
KEY STATISTICS

Index Membership Nasdaq 100

Sector Services

Industry Music & Video Stores

Full-Time Employees 2,180

Last Trade 63.86 Day's Range 62.90 - 69.62

Trade Time 25-Nov-11 52w Range 62.90 - 304.79

Change 4.64 (6.78) Volume 5,434,991

Previous Close 68.50 Avg Vol (3m) 9,628,200

Open 68.17 Market Cap 3.35B

Bid NA P/E (ttm) 14.51

Ask 70.50 x 200 EPS (ttm) 4.40

1y Target Est 97.58 Div & Yield N/A (N/A)

Market Cap (intraday) 3.35B Beta 0.65

Enterprise Value (Nov 27, 2011) 3.22B 52-Week Change -51.52%

Trailing P/E (ttm, intraday) 14.51 S&P500 52-Week Change 8.61%

Forward P/E (fye Dec 31, 2012) 84.02 52-Week High (Jul 13, 2011) 304.79

PEG Ratio (5 yr expected) 0.72 52-Week Low (Oct 25, 2011) 74.25

Price/Sales (ttm) 1.23 50-Day Moving Average 129.82

Price/Book (mrq) 9.26 200-Day Moving Average 218.80

Enterprise Value/Revenue (ttm) 1.10

Enterprise Value/EBITDA (ttm) 7.43

Avg Vol (3 month) 9,628,200 Forward Annual Dividend Rate N/A

Avg Vol (10 day) 7,263,040 Forward Annual Dividend Yield N/A

Shares Outstanding 52.50M Trailing Annual Dividend Rate N/A

Float 51.08M Trailing Annual Dividend Yield N/A

% Held by Insiders 5.80% 5 Year Average Dividend Yield N/A

% Held by Institutions 85.10% Payout Ratio N/A

Shares Short (as of Oct 31, 2011) 9.29M Dividend Rate N/A

Short Ratio (as of Oct 31, 2011)1 0.80 Ex-Dividend Rate N/A

Short % of Float (as of Sep 30, 2011) N/A Last Split Factor (new per old) 2:1

Shares Short (prior month) 8.93M Last Split Date Feb 12, 2004

*Source: Yahoo Finance

*As of 11/28/2011

Stock Price History

Dividends & Splits

Profile

Share Statistics

Valuation Measures



FINANCIAL SUMMARY

Fiscal Year Ends Dec 31

Most Recent Quarter (mrq) Sept 30, 2011

Profit Margin (ttm) 8.14%

Operating Margin (ttm) 13.42%

Return on Assets (ttm) 17.97%

Return on Equity (ttm) 82.02%

Revenue (ttm) 2.92B

Revenue Per Share (ttm) 55.61

Quarterly Revenue Growth (yoy) 48.60%

Gross Profit (ttm) 805.27M

EBITDA (ttm) 433.82M

Net Income Avl to Common (ttm) 238.0M

Diluted EPS (ttm) 4.40

Quarterly Earnings Growth (yoy) 64.50%

Total Cash (mrq) 365.77

Total Cash Per Share (mrq) 6.97

Total Debt (mrq) 234.66

Total Debt/Equity (mrq) 60.42

Current Ratio (mrq) 1.23

Book Value Per Share (mrq) 7.4

Operating Cash Flow (ttm) 348.46M

Levered Free Cash Flow (ttm) 793.26M

*Source: Yahoo Finance

*As of 10/21/11

(in 000's, except per share data) 2010 2009 2008 2007 2006

Revenue 2,162,625 1,670,269 1,364,661 1,205,340 996,660

Cost of Revenue 1,357,355 1,079,271 910,234 786,168 626,985

Operating Income 283,641 191,939 121,506 91,773 65,218
Net Income 160,853 115,860 83,026 66,608 48,839

Net Income Per Share

    Basic 3.06$                   2.05$                    1.36$                                0.99$                    0.78$                    

    Diluted 2.96$                   1.98$                    1.32$                                0.97$                    0.71$                    

Weighted-average Shares Outstanding

    Basic 52,529 56,560 60,961 67,076 62,577

    Diluted 54,304 58,416 62,836 68,902 69,075

Cash and Cash Equivalents 194,499 134,224 139,881 177,439 400,430

Working Capital 252,388 183,577 142,908 223,518 234,582

Total Assets 982,067 679,734 615,424 678,998 633,013

Long-term Debt 200,000 200,000 -                                    -                        -                        

Total Liabilitities 691,903 480,591 268,269 249,186 219,395

Total Stockholders' Equity 290,164 199,143 347,155 429,812 413,618

Total Subscribers (ending) 20,010 12,268 9,390 7,479 6,316

Gross Subscriber Additions (during) 16,301 9,332 6,859 5,340 5,250

Net Subscriber Additions (during) 7,742 2,878 1,911 1,163 2,137

Subscriber Acquisition Cost 18.03$                 25.48$                  29.12$                              40.86$                  42.94$                  

Source: 2010 Netflix Annual Report

Selected 5-Year Financial Data

As of/For The Year Ended December 31,

Profitability

Fiscal Year

Management Effectiveness

Income Statement

Balance Sheet

Cash Flow Statement
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NFLX AMZN PVT1 PVT2 Industry

Market Cap 3.35B 106.57B N/A N/A 64.48M

Employees 2,180 33,700 25,000 N/A 1.89K

Quarterly Rev Growth (yoy) 51.70% 51.00% N/A N/A 0.00%

Revenue (ttm) 2.66B 40.28B 3.24B N/A 599.56M

Gross Margin (ttm) 37.38% 22.45% N/A N/A 35.52%

EBITDA (ttm) 403.25M 1.83B N/A N/A 15.56M

Operating Margin (ttm) 13.75% 3.14% N/A N/A -4.62%

Net Income (ttm) 213.51M 1.04B  -268.00M N/A N/A

EPS (ttm) 3.94 2.27 N/A N/A -0.33

P/E (ttm) 29.70 103.56 N/A N/A 29.44

PEG (5 yr expected) 0.87 4.42 N/A N/A 0.89

P/S (ttm) 2.20 2.63 N/A N/A 0.11

AMZN = Amazon.com Inc.

Pvt1 = Blockbuster LLC (privately held)

Pvt2 = Redbox Automated Retail, LLC (privately held)

Industry = Music & Video Stores

Company Symbol Price Change Market Cap P/E

Blockbuster LLC

Hastings Entertainment Inc. HAST 1.97 4.90% 16.96M N/A

Netflix, Inc. NFLX 117.04 4.99% 6.15B 29.70

Barnes & Noble, Inc. BKS 10.58 -1.31% 612.76M N/A

Company Symbol Price Change Market Cap P/E

Amazon.com Inc. AMZN 234.78 0.50% 106.57B 103.56

Trans World Entertainment Corporation TWMC 2.14 -1.83% 67.31M N/A

Columbia House Company

Hastings Entertainment Inc. HAST 1.97 4.90% 16.96M N/A

Books-A-Million Inc. BAMM 2.23 3.49% 35.21M N/A

*Source: Yahoo Finance

*As of 10/21/11

Private

US Music, Video, & Book Retail Ranked By Media Product Sales

Direct Competitor Comparison

Video Rental Companies Ranked By Sales

Private



COMPETITOR ANALYSIS

(in 000's) 2010 2009 2008 2010 2009 2008

Revenue 2,162,625 1,670,269 1,364,661 34,204,000 24,509,000 19,166,000
Cost of Revenue 1,357,355 1,079,271 910,234 26,561,000 18,978,000 14,896,000
Gross Margin 805,270 590,998 454,427 7,643,000 5,531,000 4,270,000
Operating Expenses
    Research and Development 163,329 114,542 89,873 -                       -                       -                       
    Selling General and Administrative 364,394 289,077 249,375 6,237,000 4,402,000 3,428,000
    Other -                       -                       -6,327 -                       -                       -                       
Operating Income 283,641 191,939 121,506 1,406,000 1,129,000 842,000
Total Other Income/Expenses 9,778 11,288 12,452 130,000 66,000 130,000
Earnings Before Interest and Taxes 287,325 198,667 133,958 1,536,000 1,195,000 972,000
Interest Expense 19,629 6,475 2,458 39,000 34,000 71,000
Earnings Before Taxes 267,696 192,192 131,500 1,497,000 1,161,000 901,000
Taxes 106,843 76,332 48,474 352,000 253,000 247,000
Net Income 160,853 115,860 83,026 1,152,000 902,000 645,000

Operating Expenses (% of Revenue)
    Research and Development 7.6% 6.9% 6.6% 0.0% 0.0% 0.0%
    Selling General and Administrative 16.8% 17.3% 18.3% 18.2% 18.0% 17.9%
    Other 0.0% 0.0% -0.5% 0.0% 0.0% 0.0%

Gross Margin 37.2% 35.4% 33.3% 22.3% 22.6% 22.3%
Operating Margin 13.1% 11.5% 8.9% 4.1% 4.6% 4.4%
Return on Sales 7.4% 6.9% 6.1% 3.4% 3.7% 3.4%
Taxes 39.9% 39.7% 36.9% 23.5% 21.8% 27.4%

Cash and Cash Equivalents 194,499 134,224 139,881 3,777,000 3,444,000 2,769,000
Net Receivables -                       -                       5,617 1,783,000 1,260,000 1,031,000
Inventory -                       -                       -                       3,202,000 2,171,000 1,399,000
Other Current Assets 446,468 276,789 215,949 4,985,000 2,922,000 958,000
Current Assets 640,967 411,013 361,447 13,747,000 9,797,000 6,157,000

Property Plant and Equipment 128,570 131,653 124,948 2,414,000 1,290,000 854,000
Goodwill -                       -                       -                       1,349,000 1,234,000 438,000
Other Non-current Assets 212,530 137,068 131,551 1,287,000 1,492,000 865,000
Total Assets 982,067 679,734 617,946 18,797,000 13,813,000 8,314,000

Current Liabilities 388,579 227,436 216,017 10,372,000 7,364,000 4,746,000
Long-term Debt 234,123 236,572 37,988 -                       -                       533,000
Other Non-current Liabilities 69,201 16,583 16,786 1,561,000 1,192,000 363,000
Total Liabilities 691,903 480,591 270,791 11,933,000 8,556,000 5,642,000

Total Stockholders' Equity 290,164 199,143 347,155 6,864,000 5,257,000 2,672,000

Current Ratio 1.65 1.81 1.67 1.33 1.33 1.30
Total Debt/Equity 2.38 2.41 0.78 1.74 1.63 2.11
Total Debt/Assets 0.70 0.71 0.44 0.63 0.62 0.68
Return on Total Assets 16.4% 17.0% 13.4% 6.1% 6.5% 7.8%
Return on Equity 55.4% 58.2% 23.9% 16.8% 17.2% 24.1%

Cash Flows From Operating Activities 276,401 325,063 284,037 3,495,000 3,293,000 1,697,000
Cash Flows From Investing Activities (116,081) (246,079) (144,960) (3,360,000) (2,337,000) (1,199,000)
Cash Flows From Financing Activities (100,045) (84,641) (176,635) 181,000 (280,000) (198,000)

Effect of Exchange Rate Changes 17,000 (1,000) (70,000)
Change in Cash and Cash Equivalents 60,275 (5,657) (37,558) 333,000 675,000 230,000

*Source: Yahoo Finance

As of/For The Year Ended December 31,

Netflix, Inc. (NFLX) Amazon.com Inc.(AMZN)



ANALYST OPINION

Mean Recommendation (this week) 3.1 Mean Target 97.58

Mean Recommendation (last week) 3 Median Target 88.50

Change 0.1 High Target 245.00

Low Target 45.00

(Strong Buy) 1.0 - 5.0 (Sell) No. of Brokers 24

Date Research Firm Action From To

26-Oct-11 Hudson Square Research Upgrade Hold Buy

11-Oct-11 Hudson Square Research Upgrade Sell Hold

16-Sep-11 Caris & Company Downgrade Above Average Average

26-Apr-11 Maxim Group Upgrade Sell Hold

23-Nov-10 Caris & Company Downgrade Above Average Average

21-Oct-10 Oppenheimer Upgrade Underperform Outperform

14-Oct-10 Dougherty & Company Initiated Neutral

22-Jul-10 Canaccord Genuity Downgrade Buy Hold

15-Jun-10 Stifel Nicolaus Downgrade Buy Hold

14-May-10 Merriman Downgrade Buy Neutral

Current Month Last Month Two Months Ago Three Months Ago

Strong Buy 2 4 4 5

Buy 4 7 7 7

Hold 19 16 11 11

Underperform 7 5 7 6

Sell 1 0 2 3

*Source: Yahoo Finance

*As of 11/28/11

Recommendation Trends

Recommendation Summary Price Target Summary

Upgrades & Downgrades History



ANALYST ESTIMATES

Current Qtr. Next Qtr. Current Year Next Year

Dec 11 Mar 12 Dec 11 Dec 12

Avg. Estimate 0.57 -0.24 4.08 0.76

No. of Analysts 28.00 19.00 29.00 29.00

Low Estimate 0.42 -0.62 3.84 -0.75

High Estimate 0.74 0.14 4.25 5.20

Year Ago EPS 0.87 1.11 2.96 4.08

Current Qtr. Next Qtr. Current Year Next Year

Dec 11 Mar 12 Dec 11 Dec 12

Avg. Estimate 858.61M 861.06 3.19B 3.63B

No. of Analysts 29 21 32 32

Low Estimate 842.08M 793.52 3.15B 3.17B

High Estimate 907.30M 1.03B 3.24B 4.34B

Year Ago Sales 595.92M 718.55M 2.16B 3.19B

Sales Growth (year/est) 44.10% 19.80% 47.40% 13.90%

Earnings History 10-Dec 11-Mar 11-Jun 11-Sep

EPS Est 0.71 1.08 1.11 0.94

EPS Actual 0.87 1.11 1.26 1.16

Difference 0.16 0.03 0.15 0.22

Surprise % 22.50% 2.80% 13.50% 23.40%

Current Qtr. Next Qtr. Current Year Next Year

Dec 11 Mar 12 Dec 11 Dec 12

Current Estimate 0.57 -0.24 4.08 0.76

7 Days Ago 0.58 -0.19 4.10 1.11

30 Days Ago 1.09 1.34 4.44 6.14

60 Days Ago 1.12 1.37 4.48 6.52

90 Days Ago 1.24 1.45 4.66 6.88

Current Qtr. Next Qtr. Current Year Next Year

Dec 11 Mar 12 Dec 11 Dec 12

Up Last 7 Days 0 1 1 0

Up Last 30 Days 0 1 2 1

Down Last 30 Days 10 4 0 1

Down Last 90 Days N/A N/A N/A N/A

Growth Est NFLX Industry Sector S&P 500

Current Qtr. -34.50% 75.90% 46.50% 23.20%

Next Qtr. -121.60% NA 215.00% 23.00%

This Year 37.80% 86.40% 39.20% 11.30%

Next Year -81.40% 51.00% 20.80% 12.80%

Past 5 Years (per annum) 48.61% N/A N/A N/A

Next 5 Years (per annum) 21.78% 16.04% 16.13% 10.99%

Price/Earnings (avg. for comparison categories) 15.65 18.30 16.26 15.80

PEG Ratio (avg. for comparison categories) 0.72 6.05 2.39 0.27

*Source: Yahoo Finance

*As of 11/28/11

Earnings Est

Revenue Est

EPS Trends

EPS Revisions



INDUSTRY ANALYSIS  

DESCRIPTION OF INDUSTRY 

In 1977, the Audre Blay Video Club was founded as a means to sell VHS tapes to the 

200,000 VCR owners in the United States (Varian, Roehl 1996).  Despite the fact that nearly 

9,000 people signed up for the service, Home Theatre Systems of Los Angeles predicted that the 

cost of the $1000 VCR will decline; therefore, it decided to rent its $50 tapes for $10 per day 

plus an annual fee of $50. 

This video rental industry eventually grew to 16,237 stores and generated nearly $9.9 

billion in revenue in 2007 according to US Census Bureau.   In 1997 Netflix was launched and 

offered consumers the option to rent DVDs through the mail.  Eventually, mail-order rentals 

began to decline as consumers preferred more interactivity and the ability to instantaneously 

watch programs through streaming internet or cable TV connections.   

PORTERS FIVE FORCES ANALYSIS 

Rivalry Among Existing Industry Firms 

There is substantial competition and rivalry among the existing firms in the industry, 

which include Redbox, Blockbuster (owned by Dish Network), and Amazon.  This rivalry is 

highlighted by the levels of advertising and marketing costs incurred by each company. 

In 2008, Netflix spent over $199 million in advertising which was dominated by online 

advertisements and various affiliate marketing deals.  They did, however, spend $11.5 million on 

TV and radio advertising.  This overall advertising spending increased 19% in FY2009 to $237 

million, but remained at approximately 14% of revenue.  (Netflix, 2010) 

Competitor Redbox, which is owned by CoinStar, spent signifantly less on advertising 

and marketing at $14.7 million and $8.2 million in 2009 and 2008, respectively (Coinstar, 2011). 



Blockbuster, before being sold to Dish Network in 2011, spent $67.2 million and $85.9 million 

in 2009 and 2008.  Both numbers represent 2.4% of revenues. (Blockbuster, 2010) 

Threat of New Entrants 

In order to succeed in the online-streaming media market, it is necessary to have a large 

amount of capital.  In 2009, according to their annual filings, Netflix spent $144.5 million on 

technology and development. Consequently, the “mom and pop” shops which once dominated 

the video rental market place do not have the necessary capital to develop the necessary 

infrastructure for video streaming.  Several large corporations have recently started working their 

way into the market.  Apple has recently introduced iCloud which will allow consumers the 

ability to stream content from the cloud to any Apple iOS.  Because of the large quantity of 

devices operating iOS, including the iPhone and iPad, many consumers may find the switch 

desirable, although Netflix does offer this feature.   

One of the largest obstacles that entrants into this industry is the capital required to obtain 

the licensing rights to content.  In a recent article in The Hollywood Reporter and on 

TechnoBuffalo.com, Lizard Capital Markets analyst Barton Crockett stated that Netflix recently 

agreed to pay Disney at least $150 million per year for rights to shows such as Lost, Hannah 

Montana, and Desperate Housewives.  Additionally, Netflix and Epix, which is comprised of 

Lionsgate, MGM, and Paramount/Viacom, agreed to a $200 million per year deal to stream 

Epix’s content.  However, Netflix is required to wait 90 days after Epix releases its content 

before Netflix can offer it to its customer. 

This is not to say new entrants into streaming videos will not happen.  Janus Friis, one of 

the founders of Skype, recently acquired $5.6 million to launch Vdio which aims to compete 

with Netflix in the streaming-video market.  While this number is low compared to its 

competitors, if it bases its bases model on other popular media service sites such as Rdio, it could 



cause significant disruptions to Netflix.  Currently, they are preparing to launch themselves in the 

United Kingdom, a market Netflix has yet to enter.    

Bargaining Power of Suppliers/Studios 

The major movie studios wield a large amount of power over the industry as they control 

the rights to the content.  Consequently, Netflix must be quite diligent when dealing with studios 

and distributors.  Netflix did license the right to distribute DVD content; however, according to 

Netflix 10k statement, “streaming content over the internet involves the licensing of rights which 

are separate from and independent of the rights we acquire when obtaining DVD content... 

Unlike DVD, streaming content is not subject to the First of Sale Doctrine.  As such, we are 

completely dependent on the studio or other content distributor to license us content in order to 

access and stream content” (2010).  Furthermore, many studios, such as Fox and Warner 

Brothers, require that Netflix not offer content for 28 days until its release.  Some of Netflix’s 

competitors like Blockbuster do not have this limitation on them. 

Bargaining Power of Buyers 

The domestic market for film rentals, including brick-and-mortar, kiosks, and streaming, 

was $9.8 billion dollars in 2009 (Blockbuster, 2010). Needless-to-say, consumers wield a great 

deal of power in this industry. There are a plethora of choices for consumers when they are 

deciding how to watch videos.  Consequently, customers are incredibly sensitive to price 

changes.  In the summer of 2011, Netflix decided to change its pricing strategy.  It decided to 

charge for the DVD-mail service and the streaming service independently, which essentially 

raised the price on consumers by 60%.  Consequently, nearly 810,000 customers cancelled their 

subscriptions and the stock price of the company plummeted from nearly $300 in July to less 

than $90 in October.  Because Netflix relies heavily on word-of-mouth advertising, it 

acknowledges “If our efforts to satisfy our existing subscribers are not successful, we may not be 



able to attract subscribers, and as a result, our revenues will be adversely affected.” (Netflix, 

2010) 

Threat of Substitute Products 

Furthermore, because Netflix does not require users to lock into a contract, buyer 

switching costs are negligible for services, such as Redbox and Hulu which have no monthly or 

annual fees.  If a consumer wishes to switch to Amazon Prime, however, there is a $79 annual 

fee, but no monthly charge.  While this is an upfront fee, it averages to $6.58 a month (compared 

to Netflix’s $7.99).    

One perceived difference amongst the competitors is how the content is delivered.  If a 

consumer wishes to utilize Redbox or the brick-and-mortar Blockbuster, they are required to 

drive to the location to pick up a DVD.  Netflix does offer home delivery of its DVD through the 

US Postal Service.  Additionally, Amazon and Netflix offer the content to be streamed to any 

compatible device which does not necessarily have to be at home; Netflix has also been reported 

as been developing its own streaming service.  

Finally, there are serveral niche market, DVD-by-mail services which provide 

competition.  For example, CinFlix, which is based out of Colorado, has a collection of imported 

videos from Asia, while PuritanPics.com offers Christian movie rentals.  

CRITICAL SUCCESS FACTORS 

In order for Netflix to remain the leader in online video streaming, it must maintain the 

following critical factors: 

Factor 1 – Largest Library 

Consumers want to have the largest selection of television shows and movies available.  

In order for Netflix to lead the market, it must continue to acquire relevant content and quickly 

make it available for customers.   Netflix currently has the largest library, but as newcomers, 



APPENDIX 3 

Referral E-mail 

 

 



APPENDIX 4 

Referral Conversion Calculations  

Conversion Rate New Customers Cost Revenue Profit 

0.5%                   115,000  $            918,850  $            9,188,500  $    8,269,650 

0.6%                   138,000  $        1,102,620  $         11,026,200  $    9,923,580 

0.7%                   161,000  $        1,286,390  $         12,863,900  $  11,577,510 

0.8%                   184,000  $        1,470,160  $         14,701,600  $  13,231,440 

0.9%                   207,000  $        1,653,930  $         16,539,300  $  14,885,370 

1.0%                   230,000  $        1,837,700  $         18,377,000  $  16,539,300 

1.5%                   345,000  $        2,756,550  $         27,565,500  $  24,808,950 

2.0%                   460,000  $        3,675,400  $         36,754,000  $  33,078,600 

2.5%                   575,000  $        4,594,250  $         45,942,500  $  41,348,250 
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Amazon Prime E-mail 
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