps into a large market 

Language, mathematics, music will converge in a centralised learning 
platform with high scalability, pushing Duolingo towards an 

education-technology firm. 

300,000 iOS downloads August 2023

Source: KPMG, 2023

Career Paths

35% of UK adults 
in a study believe 

that they would be 
unlikely to take on 
a role if it required 
using numbers and 

data

Career Paths

20% believe their 
lack of numeracy 
confidence has 
affected career 

choices and 
impacted their 

earnings

Platform

28% want to 
improve their 

skills, but admitted 
they are uncertain 
about where and 

how to start 

Monetisation

Paid subscription 
penetration is 
easier for an older 
market. 

Projected to reach 
product-market fit 
in 2024.

• US NEAP numeracy results have been the lowest since 1990.

• ~1800 US schools actively integrate Duolingo into their learning

• Estimated 40% of US schools interact with Duolingo either in 
class or through individual students

Price

Private lessons cost up 
to $400

Potential

Online music education 
market to generate 

revenue of $829.15 million 
by 2031

93%
Of adults in USA experience 
math anxiety in some form

Top 25
Of education apps 

in UK, with 
Duolingo at #1

Top 40
Of education apps 

in Canada, with 
Duolingo at #1
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Duolingo Max tier and investments into AI allows for margin growth
Investment Thesis 2 (B)

Investment into AI boosts engagement

At the forefront of a changing global learning environment, 
AI is becoming a massive tailwind for Duolingo. 

New subscription tier drives revenue growth AI allows for cost-base reduction

1
Using the newest technology to drive learning quality

• Duolingo Max uses OpenAI's GPT-4 for AI-powered responses and 
lessons, making it competitive with real 1-1 human tutors.

Duolingo

Duolingo Super

Duolingo Max

1

2

3

12.34%
2024 EBIT 
margin*

23.57%
2025 EBIT 
margin*

Free

US 6.99

US 29.99

2

Lower costs and increase scalability

• R&D investments into AI improve the speed of content creation. 
Language learning model costs are expected to decrease, allowing 
DUOL to reap higher margins.

3
‘Birdbrain’ AI analyses user’s learning journey for personalisation

• With ~1.2b exercises completed daily, DUOL has the world’s largest 
learning dataset, which is fed into ML algorithms to improve teaching

Structurally suited to 
benefit from generative 

AI, translating into higher 
profitability in the 

long-term

Continual In-house AI development

More active user engagement

Higher chance of paid conversion
*Forecasted using Horizon Capital financial model

x

x

A small conversion percentage translates to high returns

52.8% conversion rate from free to paying users on Android
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Paid subscription and DET growth is driven by macroeconomic trends
Investment Thesis 3

Global demand for travel post-COVID

49% US consumers are expected to have 
travelled more in 2023

Global Air Passenger Forecast (Billions)

Source: IATA, 2023

13% of users use Duolingo Primarily For Travel Opportunity to 
capture testing 
market share 

through 
accessibility, 

thereby 
increasing sales

4500
Universities accept DET 

Certification globally

63%
English Test Revenue 

Growth 2022

$59
For DET, no additional 

costs for sending results

$200
For TOEFL, additional 

$20 for sending results

Duolingo English Test (DET) Certification

% of new users with ’Travel’ as primary 
motivation

Are x

2b
Forecasted air 

passenger increase 
for

2023-2030

85%
U.S believe 

learning a new 
language 

improves travel
50%

Higher Duolingo usage rate after travelling

Increase of new users in the UK, Germany, 
US with ‘travel’ as the primary motivation

1st

Demand for English increased due to macroeconomic tailwinds

3rd 18%

India ranks #1 in 
Duolingo English 

learners

UK ranks #3 in 
Duolingo English 

learners

Foreign-born workers 
in the UK make up 18% 

of workforce

22%

English language 
CAGR

India is now the top country for DET takers, overtaking China. There is more 
than a 75% YoY increase in Indian students certifying their English proficiency.
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Led by experienced individuals and viewed positively internally
Management and Culture

Management Analysis Duolingo's workplace has been rated positively

1.52%
Insider Ownership

45%
Independent Directors

Duolingo's Executive Team is well-rounded, experienced, vast and not prone to 
pressure from external stakeholders. This results in genuine care for the company and 

thus better strategy for Duolingo's growth

“Duolingo’s goal has always been to teach as well as a human can 
but with a computer. They are a product-driven company and there 

is lots of room to grow”

Key Views 
• The culture is focused on continuous growth and learning. They have a focus on 

collaborative with kindness, and continuously exploring new ways of improving
• Duolingo is all about having fun and problem solving – as evidenced by their TikTok 

reels which showcase their unique culture 
• Their employees focus on innovation – finding new ways to penetrate the language 

learning market and being able to improve the platform for its users, using data 
from its users for growth

Duolingo, Glassdoor and Internal culture reviews
• “Opportunities for career growth 

like responsibility and 
management, especially for folks 
early in career – mission driven: 
we prioritise the user experience 
over $ - Super smart employees, 
very metrics driven – Our CEO is 
awesome, and employees are 
able to get a lot of visibility 
within him – Quirky and fun 
culture”

Luis Von Ahn Severin Hacker Matthew Skaruppa

Robert Meese Molly Lindsay

Natalie Glance

Stephen Chen Manu Orssaud

CEO, ~12 years on board. B.S 
in Mathematics & PH.D in 

Computer Science

CTO, ~12 years on board. B.S 
& PH.D in Computer Science

CFO ~3 years, B.S in Chemical 
Engineering and M.B.A from 

Stanford

Chief Engineering Officer, B.A 
in Physics from Princeton and 
Ph.D in Physics from Stanford

General Counsel ~3 years, B.A 
in History and J.D from 

Harvard University

CBO, B.S in Economics and 
B.S in Computer Science from 

UOP and M.B.A from MIT

CPO, B.A in History from Yale 
and a M.B.A from Stanford 

CMO, ~9 years developing 
Sony Playstation,



Overvie
w

Investment 
Thesis

Valuation Recommendation

Blended Valuation gives $181.59 Target Price and Bullish Development
Football Field and Scenario Analysis

1 2 3
Relative Valuation – 0%
• Duolingo's language learning 

competitors are private
• Unreliable Valuation Approach
• Duolingo's FY23 metrics do not 

account for their forecasted 
exponential growth

Blended DCF – 90%
• Mispriced Growth Assumptions
• WACC: 9.22%
• Perpetuity – TGR: 3.18% - 35%
• Exit Multiple – EV/EBITDA: 7.7x - 

65%
Broker Consensus – 10%
• Expert opinions on how Duolingo 

will perform
• Limited to 1 Year Forecast
52 Week Trading Range – 0%
• Low: 28 December 2022
• High: 6 June 2023

Commentary

Omitted ValuationBull Case – 30%
• Duolingo User Base 

rapidly grows
• Exceeds forecasted region 

and industry growth
• Higher proportion of 

subscriptions
• Significant increase in 

subscription revenue per 
user

Base Case – 50%
• Duolingo User Base 

increases
• Matches forecasted region 

and industry growth
• Moderate subscription 

increase
• Increase in subscription 

revenue per user

Bear Case – 20%
• Duolingo user base slowly 

grows
• Less than forecasted region 

and industry growth
• Lagging subscription 

increase
• Underwhelming increase in 

subscription revenue per 
user

TargetCurrent
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Our DCF Incorporated our Theses To Support Our Recommendation
Assumptions, Sensitivity and Key Metrics

DCF Model Cases

Model Assumptions

Sensitivity Analysis (Base Case): WACC v Terminal Growth Rate

Key Metrics

25% 32% 23%

Target IRR Duolingo IRR Premium

Revenue Growth

Monetisation of Duolingo 
Max, Maths and Music 
coupled with Duolingo and 
Travel growth delivers 
increases in year-on-year 
sales

Margin Growth

As English Test Papers, 
Proportion of Paid 
Subscribers and Revenue 
per Subscription increases, 
SG&A expenses and cash 
as proportion of sales 
decreases to reflect higher 
margins

CAPEX

Duolingo's investments into 
the monetisation of 
Duolingo Maths, 
development of Duolingo 
music and full release of 
Duolingo Max should 
increase CAPEX until 
completion in 2025

A sensitivity analysis reveals the majority of the share prices are above the current price

WACC (%)

Terminal 
Growth 
rate (%)

$168.52 7.22% 8.22% 9.22% 10.22% 11.22%

1.18% 185.38  169.50  156.34  145.07  135.22 

2.18% 195.86  176.74  161.57  149.00  138.26 

3.18% 211.54  186.84  168.55  154.05  142.05 

4.18% 237.53  201.95  178.28  160.78  146.92 

5.18% 289.01  226.99  192.84  170.17  153.41 
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Cybersecurity Risk

Competition Risk

We have considered Duolingo's capacity to mitigate risks
Risks and Mitigation

Pr
o

b
ab

ili
ty

Impact

3

1

2

1

Competition Risk
Risks:  The digital language learning industry is highly competitive with low barriers 
of entry and low switching costs which could disrupt Duolingo's strong growth.

Mitigation: TDM must ensure that Duolingo leveraging their strong market share and 
financial resources to innovate and thus retain their competitive advantage through 
offerings like their upcoming Duolingo music.

2

Cybersecurity Risk
Risks: Since Duolingo uses AI and data to drive the app experience they handle 
private user information which if leaked could harm Duolingo's branding.

Mitigation: Ensuring Duolingo uses strong data protection should lower the risk of 
data leaks.

3

Cyclical Risk
Risks: Duolingo's paid subscriptions and in-app purchases are consumer 
discretionary spends which could decrease during global slowdowns or 
recessionary periods.

Mitigation: Since Duolingo's products are educational they remain high on 
discretionary spends which was evident throughout COVID. The blow will be 
softened by Duolingo's large market capture and DET.

Duolingo Risk Matrix

Cyclical Risk
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In Summary We Recommend TDM to Invest in Duolingo
Recommendation

TDM's Financial Metrics and Forecasts RequirementsTDM Investment Principles

25%
Target IRR

Premium From 
5-year long-run 

model 

Exit Multiple 
Ascertained From 

Comparables

Model Assumptions, 
Scenarios and 

Sensitivity Considered

Target Business: Aligns with TDM's industry agnostic approach to their portfolio as 
they don't currently invest in an education technology company

Growth Opportunities: High organic growth potential from user base, subscriptions 
and English tests expected to persist for the next 5 years driven by product offerings 
and region growth

Competitive Advantage: AI-driven gamification model allows it to act as a 
monopoly within the highly competitive digital language learning industry – 64% 
market share

Culture and people: Positive work culture and a well-experienced and independent 
executive team that will provide genuine and better growth for Duolingo

Investment Thesis Valuation Potential Risks Investment Recommendation

User Growth and Retention From 
Duolingo's Competitive Advantage

Margin and Subscription Growth 
From Duolingo Investments

Subscription and Test Growth From 
International Opportunities

90% Blended DCF

10% Broker Consensus

Bull – 30%, Base – 50%, Bear – 
20%

Cyclical Risk

Competition Risk

Cybersecurity Risk

Buy

$181.59
Target Price

23.33%
Upside

32%
IRR
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Appendix

Third Party Risk Geographic Risk Border Risk

Foreign Exchange Risk Intellectual Property Risk Public Company Risk

Duolingo relies upon the Apple 
and Android app store and 
Google play store to distribute 
their app and are thus 
impacted by changes in terms 
and conditions and pricing. 

Different countries have 
different laws and regulations 
and thus Duolingo must be 
aware of these differing rules 
to ensure their app can operate 
globally.

If international borders are put 
in place this could dampen 
user base growth as travel 
demand dampens and thus 
less people use subscriptions.

Duolingo's operating expenses 
are denominated in American, 
German and Chinese 
currencies. Fluctuations could 
increase and decrease 
expenses.

Duolingo could be subject to IP 
litigation and needs to obtain 
trademarks to preserve their IP 
which are all time consuming 
and financially-intensive.

Duolingo as a public company 
now incurs significant 
expenses and furthermore is 
subject to the SEC's standards 
for financial reporting
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