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Netflix’s shift to original content

Jon Metzler, President,
Blue Field Strategies

Abstract

Netflix has its roots in a home DVD delivery service that competed with traditional video rental
stores like Blockbuster. Having outlasted those competitors — and indeed, the DVD itself — Netflix has
grown from a domestic (US) provider of long-tail content to an international aggregator of
entertainment content with exclusive Netflix-only content in individual territories, such as the US,
Brazil, and Japan.

Growth has come with a cost. With growth and internationalization have come increased content
licensing costs, and a delicate coexistence with the network access providers (e.g. cable companies)
that deliver Netflix to their home customers. Netflix also exists in coopetition with Amazon, which
hosts Netflix's content origin servers but also competes with Netflix in video service. Netflix operates
its own CDN.

To better control its content acquisition costs and provide a more differentiated experience, Netflix
has invested heavily in independent (first-party) content development, making it more like a studio.
This is blurring the boundaries with its suppliers (e.g. movie studios), and also putting Netflix in a
“hits” business. Netflix is using debt to fund this strategy. Four years after House of Cards’ debut, we

look at the return on Netflix’s investment.
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NS 74 v 2icBFBNetflixd v = 71329.7% CTH % ([XFK11), L 72435 T, Netflix
DENE TLEVYRIZ, AT ATRTLVILHEEEDRT =7 FRALE =1l 5T
JEHICHY 2D TH B,

[MF11) KEA v 2 —Fv b T 74 v 2 BT

Upstream Downstream Aggregate

BitTorrent 18.37% | Netflix 35.15% | Netflix 32.72%
YouTube 13.13% | YouTube 17.53% | YouTube 17.31%
Netflix 10.33% | Amazon Video 4.26% | HTTP - OTHER 4.14%
SSL - OTHER 8.55% | HTTP - OTHER 4.19% | Amazon Video 3.96%
Google Cloud 6.98% | iTunes 2.91%  SSL - OTHER 3.12%
iCloud 5.98% | Hulu 2.68%  BitTorrent 2.85%
HTTP - OTHER 3.70% | SSL - OTHER 2.53%  iTunes 2.67%
Facebook 3.04% | Xbox One Games Download 2.18% | Hulu 2.47%
FaceTime 2.50% | Facebook 1.89%  Xbox One Games Download 2.15%
Skype 1.75% | BitTorrent 1.73%  Facebook 2.01%
69.32% 74.33% 72.72%

“Isandvine

Hi#t : Sandvine, 2016

AV YFravrvyid, Disneyofthd A7 4 THREICHT E2~y V7T Tk
v, Netflixzs, HttA Y P 7 —2ZHNTa vy sy YD I 4 &y ANERHMMEZ & % 2
KARNCaY o= LT 5 R TEDLLNnHIZLTOH L, LT, FFED
FRH~DO KM 2 v 7 vV HFEIL, 2 oFMICH T 2 1EIR Y oefTiE L L TR
5T EHTE D,

Netflix 20164 DF¢ L 23$8.8BTH 3 L b L 7z, Rt RFETH 323, 56 L0
68%137¢ FJ5ffi (Netflixd¥é. Eicavy vy VESax ) miFsnTtns,
MFER X, 201645 4PUEHA7E FEof3% Th - 72 (MF12),
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Netflix

[X12£12] Netflix2 % +#E5&

$2,500,000 80%

$2,351,128

$2,250,000 72%

789,157,813
68%

1% 70% 1% 70% 70% 72% 70%

69% 68%

68%
$1,966,472

$1,812,989

$1,672,338
$1,580,831
$1,480,676
$1,399,929
$1,305,239
$1,222,835
$1,250,000 $1,145,686
$1,065,735

$1,000,000

$2,000,000

$1,750,000

! 146
$1,500,000 1,405.268
1,206,445 |
1177,939 |
j 1,096,165 |
1085657 10 i
! ! 923,404 997,807 =

8l2020 £97193 [ i
762361 o ‘

$750,000
$500,000 3%
$250,000
; : 0%
2014-Q1 2014-Q2 2014-Q3 2014-Q4 2015-Q1 2015-Q2 2015-Q3 2015-Q4 2016-Q1 2016-Q2 2016-Q3 2016-Q4

s Revenue ™= Cost of revenue Marketing Cost/Revenue  *===Marketing/Revenue

il @ Netflix JEERLE ITTICHEF (K
~—7 74 vraxb e BEMIE, 20145 AU LA, Bl L CTn B,

L, Fyviavu—i~AFRATH3, avrFryYyoESGaxt LKz
A+ RZEZOHAPHLICRDETEA D,

20171 HBIZE. NetflixiZ1FELHNICHHZ N2 2 [ Ay )= v Favs v yiy
DIEHS] 25 $6.2BH 572, X HICIEDLLIEMMD b D23$6.7BH 5, £ 7-. filH
S54ELL F D&% 23$4.7TBH 5, Bt T20BLL FoEBBH D Lickhbd, TNERXEK
1312339,

[X1713]) Netflix® ZH) o {EFi%

Payments due by Period

Less than More than
Contractual obligations (in thousands): Total 1 year 1-3 years 3-5 years S years
Streaming content obligations (1) $ 14,479,487  § 6,200,611 § 6,731,336 § 1,386,934  § 160,606
Debt (2) 4,730,369 181,556 358,250 844,813 3,345,750
Lease obligations (3) 640,840 64,502 144,766 124,037 307,535
Other purchase obligations (4) 350,366 185,023 81,707 39,278 44,358
Total $ 20201062 § 6,631,692 8 7316059 % 2395062 8 3,858,249

HiHE : Netflix JREERL 201741H

Netflix(Z20154E2 H 12$1.5B, 2016410 A 1c$1B % #A& <FaE L 72, KESHL (H
RIEETEHARVE LTH) BEOKEL D KL, Netflixd £ 5 AEEMETE 2
4-5% DG CEBSFENRETDH 5, BIEF v V) 7k LIIEEEIER ez ofho B
INFTICHE 2 RITT 22 &35, LB &, KEFBET., HE2E L CEESH
ErT A LAEKITE CICEAICMEL v, &izwv iz, Netflix G & 0% | & Flsic
Wt zavsyvERDEOOZHOEAITRICE S,

MR L, AV Y Frav sy yEREZLET0IC, fHEIZREZLTEHED
RSB N R FBRE VR 2008 5 5, LWwIREITEKS, 72 & 21X, NetflixD
FVIFNay T v I ~DEREY 7 F DRELTH % House of Cardsid, H 5 3 55
=XV DRMABIEE 5, % Db, NetflixiZsFELIA: [Netflix Everywhere (&2 T
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HEF B TBHEFaI YTy YAY T TS
Netflix

b Netflix) | &, IHMVEFRDOBEZIE T2, L=d-> T, BHERD =00 Ho—
WAy 7 FBFERE S FIFOIRA M) 3T TIZ YT TEELELOND,
—H. 77V E—le T L GEEGE) miGmFoLr ) YFra vy ~0
HERSHRIFHELES I,

EHLIKEIE, avFvYVidey bV A RTH S, NetflixHHFD 77 4 v 7
EIA477VF Tya—b7—n] 2FVey bOEEEHEEZRL TS, Lzo
T, NetflixiZ, #JHioe y b2b 5 ey TR R3ICONT, Hirzhey + %
FEH LT RTFNIER SRR, 72 & 2 ITAMC®DBreaking Bad i3 IMLBiGE 2> 55
FRICEFHFLVIZEY Y —FZ 2L 5 Twily, House of Cardsd . ZDESY — X v
DERBEDL =XV BEPH LNENEBINTHEDTH S,

Netflix(3HBO & Amazon VideoW /5 & #&d %, (Netflixix ¥ 72, Amazon Web
Service (AWS) F AV v —"—%FZXF LT3, NetflixizfhH dCDN #3#
HLTWw3,) EfEHoEmEEREY — X Th b Netflixiz, ZER I VS Da v T
v ERBHEL 2 2 ATENM EoIERIE EF o v, AV Y Frav Ty r
LA L TWwWS o, Bighkls, ~—F vy v 242 vy W), 74 v &, Mt
W7 &ED7 7y FiERAZEL T, PESOERIIMICD D 2133 TiEH 25, Bk
Netflix O JUEE DO 1x, BUEEICITS X D DR WHFERESZ 282085 2L DART
Hb,

—75. Amazon VideolZAmazon” 7 4 .. (Prime) €823 —8foavr vy [
B cHHREETH 5, ZNlFAmazon7' 74 LB DOFLCTH D, Amazonz B A3
Amazon7' 74 LRBICR B ~DA vy T4 7T LT TS, ZL T, —
FEMALTLEZIE, ea~v—R%ET 74 L&EHDAmazonf & IZIEEICHE 2 5
fHE AR, (AUECIE, Prime B OFEMEAFIIIER B 0245138, DL 72d-
C. Amazon Videoldea~v—RAKXEBDjiRE % L2 ko ohoThd, X
> T, Netflixlz &% R T MO IGER D RO Mtk LA L AT il bk
WZ EARERLTWS, Amazon®20164E5E F13$136B <. fiflZ13$2.4BTH - 7=,
Amazon Web Services7Z iF T b 20164E12$12.2BD5E L% L iF 7z, flio it & Rk,
NetflixicAWSZ$2{ft 32 2 &, % 5 { Amazon2 Ht OB — v 2 Z gt L |
WETLDICHEL->TWE T EESL I,

Netflix® X 5 72 7’0 — N Bl O FE A v FEAEA v b7 — 21, RSk
bELL D 5D77EA 5 D, Amazon, HBO Go, HuluZz EOHEFIc A S X Hic, ZFx
1ZYesTH Y BrEOFEBWAAET 2 HGBEIC R 5725 5 28, ARla v 7 v YiiE
&) EETIE, YouTube, AppleZn & 7'a —oNL Tk 2 5 7L — V¥ —DEUIR S 1
T %, T, BHEONRIE, BUALZT TR IFHTLH 2,

NetflixiZ. EFIOSBHZ AR L T nwd, 2L 217 7V o8 5134-500
FTAERLNTHE, wTFhict X, /v V=7 (FAR) BhfEiHEE~ BT
Z o Tk, Netflixddz Lz 5], HEEL TV 2D IEEEE VRV, #jHjiZCM7ZR & T
hirE s 2 &, fEECHEMHETCZ 2D DTHE, L VWIHIDHLFEDOREX

! http://fortune.com/2016/07/11/amazon-prime-customers/
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Netflix

X— P fEFICHERICDE R I ETWDEIDTH S,

NetflixiZ. #ZF12SaaSdSalesForce, e~ — & DAmazon* 2 — b — D Starbucks
PR ICHBE O L Wi, 3y — 20T T2 REEF L -0 L RFEOHEL
776 LTWwdlnwz 3,

WEEIALA Vb

Netflix, Amazon VideoZ &%, ¥ 574 7L —¥ —D%(L - Bhnic kv, av 7
VITANAL (TAH VLI E—, RRAVFREERED) Lo TEY) Fihicko
TEY, ©TF 7L =Y —DHERNHH, NedlixiZEM L Ttk 2320»CTwid e
WEfER 2 v Ty ORGEEE 2 3B FEE I A TwaE, L WIHRGTBH B,

—J. B L2k 51, AV FLavFryy~ns 7 Mi, TOE=ZFHLrHD
aVvFYVIHEEaIX oA ERICH B, KELTLE 5 7= Netflixid., Starz,
Disney/z &a v 7 vy 7anf XL OFEHH O, X & a X b TR % HHT
Lz & Wwid v, First-party (HfEEUE) avF7vvicy 7 b, avs v
VazxRbrEEDY)—XF T ALz ons b ndnl. Fdostde LT
DHIET, IREETHZDEHICary T35,

FRUE, FRATHEDR Y 9D Fr v avu—ThthEir o CoREIEE7x
DT, BAREBAU LD Y % — v B8 72, 45T b Netflixd7E_EJE{l (COGS) 1370%
LT, WARDB B> THZNIIKRELED DL Vv, —J CTHouse of Cards® — v
FRCTERole~—0 T4 v IZERIZFELICED 2L 2 7 I3 REAL T 5,

RO G, 77 VN & —EOXRE T, Netflix 3 FIFHATRED & 5 20 1%
78— NV FRWI-FIOE RBICEGINE A v A =Sy b4 v 7 IR LEEH
2124, Netflixic o TX WS AL R T R bbb, 77 VniEH DR, Netlix
I Z D7D DRATIRECHE RN YV — A EFEWE L OHED D 2 55, fhEEH
DEHICD, ZD0DORITHRE*AHTI»Z T + v F LTV EZ N,

(&L 7 e 7 4 —n]

3§ % ¢ Jon Metzler

s & : Blue Field Strategies Bt - t#hE, kv A4 Fh, WES v 7
7 v R afefl, 904EIEH, SEM onE HIR, §HFTE LR, TBS, CBSZ%& &
TRt T, 9BEARE~IFE, IwER. UC-Berkeleyic THARE v a v "L —%Lb
Bt L. B A R ERFEFEDELS 2T, Blue FieldTld, & < IC@fE. X7
4’ T ATy 7OHEBICTHK, US-7Y T D27 v —2K—X—HiGnH - i

SN I E 7 LIC B W THIRIC D 72 2 R A% XK T 5, Blue Field D%,
UC Berkeley® Haas School of Business® MBAZ' v 7' J LI Ci#fii##50, /-
Japan Society of Northern Californiad® R — K X v N—% 5D 5,
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