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PART 1
Forward-Looking Statements

This Annual Report on Form 10-K contains forward-looking statements within the meaning of the federal securities
laws. These forward-looking statements include, but are not limited to, statements regarding: our core strategy; the
growth of Internet delivery of content; the growth in our streaming memberships; the decline in our DVD
memberships and the resources allocated to our DVD segment; the market opportunity for streaming content;
contribution margins; contribution profits (losses); liquidity; free cash flows; revenues; net income; legal costs;
operating cash flows; stock price volatility; membership growth rates; timing of facilities construction; nature of our
content agreements; member viewing habits; payment of future dividends; obtaining additional capital; our content
library and marketing investments, including investments in original programming; significance of future contractual
obligations; realization of deferred tax assets; seasonality; method of content delivery; and international expansion.
These forward-looking statements are subject to risks and uncertainties that could cause actual results and events to
differ. A detailed discussion of these and other risks and uncertainties that could cause actual results and events to
differ materially from such forward-looking statements is included throughout this filing and particularly in Item 1A:
"Risk Factors" section set forth in this Annual Report on Form 10-K. All forward-looking statements included in this
document are based on information available to us on the date hereof, and we assume no obligation to revise or
publicly release any revision to any such forward-looking statement, except as may otherwise be required by law.

Item 1. Business

ABOUT US

Netflix, Inc. (“Netflix”, “the Company”, “we”, or “us”) is the world’s leading Internet television network with over 57 million
streaming members in nearly 50 countries enjoying more than two billion hours of TV shows and movies per month,
including original series, documentaries and feature films. Our members can watch as much as they want, anytime,

anywhere, on nearly any Internet-connected screen. Members can play, pause and resume watching, all without

commercials or commitments. Additionally, in the United States ("U.S."), our members can receive DVDs delivered

quickly to their homes.

We are a pioneer in the Internet delivery of TV shows and movies, launching our streaming service in 2007. Since this
launch, we have developed an ecosystem for Internet-connected screens and have licensed and acquired increasing
amounts of content that enable consumers to enjoy TV shows and movies directly on their TVs, computers and mobile
devices. As a result of these efforts, we have experienced growing consumer acceptance of, and interest in, the
delivery of TV shows and movies directly over the Internet.

Our core strategy is to grow our streaming membership business globally within the parameters of our consolidated
net income and operating segment contribution profit (loss) targets. We are continuously improving our members'
experience by expanding our streaming content with a focus on a programming mix of content that delights our
members. We are continually enhancing our user interface and extending our streaming service to even more
Internet-connected screens.

We continue to grow our streaming service both domestically and internationally. We began our international
expansion with Canada in 2010 and have since launched our service in Latin America and several European countries.
We have also expanded our streaming content offering to include more exclusive and original programming, including
several Emmy, Golden Globe and Academy Award nominated original series and documentaries.

Prior to July 2011, in the U.S., our streaming and DVD-by-mail operations were combined and members could

receive both streaming content and DVDs under a single “hybrid” plan. In July 2011, we separated the combined plans,
making it necessary for members who wish to receive both DVDs-by-mail and streaming content to have two separate
membership plans.
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BUSINESS SEGMENTS

The Company has three reportable segments: Domestic streaming, International streaming and Domestic DVD. The
Domestic and International streaming segments derive revenues from monthly membership fees for services
consisting solely of streaming content. The Domestic DVD segment derives revenues from monthly membership fees
for services consisting solely of DVD-by-mail. For additional information regarding our segments, including
information about our financial results by geography, see Note 12 of Item 8, Financial Statements and Supplementary
Data.




Edgar Filing: NETFLIX INC - Form 10-K

Table of Contents

COMPETITION

The market for entertainment video is intensely competitive and subject to rapid change. We compete against other
entertainment video providers, such as multichannel video programming distributors ("MVPDs"), Internet-based
movie and TV content providers (including those that provide pirated content) and DVD rental outlets and more
broadly against other sources of entertainment that our members could choose in their moments of free time. We also
compete against entertainment video providers in obtaining content that our members love, both for licensed
streaming content and for original content projects.

While consumers may maintain simultaneous relationships with multiple entertainment sources, we strive for
consumers to choose us in their moments of free time. We have often referred to this choice as our objective of
"winning moments of truth." In attempting to win these moments of truth with our members, we are continually
improving our service, including both our technology and our content, which is increasingly exclusive and curated,
including our own original programming.

SEASONALITY

Our member growth exhibits a seasonal pattern that reflects variations when consumers buy Internet-connected
devices and when they tend to increase their viewing. Our domestic member growth is generally greatest in our fourth
and first quarters (October through March), slowing in our second quarter (April through June) and then accelerating
in our third quarter (July through September). We expect each market in our International Steaming segment to
demonstrate more predictable seasonal patterns as our service offering in each market becomes more established and
we have a longer history to assess such patterns. Additionally, the variable expenses associated with shipments of
DVDs are highest in the first quarter due to the seasonal nature of DVD usage.

INTELLECTUAL PROPERTY

We regard our trademarks, service marks, copyrights, patents, domain names, trade dress, trade secrets, proprietary
technologies and similar intellectual property as important to our success. We use a combination of patent, trademark,
copyright and trade secret laws and confidentiality agreements to protect our proprietary intellectual property. Our
ability to protect and enforce our intellectual property rights is subject to certain risks and from time to time we
encounter disputes over rights and obligations concerning intellectual property. We cannot provide assurance that we
will prevail in any intellectual property disputes.

EMPLOYEES

As of December 31, 2014, we had 2,189 full-time employees. We also utilize part-time and temporary employees,
primarily in our DVD fulfillment operations, to respond to the fluctuating demand for DVD shipments. As of
December 31, 2014, we had 261 part-time and temporary employees. Our employees are not covered by collective
bargaining agreements, however, to the extent we develop and produce our own content, certain employees of
affiliated entities may be covered by such agreements, including certain writers, directors, actors and production
personnel.

OTHER INFORMATION

We were incorporated in Delaware in August 1997 and completed our initial public offering in May 2002. Our
principal executive offices are located at 100 Winchester Circle, Los Gatos, California 95032, and our telephone
number is (408) 540-3700.

We maintain a Web site at www.netflix.com. The contents of our Web site are not incorporated in, or otherwise to be
regarded as part of, this Annual Report on Form 10-K. In this Annual Report on Form 10-K, “Netflix,” the “Company,”
“we,” “us,” “our” and the “registrant” refer to Netflix, Inc. We make available, free of charge on our web site, access to our
annual report on Form 10-K, our quarterly reports on Form 10-Q, our current reports on Form 8-K and amendments to
those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended
(the "Exchange Act"), as soon as reasonably practicable after we file or furnish them electronically with the Securities
and Exchange Commission ("SEC").

Investors and others should note that we announce material financial information to our investors using our investor
relations website (http://ir.netflix.com), SEC filings, press releases, public conference calls and webcasts. We use
these channels as well as social media to communicate with our members and the public about our company, our
services and other issues. It is possible that the information we post on social media could be deemed to be material
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information. Therefore, we encourage investors, the media, and others interested in our company to review the
information we post on the social media channels listed on our investor relations website.
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Item 1A. Risk Factors

If any of the following risks actually occur, our business, financial condition and results of operations could be
harmed. In that case, the trading price of our common stock could decline, and you could lose all or part of your
investment.

Risks Related to Our Business

If our efforts to attract and retain members are not successful, our business will be adversely affected.

We have experienced significant member growth over the past several years. Our ability to continue to attract
members will depend in part on our ability to consistently provide our members with compelling content choices, as
well as a quality experience for selecting and viewing TV shows and movies. Furthermore, the relative service levels,
content offerings, pricing and related features of competitors to our service may adversely impact our ability to attract
and retain members. Competitors include other entertainment video providers, such as MVPDs, Internet-based movie
and TV content providers (including those that provide pirated content) and DVD rental outlets. If consumers do not
perceive our service offering to be of value, including if we introduce new or adjust existing features, adjust pricing or
service offerings, or change the mix of content in a manner that is not favorably received by them, we may not be able
to attract and retain members. In addition, many of our members are rejoining our service or originate from
word-of-mouth advertising from existing members. If our efforts to satisfy our existing members are not successful,
we may not be able to attract members, and as a result, our ability to maintain and/or grow our business will be
adversely affected. Members cancel our service for many reasons, including a perception that they do not use the
service sufficiently, the need to cut household expenses, availability of content is unsatisfactory, competitive services
provide a better value or experience and customer service issues are not satisfactorily resolved. We must continually
add new members both to replace members who cancel and to grow our business beyond our current member base. If
growth rates slow faster than expected, given, in particular that our content costs are largely fixed in nature and
contracted over several years, we may not be able to adjust our expenditures or increase our (per member) revenues
commensurate with the lowered growth rate such that our margins, liquidity and results of operation may be adversely
impacted. If we are unable to successfully compete with current and new competitors in both retaining our existing
members and attracting new members, our business will be adversely affected. Further, if excessive numbers of
members cancel our service, we may be required to incur significantly higher marketing expenditures than we
currently anticipate to replace these members with new members.

Changes in competitive offerings for entertainment video, including the potential rapid adoption of piracy-based video
offerings, could adversely impact our business.

The market for entertainment video is intensely competitive and subject to rapid change. Through new and existing
distribution channels, consumers have increasing options to access entertainment video. The various economic models
underlying these channels include subscription, transactional, ad-supported and piracy-based models. All of these
have the potential to capture meaningful segments of the entertainment video market. Piracy, in particular, threatens to
damage our business, as its fundamental proposition to consumers is so compelling and difficult to compete against:
virtually all content for free. Furthermore, in light of the compelling consumer proposition, piracy services are subject
to rapid global growth. Traditional providers of entertainment video, including broadcasters and cable network
operators, as well as Internet based e-commerce or entertainment video providers are increasing their Internet-based
video offerings. Several of these competitors have long operating histories, large customer bases, strong brand
recognition and significant financial, marketing and other resources. They may secure better terms from suppliers,
adopt more aggressive pricing and devote more resources to product development, technology, infrastructure, content
acquisitions and marketing. New entrants may enter the market or existing providers may adjust their services with
unique offerings or approaches to providing entertainment video. Companies also may enter into business
combinations or alliances that strengthen their competitive positions. If we are unable to successfully or profitably
compete with current and new competitors, our business will be adversely affected, and we may not be able to
increase or maintain market share, revenues or profitability.
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The long-term and fixed cost nature of our content commitments may limit our operating flexibility and could
adversely affect our liquidity and results of operations.

In connection with obtaining streaming content, we typically enter into multi-year commitments with studios and
other content providers, the payment terms of which are not tied to member usage or the size of our member base
(“fixed cost”) but which may be tied to such factors as titles licensed and/or theatrical exhibition receipts. Such
commitments are included in the Contractual Obligations section of Item 7, Management's Discussion and Analysis of
Financial Condition and Results of Operations and Note 6, Commitments and Contingencies in Item 8. Given the
multiple-year duration and largely fixed cost nature of content commitments, if member acquisition and retention do
not meet our expectations, our margins may be adversely impacted. Payment terms for certain content commitments,
such as programming that is initially available in the
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applicable territory on our service (“original programming”), will typically require more up-front cash payments than
other licensing agreements. To the extent member and/or revenue growth do not meet our expectations, our liquidity
and results of operations could be adversely affected as a result of content commitments and accelerated payment
requirements of certain agreements. In addition, the long-term and fixed cost nature of our content commitments may
limit our flexibility in planning for, or reacting to changes in our business and the market segments in which we
operate. As we expand internationally, we must license content in advance of entering into a new geographical market.
If we license content that is not favorably received by consumers in the applicable territory, acquisition and retention
may be adversely impacted and given the long-term and fixed cost nature of our content commitments, we may not be
able to adjust our content offering quickly and our results of operation may be adversely impacted.

We are devoting more resources toward the development, production, marketing and distribution of original
programming, including TV series and movies. We believe that original programming can help differentiate our
service from other offerings, enhance our brand and otherwise attract and retain members. To the extent our original
programming does not meet our expectations, in particular, in terms of costs, viewing and popularity, our business,
including our brand and results of operations may be adversely impacted.

If we are not able to manage change and growth, our business could be adversely affected.

We are expanding our operations internationally, scaling our streaming service to effectively and reliably handle
anticipated growth in both members and features related to our service, as well as continuing to operate our DVD
service within the U.S. As we expand internationally, we are managing our business to address varied content
offerings, consumer customs and practices, in particular those dealing with e-commerce and Internet video, as well as
differing legal and regulatory environments. As we scale our streaming service, we are developing technology and
utilizing third-party “cloud” computing services. If we are not able to manage the growing complexity of our business,
including improving, refining or revising our systems and operational practices related to our streaming operations,
our business may be adversely affected.

If we fail to maintain or, in new markets establish, a positive reputation with consumers concerning our service,
including the content we offer, we may not be able to attract or retain members, and our operating results may be
adversely affected.

We believe that a positive reputation with consumers concerning our service is important in attracting and retaining
members who have a number of choices from which to obtain entertainment video. To the extent our content, in
particular, our original programming, is perceived as low quality, offensive or otherwise not compelling to consumers,
our ability to establish and maintain a positive reputation may be adversely impacted. Furthermore, to the extent our
marketing, customer service and public relations efforts are not effective or result in negative consumer reaction, our
ability to establish and maintain a positive reputation may likewise be adversely impacted. As we expand into new
markets, we will also need to establish our reputation with consumers and to the extent we are not successful in
creating positive impressions, our business in these new markets may be adversely impacted.

Changes in how we market our service could adversely affect our marketing expenses and member levels may be
adversely affected.

We utilize a broad mix of marketing and public relations programs, including social media sites such as Facebook and
Twitter, to promote our service to potential new members. We may limit or discontinue use or support of certain
marketing sources or activities if advertising rates increase or if we become concerned that members or potential
members deem certain marketing practices intrusive or damaging to our brand. If the available marketing channels are
curtailed, our ability to attract new members may be adversely affected.

If companies that promote our service decide that we negatively impact their business, that they want to compete more
directly with our business or enter a similar business or decide to exclusively support our competitors, we may no
longer have access to such marketing channels. We also acquire a number of members who rejoin our service having
previously cancelled their membership. If we are unable to maintain or replace our sources of members with similarly
effective sources, or if the cost of our existing sources increases, our member levels and marketing expenses may be
adversely affected

We face risks, such as unforeseen costs and potential liability in connection with content we develop, produce, license
and/or distribute through our service.

10
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As a distributor of content, we face potential liability for negligence, copyright and trademark infringement, or other
claims based on the nature and content of materials that we produce, license and/or distribute. We also may face
potential liability for content used in promoting our service, including marketing materials and features on our website
such as member reviews. As we expand our original programming, we will become responsible for production costs
and other expenses, such as ongoing guild payments. We will also take on risks associated with production, such as
completion and key talent risk. To

4
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the extent we do not accurately anticipate costs or mitigate risks, including for content that we obtain but ultimately
does not appear on our service, or if we become liable for content we develop, produce, license and/or distribute, our
business may suffer. Litigation to defend these claims could be costly and the expenses and damages arising from any
liability or unforeseen production risks could harm our results of operations. We may not be indemnified against
claims or costs of these types and we may not have insurance coverage for these types of claims.

If studios, content providers or other rights holders refuse to license streaming content or other rights upon terms
acceptable to us, our business could be adversely affected.

Our ability to provide our members with content they can watch depends on studios, content providers and other rights
holders licensing rights to distribute such content and certain related elements thereof, such as the public performance
of music contained within the content we distribute. The license periods and the terms and conditions of such licenses
vary. If the studios, content providers and other rights holders are not or are no longer willing or able to license us
content upon terms acceptable to us, our ability to stream content to our members will be adversely affected and/or
our costs could increase. Many of the licenses for content provide for the studios or other content providers to
withdraw content from our service relatively quickly. Because of these provisions as well as other actions we may
take, content available through our service can be withdrawn on short notice. As competition increases, we may see
the cost of programming increase. As we seek to differentiate our service, we are increasingly focused on securing
certain exclusive rights when obtaining content, including original content. We are also focused on programming an
overall mix of content that delights our members in a cost efficient manner. Within this context, we are selective about
the titles we add and renew to our service. If we do not maintain a compelling mix of content, our member acquisition
and retention may be adversely affected.

Music contained within content we distribute may require us to obtain licenses for such distribution. In this regard, we
engage in negotiations with performing rights organizations and collection societies (“PROs”) that hold certain rights to
music interests in connection with streaming content into various territories. If we are unable to reach mutually
acceptable terms with these organizations, we could become involved in litigation and/or could be enjoined from
distributing certain content, which could adversely impact our business. Additionally, pending and ongoing litigation
as well as negotiations between certain PROs and other third parties in various territories could adversely impact our
negotiations with PROs, or result in music publishers represented by certain PROs unilaterally withdrawing rights,
and thereby adversely impact our ability to reach licensing agreements reasonably acceptable to us. Failure to reach
such licensing agreements could expose us to potential liability for copyright infringement or otherwise increase our
costs.

We rely upon a number of partners to make our service available on their devices.

We currently offer members the ability to receive streaming content through a host of Internet-connected devices,
including TVs, digital video players, television set-top boxes and mobile devices. We have agreements with various
cable, satellite and telecommunications operators to make our service available through the television set-top boxes of
these service providers. We intend to continue to broaden our capability to instantly stream TV shows and movies to
other platforms and partners over time. If we are not successful in maintaining existing and creating new relationships,
or if we encounter technological, content licensing or other impediments to delivering our streaming content to our
members via these devices, our ability to grow our business could be adversely impacted. Our agreements with our
device partners are typically between one and three years in duration and our business could be adversely affected if,
upon expiration, a number of our partners do not continue to provide access to our service or are unwilling to do so on
terms acceptable to us, which terms may include the degree of accessibility and prominence of our service.
Furthermore, devices are manufactured and sold by entities other than Netflix and while these entities should be
responsible for the devices' performance, the connection between these devices and Netflix may nonetheless result in
consumer dissatisfaction toward Netflix and such dissatisfaction could result in claims against us or otherwise
adversely impact our business. In addition, technology changes to our streaming functionality may require that
partners update their devices. If partners do not update or otherwise modify their devices, our service and our
members' use and enjoyment could be negatively impacted.

Any significant disruption in or unauthorized access to our computer systems or those of third parties that we utilize in
our operations, including those relating to cybersecurity or arising from cyber attacks, could result in a loss or
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degradation of service, unauthorized disclosure of data, including both member and corporate information, and could
adversely impact our business.

Our reputation and ability to attract, retain and serve our members is dependent upon the reliable performance and
security of our computer systems and those of third parties that we utilize in our operations. These systems may be
subject to damage or interruption from earthquakes, adverse weather conditions, other natural disas